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PREFACE TO THE TWELFTH EDITION 


The ever-increasing demand for this work has necessitated the publica- 
tion of this fresh edition. 

The present increase in price is greatly regretted, but is the inevitable 
result of continuous enhancement in labour and material costs, and is also 
due to the lack of sufficient paper quota as would help printing of a much 
larger number of copies at one time so as to reduce the production cost per 
unit. 

As in the compilation of a voluminous work of this nature some mistakes 
are likely to have been overlooked, I shall deem it a favour if my readers 
point me out any discrepancies they may come across. 

Bombay, 31st December 1947. JAMSHED R. BATLIBOI. 

PREFACE TO THE NINTH EDITION 

The growing demand for this Work having necessitated the issue of a 
New Edition, the occasion has been fully utilised in re-arranging and 
considerably enlarging and improving the entire work. 

Chapters on Accounts of Indian Joint-Stock Companies and Indian 
Insurance Companies have been re-written so as to embody the recent 
Enactments relating thereto. Chapters on Capital and Revenue Expenditure, 
Goodwill in Accounts, Factory Organization, Holding Companies, Partnership 
Accounts, Joint-ventures, Double Account System and Cost Accounting have 
all been considerably elaborated and brbught on a line with the present-day 
requirements of all the important Examinations in Advanced Accoimting. 

With a view to render the work as self-explanatory as possible, every 
conceivable point likely to occasion doubt or difficulty to the reader has been 
explained by means of a fully-worked illustration. There are thus 208 
illustrative problems in all accommodated herein, and the student who is 
out to reap the fullest benefit from a study of this text-book is earnestly 
urged to solve these himself independently, after carefully going over the 
solutions once. 

The Examination Questions set at the end of each Chapter have been 
most carefully selected, and it is only by a systematic course of training in 
the solution of these problems that a serious student’ may expect to attain 
any degree of efficiency in this practical subject. It is in order to help the 
student in this direction that my “ Typical Problems in Advanced Accmmting ” 
has been written, so that, by a comparison of his own answers with ffie 
corresponding solutions as embodied in that work, he may find out for 
himself how far he has progressed. 

I have no doubt that a close study of this volume will assist the Indian 
student not only to a fuller understanding of this vast and usefvd subject as 
would enable him to satisfy the needs of Examinations, but would also help 
him to successfully confront any problem in Accounting in’ the practical 
business-world beyond the class-room. 

I-take this opportunity of expressing my grateful thanks to.aU who have 
helped me in the preparation of this voluminous work. , 

I have to crave 'indulgence on the part of my readers for any ■ 
may have inadvertently escaped notice, and shall feel obliged if < " 
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is drawn to sucli discrepancies as may be found, so that the same may be 
rectified in a subsequent Edition. 


Lastly, if this Work helps any student to a proper understanding of the 
principles of Accounting or in the passing of any Ex^mnations m Advance 
Accounting, I shall feel my efforts to have been amply rewarded. 


Bombay, 31st Jidy 1941. JAMSHED R. BATLIBOI. 


PREFACE TO THETIRST EDITION 


The object of the present work is to provide &e In^an student wi& a 
manual, tlie study of which ^11 assist him in attaining the high standara ot 
imowledge required for the Examinations of the Institute of Chartered 
Accountants, the Society of Incorporated Accountants and Auditi^, the 
Bombay University for the Bachelor of Commerce Degree and the London 
Chamber of Commerce. 

There has been a demand in India for a work of this nature urritten on 
practical lines, and if my thirteen years of continuous experience in Profes- 
sional Accountancy work (inclusive of four years in London) is a sufficient 
practical training, I trust I have established a prima facie excuse for the 
presentation of this hook which contains more of practice than of theory. 

f 

The order and method of treatment follow the plan adopted by me 
with conspicuous success in lecturing during the past nine years to large 
-classes of businessmen and accountancy students at an Institution claiming 
an enrolment of over 200 students a year. During that period, being in. 
absolute charge of the senior classes on Higher Accounting and Auditing, I 
have gained an intimate knowledge of the special difficulties and requirements 
of such students, and I have not xmreasonable confidence that the knowledge 
and experience thus acquired will be valuable to the readers of the present 
work. 


Those doubts and difficulties which experience has shown to be very 
troublesome to the examination candidate have been specially kept in view 
and an earnest endeavour has heen made to deal with them in as simple* 
concise and practical a manner as possihle. Every intricate problem ]iT^>hr 
to occasion trouble or doubt to the advanced student, has heen 
by means of a fully Avorked example. . pidinea 


Although the work is intended primarily for students it ic 
will he welcomed by all businessmen who may wish to b’aTm ^ that it 

the principles and pracl'ce of Accounting. ® insight into 

As in the working of so many illustrations 1 i, , 

errors, 1 shall deem it a favour to he informed he free from 

have escaped notice. 1 would also invite readers “^‘^curacies that may 

to the treatment ot any matter dealt witK he uncertain as 

^ .explanation on that point. “mmunicate with me fo? an 


sruAUAPE Road, Fort, . JAMSHED R. BATLIBOI 

'iy, 6t?i March 191G. 
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Latest Work by the same Author 


. THE PROBLEM OF LABOUR DISCIPLINE 
IN OUR INDUSTRIES 
PREFACE 

' increasing labour conflicts and the growing indiscipline and disregard 

of obligations on the part of our workers with the consequent daily dete- 
riorating employer-employee relationships in our industries and services 
justify the necessity for an analytical study of the vital problem of 
Labour Discipline. It can hardly be denied that for the smooth and economic 
functionmg of any industrial enterprise, sound disciplinary behaviour on the 
part of its entire working force is inevitably essential, as* discipline and effi- 
ciency are closely inter-linked. 

• doubt that the present widespread labour upheaval is due 

mamly to Ae tremendous hardship and economic maladjustments resulting 
from the after-effects of the war. Besides, the unprecedented rise in the cost 
of living, which has stiU remained uncompensated to a very large extent 
despite an all-round increase in wages, dearness allowance and bonuses also 
accounts for the existing spirit of discontent and unrest ’ 

There me other factors, however, which have served to aggravate the 
situation. The total neglect by a large majority of employers to S>vide for 
the welfare .and well-bemg of their workers and lift them to a hettm standard 
of bwng. as also an utter disregard on the part of -management to W 
prompt and peaceful solution to the grievances of those in their charge connled 
with a persistent refusal to satisfy their legitimate needs and aspirations 
have left behind them age-long feelings of bitterness, distrust, resentment and 
animosity which are bard to eradicate. Our employers of labour barring 
, a few commendable exceptions, have yet to appreciate the potent facts that 
the management of industry is essentially a management of human bejncrs 
and that a square deal with those who toil and sweat for them is 
only sound morality, but good business. 

The persistent undesirable attitude on the part of some of 
leaders in constantly instigating then: men to ask for higher 
hours without any regard to the economic condition of ^ 

question, and in inciting them to stop viork on most unreasonabi in 

fiabie grounds is yet another regrettable factor which no^ nni nnjusti- 
duction by vitiating discipline and co-operative eff 7 rrbrL?'?^<i« P^^' 
loEses and sufferuigs on that very class of people whose untold 

supposed to safeguard. What we really need is a band of they are 

unquestionable front-rank ability and integrity of leaders with 

superior to all personal and party ends, and who ° 

r^TiT* inr^riiT»« 3 n't vctCi Ol’PCari’ic-^ .• n 


cuiu party enas, and who nan vvouici nse 

control our labour unions and taclde all labour proble^ ^^fanise, guide and 
balanced approach as would contribute towards an ® i^'licious and 

om country through a better stabilisation of progress 

The foliowmg pages have, therefore been ^ ^ ^'lustries. ^ “ 
far wLe and capable leadership when'lml-I^j 1° a discucci^^ e i. ' 

psychologiq and a more buma^isendmS ^ knoS^e of t 
dc-slrahle incentives and amenities hot* bv fLo * ^ human 

ditions and methods of work Si f^^king f troduction of 

of the numerous problems affectine Lf, towards an 

and balanced behaviour in iS » order to en^ ^'^i^istment 

acttwiios must pass. ^ough ® oo-operative 

Gt?. February J947, ^ manufacturing 

( 3 di) * 1 AMSHED R. BATLIBOI. 
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WORKS ORGANISATION, MANAGEMENT AND 

COST CONTROL 

The gromng complexity of modern industrial activities resulting from 
incessant developments in machinery and productive methods has made the 
tasks of management increasingly difficult. The problems of transit, business 
combines and labour organisations are daily becoming more complex. The 
ever-ividening competition coupled with constant demands for higher wages 
and better labour conditions have considerably affected the margins of profit. 
With the advent of Trade Unions, the management is no longer free to deal 
with the problems of wages, working conditions and methods of labour con- 
trol as in the past. In order to understand the operations and technique of 
industry from a wider standpoint, there is an increasing need for the applica- 
tion of well-directed energy and greater knowledge of economics and finance 
tban was requisite a generation ago. It is evident, therefore, that the old 
rule-of-thumb methods will no longer suffice. Very soon, our trade rivals 
will be launching vast programmes. of mass production and distribution, and 
flood our markets with cheap, attractive and serviceable goods ; and unless 
we improve our works equipment, productive methods, management and 
labour efficiency, the prospects of a successful industrial expansion in our 
country hardly seem to be very promising. 

The problems of organisation and management, no doubt, vary in every 
business, but there have evolved, as a result of long experience, certain 
fundamental principles for the effective administration and control of factories 
which can be applied to everjr concern with requisite modifications. The 
present work is, therefofe, designed to place before the management and tlie 
student of industry a sufficiently detailed outline of a series of broad 
principles that current thought and practice have_ proved to be basic to the 
successful functioning of every industrial entei-prise. 

An internal organisation of a factory is intended to ensure individual 
and collective efficiency whereby its every integral section would function in 
the shortest time, with the least effort, at the smallest cost and in the greatest 
harmony. Its main object must, therefore, be to provide a close co-ordination 
and proper inter-locking of aU the activities of the business, viz., the produc- 
tive, non-productive, commercial and financial. Its true success can only be 
measured from the following achievements . 

(a) Improvement in productive methods as would bring down costs 
to their minimum', 

‘(b) Best utilisation of the productive shill of the workers ; 

(c) Complete elimination of waste in every direction ; 

(d) Successful marketability of the products ; and finally, 

(e) The creation and maintenance of most cordial employer-employee 

relations. ^ 

In these days of intensive struggle for superiority, a study of the subjects 
Avhich have only a direct bearing on the manufacturing technique of a 
particular industry, as at present obtains in.our technological and engineering 
eolLeges, and a bare knowledge of its tecl^cal routine and processes, however 
sound, must fail to give us men -with real executive ability who can deal 

(xiii) 
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intelligently with the complex problems of economic plant lay-out, produc- 
tion planning, effective and smooth control of labour and the successful 
marketing of the products. Our worics managers should bo trained to 
understand the monetary values of worltehop operations as would enable 
them to utilise comparative statistical data of shop performances to economic 
advantage. It is only when these executives have understood the funda- 
mental economic principles on which the true value of an industry can be 
based and measured that they will make valuable contributions to its direc- 
tion, control and commercial success. 


The problems of works administration and management have now been 
reduced to a science and can be learnt like any other subject. It is essential 
therefore, that Industrial Economics, Works Organisation, Industrial Psycho- 
logy, Cost Accounting, Statistics and Industrial Labour Welfare should be 
included as compulsory subjects in the curricula for the training of all those 
who aspire to key positions in industry. A University Degree in Industrial 
Management will ser^'e not only to stimulate the study and application of 
economic principles and methods of economic analysis to the special field f 
industry, hut will also attract a better -type of talented young men wirt, 
educational attainments to take to industrial pursuits in much lareev 
than hitherto. It is only then that Industrial Management will 
the dignity and respect accorded to the recognised professions 


The application of Human Psychology to industiy must rcsnif .u 
performance of work with ease, rapidity and a higher level nf ire • 
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and the cheapening of production hy the use of Industri^ 
exhaustive study of Industrial Fatigue will help ^ 

wluch lend apatliy and inattention to work and impair efficiencv a 
utilisation of the results from a research in this direction ^ 
immensely benefit the employer, but also the employee bv Jivin 
energy to ensoy healthy recreation and leaving him" greater 

commence each day’s work. It is sure to relard , vigour to 

deteriOTation and in the end vitally affect the problem of early 

An introduction of Vocational Tests for all enmlove^ in national physique, 
us the right men on the right jobs. Time and InSn Sve 

determining most equitable wage-rates and tend to o ^ ^ help in 

^d distribution of jobs, machines and tit selection 

ble s^d^ds of performance of each joh, process or ^ ® dependa 
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The harmonious and effective co-ordinof 
forces must call for great power of the humm, •, 

' Human Psydiology. InsufficienUttenH sSr 

of our managers and supervisor to pn! *" far be?n in 
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outlook and attitude which their o ^ ’^^^^te in handling 

to important executive and^hif *^®«»ands^ P^oper mentJ 
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conciliation. Harsh, hasty and arbitrary methods must now give place to 
tolerance, sympathy and equal justice to aU. Low wages, long hours, 
insanitary working conditions and insecurity of emplojnment must go for 
ever. Equal chances for training and promotion should he open to all loyal 
and willing workers, and the legitimate grievances of the employees must 
he looked into and remedied without undue-^elay. Scientific researches and 
the use of most up-to-date plant, equipment and operative processes must 
fail in their objective, if such efforts are not hacked up by men who have 
been trained to organise, lead and control, and who are capable of utilising 
successfully the human and mechanical elements to a logical issue. 

True and prompt Costs are problems of most vital interest to our manu- 
facturers today, and the. main object of every organisation must always be 
1o keep down costs. The fact that sound costing is closely inter-linked wth 
any ideal system of factory organisation yet remains to be accepted at its full 
value by om' manufacturers. An organisation, however sound it may be in 
other sections, will fail in its objects if it does not comprise a suitable system of 
costing. On the other hand, it is impossible to introduce a reliable and easily 
workable costing system in a business whose productive and non-productive 
functions are not scientifically organised and closely co-ordinated. 

Scientific Costing and close .Cost Control, although most dominant 
factors in revealing to the management any inefficiencies in machinery, 
methods or implements, or leakages and waste of material, time or expense, 
seem to have been either totally ignored or introduced and worked in a loose 
and desultory fashion. The need for introduction of efficient systems of 
cost-finding is pressing and immediate, and the time has come when our 
worlrs executives will either have to adapt their methods of organisation and 
production to meet the new situation/ or retire from the field. Our works 
managers and sub-executives must be prevailed upon to abandon their 
disinclination to perceive any value in a suitable system of costing, and to 
cease their strong reluctance to the substitution of precise knowledge for the 
rough-and-ready methods and guess-work which have largely characterised 
their performances in the past. 

Those in factory management must also be conversant with the elements 
of Statistics and Statistical Methods in connection with production, so as to 
be able to fully understand the true significance of the vital facts as disclosed 
to them by the statistical reports or charts submitted by the different Sections 
of the factory and draw the right conclusions therefrom. The immense 
importance of a soimd knowledge of this subject can be gauged from the fact 
that activities relating to planning, budgeting, movement and efficiency of 
machines, movement of material, employment, movement and efficiency of 
labour, production control, expense control, survey of factory orders, 
departmental progress, publicity, sales efforts, and many more matters are 
usually expressed in shape of statistical reports, charts or graphs, without 
wliich it is not possible for the administrative heads to keep themselves in 
constant touch with the realities of the organisation as a whole. 

No scheme of works organisation would be complete without the intro- 
duction of suitable Welfare Measures within and without the factory. ..The 
bare economic truth which needs to be kept in mind is that low wages and 
low standard of living can but only result in low productivity. It is to be 
regretted that our industrialists have lost sight of the dominant fact that the 
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ADVANCED ACCOUNTING 


CHAPTER I. 

FUNDAMENTALS OF DOUBLE-ENTRY. 

Accoimt-keepiiig. — Account-keeping may be defined as tlie science as 
well as tbe art of recording business transactions under appropriate accounts. 

The Objects of Accoimt-keeping are: 

(a) to record the financial effect of each business transaction ; and 

(b) to record the combined effect of all such transactions of a given 
period so that the net result of the trading as well as the accurate financial 
position of the trader may be promptly ascertained. 

Tlie Essentials of a Proper Record aro; 

(1) The record must be of facts only and accurate in every detail. 

(2) The entries must be so clear that the exact nature of each trans- 
action may be readily perceived at any future date. 

(3) The books should be so arranged that the total result of all the 
transactions or a series of transactions, within a given period, may be easily 
determined. 

(4) The system of account-keeping must be such that the amount of 
labour involved may not be out of proportion to the results obtained. 

What Every Business Transaction means. — ^Every financial transaction 
involves a transfer of money or its equivalent from one person to another. 
It must necessarily, therefore, require two parties for its performance, and 
may mean, either the receipt of a benefit in shape of cash, goods or service, 
or the imparting of such benefit. In order, therefore, to clearly indicate 
whether any particular transaction has resulted in the receipt of a benefit or 
the giving of a benefit, it has been found necessary to divide each account 
into two sections. One section (the left-hand side) of each account is thus 
utilized for the recording of transactions in respect of which benefit has been 
received by that account, and the other section (the right-hand side) for 
recording transactions in respect of which benefit has been imparted by that 
account. In this way, the total benefit received and imparted by each 
account may be readily perceived by looldng at both the sides of that 
accoimt, and the ultimate position of that account as to whether the benefits 
it has received are in excess of the benefits it has parted with or vice versa, 
may be easily ascertained by adding up each side and strildng a balance. ^ 

Factors Common to Every Business. — ^For a clear understanding of the 
double-entry system, it is necessary first to bear in mind that the following 
factors are common to almost every business, viz. : — 

(1) That the trader has to enter into business dealings with a number 
of persons or firms. 
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(2) T1k\ 1 he must nece'-.iuily hi<vt< tmw cjv h* fart.itur<\ ms'I 

in which or with Use iu'!}^ which he uusy c;»rry 


other nsscts or pos.se^‘.>on 
on tlic husincris ; nnd 

(3) That certain exiK'jef”. sxich it‘- ofTto* 
vng, pr'mlinq and stationery, etc., irurt lun'e-v-trily l‘<’ incut 
carrying on the husinc-S’i, and tltul there tnuct he certain r-v, 
the income of the hvisine'-'; i*; derived. 


.arh-'. to atafh advcrtJ's'* 
incut rx‘il jt> tour-e tjJ 
mow ttuiti v-'hlfh 


It follnw.s, titerefote, that its order to keep ti cuJuplete r'.-cofrl of t:te eiulre 
IransacUon.s of any Inwinc; s, it wotdd lx> nert'<ifary to the folloeclist; 

accounts : — 

(1) An account of each person or firtn v,ji3j \v?;o:n tti" te.^der detih 

(2) An account of ctjclt property or detd! itt hy 5i>e trader 

in Ins business. 

(,3) An account of caclt head of eviMUiw* or t outre of sjseunse. 

The account*; coming tmtier group (!) are the.^•-<l e*. pcr^nsal Acc'utttt'*, 
those under group (2) arc called Heal tir Hrojv'rly AceoutU'*. tuid ihoo» sttuh'f 
group (3) arc known as Kom’uml or Kjctitinu!. Acnnnt!'*. 

"Wc now proceed to exatnine the ruh*.>. of IJt-hU nr.d Crctitl which jnjvetti! 
the exact nature of each cltess of account'i and the writing up of tiu-e und**!' 
the Double-Entry Systciu, 

Pcrsotral Accounts. — ^Pcr.<onal Account*^ record st {tndei’v tt-.iittny. 
persons or firms. A separate account is openeci for each suclt )e.r on or fitm 
and by recording therein particulars of uU trunvaetlnns in cx*5s. gtv.Kh, cti-'-. 
as may have taken place between the detder and the person, the former can 
readily ascertain at any time Ure amount owing to or by that perem to him. 

On tiro debit side of each Personal .Account are rcseorded the tranvictiou'* 
in respect of which tlie peixon becomes the debtor, and ot\ the credit, tho .e in 
respect of which he becomes the creditor. In oli'.or rvortls, th*' nrcount ^»f 
each person or firnt is debited with any benefit such jKnson or firm receive^ 
and is credited with any benefit such firm or person ijnparts. 

A Debit BaloTicc on a Personal Account would indicate thiU fuc peison 
in question has received more benefit than he lias i»«p,artecl to the trader and 
that be owes the trader the amount of the balance. 

A Credit Balance on a Personal Account woidd serve to indicate tlif* 
reverse position, viz., that tlio person has inqjnrted more benofu tiian he 
has received from the trader, and, as a result, the latter owes liirn tlm imfum* 
of the balance. ' ‘ 


Dr. 


Dale. 


Particulars ol 
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by the person. 
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Date. 
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' L< i I__ I . 

Property or Real Accounts.— Prooertv r^r a 
in or with property, assets or possessions A ■^'^counts rocoid de; 
each class of property, such Ts cash stooh' account Ls hci 

etc., so that by recording therein parfieularfk^ ch suok^‘"'^^'' 

ucjcn such asset receiv 
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given away, the trader can ascertain the value of each asset on hand on any 
particular date. 

When any asset is received, the amount is entered on the debit side (left- 
hand side) of that asset account, and on the asset being given away, that 
asset account is credited. 

A Debit Balance on an Asset or Real Account on any date would mean 
the value of the particular, asset in hand on that date. 

Note. — In practice, there cannot be a credit balance on a Real Account, 
except when the asset in question has been finally disposed of at a profit. 


Dr. name of asset. - Cn. 
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Amount, 
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outgoings. 
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Nominal or Fictitious Accoimts. — ^Nominal or Fictitious Accounts record 
a trader’s expenses or gains. A separate account is opened for each head of 
expenditure or income, such as rent, salaries, wages, printing, stationery, 
cartage, interest, discount, commission, etc., so that the trader can see the 
amount expended, lost or gained under each heading. Each such account is 
debited when an expense or a loss is incurred and is credited when there 
is any gain, 

A Debit Balance on a Nominal Account would mean that the expense or 
loss under that particular head has exceeded the income or. gain from that 
head and would then represent a loss, 

A Credit Balance, on the other hand, would mean that the income )r 
gain from a particular head has exceeded the expense or loSs under that 
head and would represent a gain. 


Dr. 
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Rules for Debit and Credit. — ^The above rules of debit and credit in 
regard to" the three classes of accounts may be summarised thus : 

Personal Accounts — ^Debit the receiver, and credit the giver. 

Asset or Real Accounts — Debit what comes in and credit what goes out. 

Nominal or Fictitious Accounts — ^Debit expenses and losses, and credit 
gains. 

It should be borne in mind that these rules never vary and will -have to 
be rigidly followed under all conceivable conditions. 

Two-fold Effect of Every Business Transaction,— -Another important point 
that needs to be stressed, at this stage, is that every business transaction has 
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a two-fold effect and tliat it affects two accounts in opposite directions, and 
if a complete record were to be made of each such transaction, it would b& 
necessary to debit one account and credit another account. Tlius, the record . 
of every individual transaction at once creates a debit and a credit. It is 
this recording of the two-fold effect of every transaction that has given rise 
to the term “Double-Entry”. In order to decide which account is to be 
debited and which credited for the purpose of recording any particular traas- 
action, the first important point is to see whicli classes of accounts are aflcctctl 
by tliat transaction. 


SPECIMEN TRANSACTIONS. 


The following illustrative transactions will serve to emphasise the two- 
fold effect of each business dealing and also as to how' the double effect of 
every business transaction is reflected by one account being debited and 
another account being credited. 

1. Bought Goods ivordi Rs. 500 for cash jrom X. 

This is a cash purchase, and the accounts concerned are both Asset 
Accounts — the Goods Account and the Cash Account. As Goods have come 
in, Goods Account will have to be debited, and as Cash has gone out, CasJi 
Account will have to be credited. There is no need to open X's Account 
inasmuch as X has paid cash at the time of purchase and is not tlicreforc 
our creditor. 


2. Sold Goods to Y jor Cash Rs. 400. 

In this case, it is a cash sale, and as Y has paid us cash, the account 
affected are the Goods Account and the Cash Account, both Asset Accounts 
A complete record of the transaction would therefore be made bv debitim 
the Cash Account (as cash has come in) and crediting the Goods Arrmm 
(as goods have gone out) . 

3. Bought Goods from B on credit for Rs. GOO. 

This is a credit purchase, and the two accounts affpofo^ j 

Account (Asset Account) and B’s Account (Personal AcenfmA ^ if 
have come in, Goods Account will have to be debitoil '• 8°^ 

become our creditor, his account rvill have to be credited ’ Tnl ^ M 

effect of this transaction is brought into i-ecord. Tims, the t\vo-fol( 

4, Sold Goods on credit to A for Rs. 700. 

This transaction affects A’s Account and the a 

A is indebted to us as a result of tliis sale, his acemmf ^ 

as goods have gone out. Goods Account will have to^^ j debited, am 
record of this transaction is thus made bv debit;,,,, a > A complet 

Goods Account. r ^ “eoumg A s Account and creditin: 

5. Bought Office Furniture from B on credit , n.. 

This is not a purchase of goods, and t^ ^ 

not Purchase Account, but Furniture Account therefore i 

B becomes our creditor and his account \vili f ® Purchase 

furniture has come in, Office Furniture Account wTb ‘^^^dited. and a 

6. Bought Office Furniture from B for fb 7 n ^^^ited. 

This is a cash purchase of Office iCnu ' ' 

“ at all in this case, for a 
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he has been, paid in cash at the time of purchase, he does not become our 
creditor. 

7. Sold old OOice Fxirniiure to C jor Cash Rs. 100. 

The two accounts concerned here are the OfRcc Furniture Account and 
the Cash Account — both Asset Accounts, As cash has come in, Cash 
Account will be debited, and as Office Furniture has gone out, Office 
Furniture Account will have to be credited. C’s Account need not be 
debited inasmuch as he has paid for this purchase in cash. 

8. Received from A Rs. 400 on account. 

The two accounts alTcctcd here are the Cash Account and A’s Account. 
As cash has come in, Ca.sh Account will be debited, and as A has imparled 
the benefit by paying the amount, his account will be credited. 

9. Paid X Rs. 300 on account. 

The two accounts concerned here are X's Account and Cash Account. 
As we have imparted benefit to X by payment, X’s Account will be debited, 
and as cash has been parted with. Cash Account will be credited. 

10. Paid Rs. 500 into' Banlc from Office Cash. 

The two accounts affected in this case are the Bank Account and the 
Cash Account- As the Bank has rfeceu'ed the benefit, Bank Account will be 
debited, and as cash has gone out, Cash Account will be credited. 

11. Paid Office Rent to Landlord, Rs. 150. 

The two accounts affected in this case arc the Rent Account and Cash 
Account. The two-fold effect of this transaction is that an expense under 
the heading of Office Rent has been incurred and cash has been paid out to 
meet that liability. Therefore, Office Rent Account will be debited and Cash 
Account will be credited. 

Note. — is important to bear in mind in this case that although the 
landlord has received benefit from us in the shape of cash paid to him, this 
benefit does not devolve upon him any liability to return us a corresponding 
sum in cash or kind, and therefore, his personal account should not be 
debited. The amount paid was for office rent. Therefore, Office Rent 
Account should be debited and not Landlord's. The point to be understood 
is that when a payment is made on account of any service rendered, the 
debit should he given to that particular service account and not the personal 
account of the payee. Thus, if salaries are paid to the staff, Office Salaries 
Account would be debited and not the personal accounts of the staff members. 
Similarly, if an amount is paid for advertising or for commission or by 
way of printing charges, the account to be debited would be Advertisement 
Account, or Commission- Account or Printing and Stationery Account and 
not the account of the payecj 

It is only when an amount is paid by us and the recipient has to return 
a similar benefit in cash or kind on a future occasion that he becomes 
indebted to us and his Personal Account will have to be debited. In the 
same manner, if we receive benefit from any person in shape of cash .or 
kind and if that benefit has to be returned by us on a subsequent occasion, 
the Personal Account of the party imparting tlie benefit wiU have to be 
credited in order to indicate the fact that such party, is our creditor. On 
our returning a similar benefit in future, the Personal Account of the party 
concerned will be debited and closed to signify the fact that we have settled 
our account with him. , - - ' ' 
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12. Paid Cash for Office Stationery, Rs. 15. 

The two accounts concerned in this case are the Cash Account and 
Office Stationery Account. As stationery has come in, Office Stationery 
Account will he debited, and as cash has gone out. Cash Account will be 
credited. 

13. Purchased Office Stationery on credit from Vasi & Co., Rs. 50. 

This again is a purchase of office stationery pd not of goods. Therefore, 

the account to be debited will be the Office Stationery Account. As this has 
been a credit purchase, the corresponding credit will have to be given to the 
Personal Account of Vasi & Co. 

14. Received Interest on Investments, Rs. 200. 

The accounts affected here are Cash and Interest. As cash has come in, 
Cash Account will be debited, and as interest represents a source of income, 
Interest Account will be credited. 

15. Paid Salary to Office Staff, Rs. 150. 

As a result of this transaction, the accounts affected are Salaries Account 
and Cash Account. As salaries represent an expense. Salaries Account wiU 
be debited, and as cash has gone out, Cash Account will be credited. It 
would of course be wrong to debit the personal accounts of the staff members 
who receive such salary, as no indebtedness has arisen on their part to 
refund this benefit on a future occasion. - The payment made is for service 
rendered and, therefore, the account to be debited should be the account 
representing the nature of the service, viz., Salaries Account. 


Advantages of Double-Entry.— The advantages of Double-Entry may be 
summed up as under : 

1. It brings into record both the aspects of every transaction,' ^the 

personal as well as the impersonal. 

2. It provides most reliable information, from day to day as to the 

amounts owing to and by the trader. ’ 

• reference to the details of any account, if information 

is needed regarding any set or series of transactions. 

4. It e^les the arithmetical accuracy of the boolrs to be tested bv 
means of a Trial Balance. uy 


5. It affords an easy comparison of the purchases, sales and the onenins 

|eriod,° and ffiuVhelps'^ leTad^^^^^^^ tod o^f ISelheThS busSha' 

been progressing or retrograding. ® ousmess has 

how jar tL^nStef gmsJ Jr^? h'S b1en°Siz^d. 

ture and the various^ sourcer^oMMome^^ p ^ several heads of expendi- 
prepared at the end of each trading Account can be 

himself v/betlier his business during so tliat the trader may see foi 

gain^or loss and bow ain'oS^^^ ^ 

similar UciS^F&rprtSedtng SS hehf^r with 
in net trading result, as aS IZt t fluctuations 

been extravagance, if any. ^ indicate m what direction there has 
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9. It helps towards the ready ascertainment of the trader’s financial 
position by the preparation of a Balance Sheet wherein are grouped in a 
classified form all the assets, liabilities and the capital of the proprietor, at 
periodical intervals. 

10. 11 prevents fraud by rendering any alteration in accounts more 
difficult, and facilitates discovery of irregularities, if any exist. 

BOOKS OF ACCOUNTS OE FINANCIAL BOOKS. 

Ordinarily, books of accounts may be divided into two classes ; — 

(a) Principal Books, namely, Ledgers. 

(b) Subsidiary Books or Books of original Eiitry, such as Cash Book, 
Purchases Book, Sales Book, Journal, Bill Books, etc. 

% 

^ybsidiary Records. — ^Business transactions are not entered straightway 
m their respective accounts, but are at first passed through some Subsidiary 
Records and are then transferred to their appropriate accounts in a book 
called the Ledger. Formerly, Journal was the only Book of Original Entry 
m which all the transactions were first entered irrespective of their nature 
and in the order in which they occturedv But this naturally entailed a 
separate debit being given to die receiving account and a credit to the 
giving account, in order to bring into record the two-fold aspect of every 
mdividual business transaction. Experience soon showed, however, that- if 
transactions of a s^lar nature were entered together in a separate Journal, 
a considerable savmg. of clerical labour would be brought about by obviating 
this necessity of individual debit and credit being given to two separate 
acMimte for the complete record of every business dealing. Thus, the various 
oubsidiary Records soon found their place in accounting. These Subsidiary 
Records are also known as Books of Original Entry, as transactions are 
^tered there in the first. instance in order that they may be subsequently^ 
transfCTred to their respective accounts in the Ledger. 

, They are also called Subsidiary Journals, because whereas formerly all 
the transactions were passed through the one book called the Journal, modern 
book-keeping has sub-divided this one Journal into separate Journals, each 
lOT recording transactions of one particular type or nature, in order to 
obviate unnecessary clerical labour. 

"^e usual Subsidiary Records as are at present employed in a com- 
mercial firm, are ; 

Cask Boole to record cash I'eceipts and payments, and discounts 
received and- allowed. 

credit^pur^ha*^^^^^^ ®ooJc or Invoice Book or Bought Book for recorduig 

(^) Sales Book or Day Book or Sold Book for recording credit sales. 

(4) Purchases Returns Book or Returns Outwards Book for recording 
goods returned by us. 

(5) Sales Returns Book or Returns Inwards Book to record goods 
returned to us- 

(6) Bills Receivable Book to keep a record of bills receivable. 

(7) Bills Payable Book to keep a record of bills payable. 

(8) Journal. 
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The original Journal still forms one of the subsidiary records, but ite 
use is restricted to the recording of transactions of an extraordinary natu 
which do not fall within any of the above sub-divisions. 

' Advantages of Subsidiary Records. — ^1. By recording transactions of My 
one class, such as Credit Purchases, Credit Sales, Cash Transactions, Bm 
Transactions, or Goods Returns through separate Subsidiary Journals, a 
considerable saving of clerical labour in postings is effected, "mus, if every 
credit purchase were entered in the Journal (as it used to be formerly!, 
the posting of each such entry would be to the debit of Purchases AcMun 
and to the credit of the Personal Account of the supplier concerned. Now, 
by adopting the Purchases Journal for the record of all credit purcha^s, 
almost half the labour in postings is saved,, and this is due to the fact thn 
whereas each Personal Account of the supplier would still have to be 
individually credited, the corresponding debit to the Purchases Account need 
only be given in shape of periodical total of this booh. Similarly, by enterii^ 
all Credit Sales in a separate subsidiary Journal called the Sales Journal or 
the Sales Book, the individual credit to the Sales Account would be avoided, 
inasmuch as whereas the Personal Account of each customer concerned 
would be individually debited with its respective! sale amount from the Sales 
Book, the corresponding credit “would be given to the Sales Account, not 
wth each individual amount, but with the periodical total of the Sales Book. 

2. By the use of separate Journals for the record of transactions of 
each particular type, the clerical work involved can be divided amongst the 
several members of the office staff and a speedy record of day-to-day trans- 
actibns is thus rendered practicable in a large business. 

. -3. By grouping together transactions of a similar nature in a separate 
book,- the future reference to any particular item is consideraWy facilitated. 


CASH BOOK. 


The object of this book is to keep a record of all receipts and pay- 
ments of money. Cash Books with different rulings are used in different 
concerns having reg^d to the nature of the business and the manner in which 
the cash is dealt with. 


?! all Cash transactions in a separate book need 

1 ^ matter of common knowledge that all business 

deahngs ultimately resolve themselves into cash transactions, and as a result, 
records of cash dealings in any business must naturally be by far the largest 
Now, if every cash transaction were recorded in the Journal, m enomoS 
of unnooossaty lobour would bo oulaflod in debiUng ™ SS 

As only cash transactions are recorded in i i . 

which they occur and as the record order in 

Uie receints being entered on the deb’f -d ^ Ledger Account — 

™dit sido-it istoT nofLSy fo btffa'c.rl 

Thus, the Cash Book in realitv AdfiU. ^ . ■^‘=‘=ount in the Ledger. 
Enin- as also olTLdgi SoSf Original 
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Casli Discount. — Casli Discount may be defined as an allowance made 
by the receiver of Cash to the payer for prompt payment. In view of the 
fact that Cash Discount is always allowed or received when the payment is 
made, it is necessary to record this fact at the same place where the cash 
transaction is recorded. In order to enable this to be done, the Casli Book 
is usually provided with two additional columns, one on each side, the debit 
column being used for recording Discount allowed on receipt of Cash, and 
the credit column for recordihg Discount received at the time of payment. 

Different Forms of Cash Book. — With a view to prevention of fraud, it 
is always desirable to bank all the receipts forthwith and make all payments 
by cheques. In a majority of concerns, however, a large floating balance of 
cash is left in office, and payments are made either by cheques or cash as 
found convenient. 

There are three distinct t 3 ;pes of Cash Book, and each business would 
naturally have its Cash Book ruled in a manner as would suit its own 
requirements. Thus, the Cash Book may be ruled so as to possess — 

(1) Cash and Discount columns only on either side ; or 

(2) Cash, Bank and Discount columns on either side ; or 

(3) Bank and Discount columns only on either side. 

The various methods of recording cash transactions can easily be seen 
by carefully following the record of the entries given below. A careful study 
of these distinct forms of Cash Books vnll, no doubt, clear up any doubt or 
difficulty the student may have in the writing up of this most important 
Book of Original Entry. 

ILLUSTRATION 1, 

Enter the following transactions in a Cash Book without Bank Columns: — 

1941 

March 1 Balance of Cash in hand Rs. 2,000 and in Bank of India Ltd. Rs. 10,000.- 

„ 2 Received cash from D. Chetty tls. 2,000 and allowed him discount Rs. 60. 

„ 3 Paid into Bank of India Rs. 3,500. 

„ 4 Paid to S. Govind & Co., by cheque Rs. 520 in full settlement of their account 

for Rs. 550. 

„ 5 Received for Cash Sales cash Rs. 75 and cheque Rs. 100. 

„ 6 Paid into Bank of India Rs. 620. 

„ 8 Paid for cash purchases by cheque Rs. 845. ; 

„ 9 Paid Bill Payable No. 8 by cheque Rs. 1,200. 

„ 11 Paid hv cheque to V. Valii Rs. 525 in full settlement of Rs. 540. 

„ 12 Drew for office use Rs, 500. 

„ 13 Paid cash for advertisements Rs. 45. 

„ 14 Discounted Bill Receivable No. 7 of Rs. 2.500 with Bank of India, the Bank 

crediting Current Account with Rs. 2,400. 

„ 16 Paid cash for electric charges Rs. 42. 

„ 17 Drew a cheque of Rs. 200 for personal use. 

„ 19 Paid. February Salaries to Staff by cheque Rs. 750. 

„ 21 Paid by clieque for Office Safe Rs. 275. 

„ 23 Receh'ed from C. Parekh & Co., Rs. 875 in full settlement of their account 

for ,Rs. 900. 

„ 25 Paid into Bank of India Rs. 1,000. 

„ 26 Paid cash for freight Rs. 55. 

„ 29 Paid rent for February by cheque Rs. 175. 

„ 31 Received a cheque of Rs. 460 from Samuel & Co., in full settlement of their 

account for Rs. 480. 
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Dr. the bank OF INDIA, LTD., ACCOUNT. 


Cr. 


Cash' 


(Cash 1 


Date. Particulars. 

Book , Amount. 

Date. Particulars. 

'Book! 

Amount. 


Folio t 


(Folio 


“1941 ~1 

, ii 'ks. 

“I94l~i 

^ r !i 

Rs.™ 

Mar. 1 ' To Balance b,'d. 

1 10.000 

Mar. 4 > By Cash 


520 

„ 3 „ Cnsh 

1 ! 3,500 

,. B ‘ „ do. 

' '( 

845 

■. 6 „ do. 

1 620 

„ 9 , „ do. 

, i! 

1,200 

„ 14 „ do. 

( 2,400 

*1 11 ,* do. 

! i' 

525 

25 „ do. 

i 1.000 

,.12 „ do. 

1 i, 

500 


1 

17 i „ do. 

1 l! 

200 

! 

t 

1 

„ 19 „ do. 

( f 

750 

i 

f 

« t 

r. 21 I ,, do. 

1 

275 

1 

i * 

f 

„ 29 > „ do. 


175 

1 

'1 

„ 31 ] „ Balance c/d. 

! U 

12,530 

, 1 

Rb. 1 17,520 


Rs. y 

17.520 

1941 

ji*" ■ ’ 


* 


April 1 1 To Balance b/d. 

jj 12.530 


' 



The vStudent must study carefully how, under ^e above form of Cash 
Book, each time that a payment is made by cheque, four distinct steps have 
to be taken to record the transaction. In the first place, two entries have to 
be made in the Cash Book, viz., one on the receipts side to record the fact of 
the amount having been received from the Bank, and the other on the pay- 
ments side to record the fact that the payment has been made on some 
account. Then, again, both tliese entries will have to be posted, viz., one 
to the credit of the Bank Account and the other to the debit of the Account 
in respect of which the payment has been made. This would necessitate 
■ the opening of a Bank Account in the Ledger. 

Now, in a business of any magnitude, all important payments will 
necessarily be made by means of cheques, and if in respect of every such 
payment four steps have to be taken to record the same, as above explained, 
the accoimt-keeping would be rendered highly cumbersome. It is to avoid 
this labour that in modern book-keeping the Cash Book is so devised as to 
, have not only Cash and Discount Columns but also a Bank Column on either 
\ side. The use of such a Cash Book at once obviates the necessity of opening 
a Bank Account in the Ledger and posting thereto all the transactions with 
i the Bank, inasmuch as the Bank Columns, in this case, would serve the 
- purpose of a Bank Account. 

Postings of Cash Transactions. — All the items on the debit side of the 
Cash Book are posted to the credit, and those on the credit side are posted 
to the debit of the various Ledger Accounts affected. 

Postings of Discoimt Coltunns. — The total of the Discount Column on 
the debit side of the Cash Book represents discounts allowed by us, and 
being our loss, is debited to Discount Account in the Ledger. The total of 
* the credit Discount Column is our gain as it I’epresents discounts received 
by us, and is, therefore, credited to Discount Account. 

! While posting the .entries from the receipts side of .the Cash Book, 
care must be taken to post the actual cash received as also the Discount, if 
! any, allowed to the credit of the Personal Account concerned. Similarly, 

1 while posting the entries from the payments side of the Cash Book, if any 
Discount is received from the Creditor, the account of the latter should be 
i debited not only with the actual cash paid to him but also with the Discount 
; received from him. 
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Cash Book with Cash and Bank Columns. — ^The same transactions, as 
given in Illustration 1, when entered in a Cash Book with Cash and Bank 
Columns, will appear as shown on the preceding page. 

How to write up the Cash Book with Cash and Bank Cohmms. — When 
a Cash Book possessing Bank Columns is in use, every thne that a payment 
is made by cheque, the entry is made direct into the Bank Column on the 
credit side of the Cash Book, and it will then be necessary only to post the 
amormt to the debit of the account in respect of which the payment is made. 
There is no further entry needed on the receipts side of the Cash Book in 
this case, and consequently, no further posting. 

Whenever an amount is paid into the Bank, the sam,e must be credited 
to Cash Account in the Cash Column to record the fact of cash haying 
gone out. The corresponding debit to Bank Account for the payment into 
the Bank would be given by entering the amormt in the Bank Column on 
the debit side of the Cash Book, as this column represents the debit side 
of the Bank Accoxmt. As no posting is necessary in respect of this trans- 
action, the letter “ C ” is entered in the Folio Column against this entry 
on each side of the Cash Book to indicate that the contra effect of this 
transaction is recorded on the opposite side. 

When Cash is withdrawn from the Bank by a cheque for Office use, 
two entries would be needed to record this fact. The credit to Bank Account 
is given by entering the amount in the Credit Bank Colvunn, and the debit to 
Cash Account is effected by an entry in the Debit Cash Column. No posting 
, in the Ledger is needed for this transaction, and the letter “ C ” is, therefore, 
marked in the Folio Column against this entry on either side of the Cash Book. 

Whenever it is desired to ascertain what Bank Balance there is on any 
particular date, all that is necessary to do is to take the totals of the Bank 
Columns on the debit and credit sides of the Cash Book and to strike the 
balance. It is thus clear that these Bank Columns serve the same purpose as 
a Bank Account in the Ledger and therefore no Bank Account need now be 
opened in the Ledger. The balance of Cash in Office would be ascertained 
by adding up the Cash Columns and striking the balance. 

Cash Book with Bank Columns only. — ^A common practice. in any well- 
organized business is to pay intact aU cash received into the Bank, and to 
make all payments by cheques. In a business of any magnitude, this method 
has been found to be safer and more expedient. In such a case, it is not 
necessary to have Cash Columns at all in the Cash Book. The Cash Book 
then need only have Bank and Discount Columns on either side. 

On receipt of Cash, the date and particulars are entered in their appro- 
pi'iate columns and the amount is entered in the Bank Column on the 
receipts side. As each amount received is paid into the Bank, the Bank 
Account naturally gets the debit by the amount being placed straight in the 
Bank Column on the debit side. The only other thing necessarj/ to complete 
the double-entry is to post the amounts to the credit of the accounts from 
which the moneys are received. 

When payments are made, the date and particulars are entered in their 
appropriate columns, and the amounts are entered in the Bank Column on 
the payments side. Since all payments are made by cheques, the Bank 
Account needs to be credited with these amounts, and this is brought about 
by entering them in the Bank Column on the credit side. The double-entry 
o£ the payments side of the Cash Book would then be completed by posting 
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^ of the account concerned. As to the Discount 

each amount to entered up and posted in just the same manner 

Columns, these v/ouia o ^ 

as already e^l^e . ^ ^ containing 

The Cash Bank and the withdrawals therefronr by mea^ 

only the iS:ount would then be opened in the Ledger, as the 

of cheques. No Ba^ Account. 

Bank Columns ^vlll tase 

niUSXRA'iWN 3. in a Cash Book with Bank and Discount Column 

Enter the 5’H°^nece??te are hanked and that all payments are made hy cheques 
only, assuming that aU xeceip 

only ; -Rnnk Account with Rs. 5,000. 

Feb. 1 Opened Ba^ a ^ ^ 

4 Purdiased g TMak & Co., for cash Rs. 1,200. 

’’ 8 Sold _ from W. Wagle Rs. 378 in full settlement of Rs. 400. 

’ 12 R®'^®'y®“xr TTnmid & Co., Rs. 325 and was allowed discount Rs 15. 

coS^on from K. Kanga Rs. 221. 

’■ ^^laid '^-veltog pcpenses to J Jivaraj Rs. 35. 

,, 16 n i-- cash, sales Tls. 225. 

20 R®?f''A^s“ shivii for. Office Furniture Rs. 175. 

Electric Charges Rs. 25 for January. 

55 W office Rent Rs. 75 for the month o 


i rheaue for personal use Ks. 2U0. 

from 1. lAwar Rs. 225 and allowed him discount Rs. 25. 
^rew ^eq-ue for Petty Cash Rs. 150. 

” ^rpw cheque for February Salaries Rs. 375. 

Paid to N. Nathalal Rs. 450 in full satisfaction of Rs. 485, 

(The working of the abone illttstration appears on — ' 


Distinction between TradeiDiscoxmt and Cash Discount. — Trade Discount 
• an allowance 'made by wholesale dealers to retailers off the Catalogue or 
Brvoice Price. This allowance is made between buyers and sellers engaged 
in the same class of trade. The object of Trade Discount being allowed by 
.Qre wholesale dealer to the retailer is to enable the latter to sell the goods at 
the price mentioned in the Catalogue or Price List issued hy the wholesale 
trader. The Trade Discount would enable the dealer to meet all the neces- 
sary business expenses and yet leave him a margin of profit on his selling 
the goods at the Catalogue Price, The amoimt of Trade Discount allowed 
varies considerably according to different trades and even on different 
articles in the same trade. 


Ii\ the books of the wholesale dealer, Trade Discount is deducted fi-om 
the Outward Invoice sent to the retailer and the entry in the Sales Book is 
made of the net amount, because the actual amount realisable by him is the 
Catalogue Price less the Trade Discount. Similarly, in the books of the 
retailer, *e ent^ in the Purchase Book is made of the net amount, i e. the 
. amount for which he « liable Thus, Trade Discount as a rule does not 
. car in the books either of the seller or of the purchaser. 

V aUowance in addition to the Trade Discount made 

.y the seller to &e purchaser, provided the latter settles his account promptly 
.r within a specihed time, known as the “ Period of Credit This ^lowance 

accounts may he either receivable or payable. H 
hader when he pays his account promptly or within the 

tho flowed by him to his own customers in consideratior 

ui. prompt settlement of amounts due to him. 
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ADVANCED ACCOUNTING 


PETTY CASH. 

In a business where all receipts are banked and all payments arc made 
by cheques, it becomes necessary to maintain a certain amount of cash in 
office to make numerous small payments on account of expenses which have 
to be made in the course of each day. Besides, as these payments are of 
frequent occurrence and individually of small amounts, it would seem 
undesirable to burden the main Cash Book with entries in i-espect of sucli 
small and sundry items. It thus seems expedient even when the Cash Book 
is provided with Cash Columns to maintain a separate book termed the 
Petty Cash Book to record petty disbursements by way of Cartage, Cooly 
Hire, Clearing, Postages, Telegrams, Stationery, General Expenses, etc. 


COLUlWNAR PETTY CASH BOOK. 

The best method of recording Petty Cash payments is to enter them in 
a Petty Cash Book maintained in a columnar form, i.e. with a separate 
column for each usual head of expenditure and a column for the total. 
The advantage of a Columnar Petty Cash Book is that it saves an enormous 
amoimt of unnecessary labour resulting from posting each item of petty 
payment separately in the Ledger. This book is also Icnown as Analytical 
Petty Cash Book as the various payments get automatically analysed on 
being entered in their respective columns. 

The Petty Cash Book is vvritten just like the Cash Book, the amounts 
received by the Petty Cashier being entered on the debit side and the pay- 
ments on the credit side. While entering the payments, the amounts arc 
^own m the colqmns to which they relate as also in the total column. 
Every item^f expenditure is shown in detail and is supported by a proper 

as shown by its corresponding column. expenaitun. 

BVIPREST SYSTEM OF PETTY CASH. 

System. Under ^tmeSor^^StSatef as ‘ford'" ^ 

fixed period or earlier when fte pX casw"^^^""' 

resources, the Petty Cash Book after ?eL S^^ the end of his 

by the petty cashier to the cadiier for f \ balanced is presented 
satisfying himself as to the coi^ctaes^of thX. ‘=^^hier after 

exact amount expended. The amSnt of ^ ‘cheque for the 

unspent bdance will restore in the hands of togetlier ivith the 

with which he was started. This is called the r^^^fy easier the original sum 
The main advantage of thi7« i v ^^'tem of Petty Cash. 

feS lit*" 
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that at each periodical interval the Petty Cash Book has to he produced to 
the cashier for his inspection will in itself act as a healthy check on the petty 
cashier. Thus a comhination of the Imprest System of Petty Cash and the , 
Analytical Petty Cash Book would help to regularise and facilitate the double- 
entry record of innumerable small and sundry disbursements. 

Record of Petty Cash Account. — All cheques as are issued by the cashier 
to the petty cashier are debited to the Petty Cash Account from the Cash 
Book, in the first instance. At periodical intervals, the analysis of the pett.v 
expenses as indicated by the analytical columns of the Petty Cash Book is 
journalised, each nominal account concei'ned being debited with its respective 
total and the Petty Cash Accoimt being credited with the total petty pay- 
ments during. the period. The result is that after such journalising, the 
balance as shoym by the Petty Cash Account in the Ledger, at any periodical 
interval, must necessarily agree with the unspent balance of Petty Cash with 
the petty cashier as indicated by the Petty Cash Book on that same date. 

ILLUSTRATION 4. 

Enter the following transactions in a Petty Cash Book with analytical columns. 
The petty cashier is started with an imprest amount of Rs. 100 on 1st January and 
is refunded the total amount of his disbursements at the end of the month: — 

1938 

Jan. 2 1 anna stamps Rs. 5. 

,1 5 For window cleaning Rs. 2-8. 

» „ Wages to office cleaner Rs. 10. 

ji 6 2 bundles of red tape Re. 0-8. 

,1 8 Fares to office clerks Rs. 12-8. 

» If 6 dozen envelopes and letter-papers Rs. 1-8. 

„ „ Printing Charges and letter-papers Rs. 2-0. 

,1 12 1 Box paper fasteners Re. 0-6. 

„ 13 Taxi-fare to manager Rs. 1-4. 

,1 15 Telegram to Dawson & Co., Delhi, Rs. 1-12. 

I, 17 Cartage and cooly on 4 cases Tea Re. 0-14. 

„ 18 1 bottle ink Re. 0-12. 

„ 20 Paid J. Patel & Co., Rs. 4-8. 

I, 24 Paid for “.shorts” in Evening IVciv.'? Rs. 11-8. 

,1 26 Sent registered notice to landlord Re. 0-4. 

„ 29 Polisliing Office Table Rs. 1-8. 

)i 30 Advertisement in Times of India Rs. 20-12. 

„ 31 Railway Fare — ^manager to Poona Rs. 12-S. 

(The loorkint) oj the above illustration appears on page 19.) 

PURCHASES BOOK. 

This book is kept with the object of recording credit purchases of goods 
for resale. Each Inward Invoice, after it has been cliecked as^to calculations 
find also as to tlie quantity, quality and price of the goods received, is 
numbered consecutively and tlien entered in tlie Purchases Book as shown 
on the next page. 

It is deemed unnecessary by many concerns to copy the whole of the 
Int'oices in this book, and consequently, only a reference to the particular 
number of the Invoice i.s given in each case, the Invoice itself being properly 
filed in consecutive order for facility of reference. 
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Date. 1 

Name. 

Inward 
Invoice No. 

Ledger Folio. 

Rs. 

a. 

p- 

1938 

March 

5 

Red & Co. 

21 

5 

1,700 

0 

0 

.. 

10 

Charles & Co. ... 

22 

15 

875 

0 

0 

n 

17 

E. Carson 

23 

2 

245 

0 

0 

tt 

25 

F. Smith 

24 

29 

1,200 

0 

0 





LF.200 Rs. 

4,020 

0 

0 


Postings. Each Personal Account is credited with its respective amoun 
Ma the monthly total of this book is debited to Purchases Account in thi 
Ledger^ 


Note.— W hile recording this book, it must be noted that only credi 
‘purchases oj goods that have been bought for the purpose of resale are entere< 
therem. Any other credit purchase would be passed through the Journal 

SALES BOOK. 

’ae object of t^ book is to record credit sales. The rulings of this Bool 
are identic^ with those of the Purchases Book. An Outward Invoice is madi 
out for each c^dit sale and checked as to quantity, quahty and price of th' 

• i7L°fou' “d total of aad 

copy book bo gi!;o^ f“‘So7t dSaT'’”” 


Date. 


Name. 


1938 

July 


1 

3 

17 

20 


H. Long 
3,. Jones 
E. Grey 
W. Thomas 


Outward , , , 

Invoice No. ledger Folio. 


Rs. 


■15 

46 

47 

1 48 


L.F.240 Rs. 


2 500 
1,750 
500 
420 


5,170 


cod 1“ ^tuflSaf ri '“P««ve an 

Note.— C are must bo taken tn c du Account in the Le 

MMrtiowrad tJusioess 

^ •« -- two Sale 
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alternate day. In this manner, whereas Sales Joui'nal No. 1 may he used 
by the Outward Invoice clerk on Mondays, Wednesdays and Fridays for the 
purpose of entering up of the Credit Sales of the days in question, Sales 
'Journal No. 2 may be simultaneously used by the Ledger-keeper on those 
days for the purpose of posting the entries to the respective Ledger Accoimts. 
'Similarly, when the Outward Invoice clerk is busy entering the Sales Jornaial 
’No. 2 on Tuesdays, Thursdays and Saturdays, the Ledgei'-keeper would keep 
himself busy on these days with the posting of the sales as recorded in Sales 
Jom-nal No. 1. The division of work would thus serve to maintain an 
up-to-date record of the numerous sale transactions. 


PURCHASES RETURNS BOOK. 


This book records Returns Outwards, that is, returns of goods bought. 
A Debit Note is made out with a carbon duplicate and sent to the party to 
whom the goods are returned. Entries are then made in the Purchases 
Returns Book from the Debit Note Book giving a reference to the number of 
‘each Debit Note as follows; — 


Date. Name. 

Debit Note 
No. 

i' ' 1 

Ledger Folio, j Rs. a. ^ p. 

1938 

March 

>» 

1 

1 

8 1 Red & Co. 

27 , F. Smith 

12 

13 

21 

24 

1 

125 i 0 
300 1 0 

0 

0 

‘ “ L.F.210 Rs. 

425 ' 0 

-0 


Postings.— Each individual Personal Account is debited 
amount and the monthly total of the book is credited to 
Account in the Ledger. 


with its respective 
Returns Outwards 


SALES RETURNS BOOK. 

Returns Inwards, that is, returns of goods sold bv us am j i • 
this book. On receipt of the goods, Credit Notes with carbon “ 

made out and sent to those customers who have returned ^s f 

Entries are then made from the Credit Note Book into tlie 
Book as follows: — hales Return: 


- Date. 

1 

Name j 

Credit Note' , 

No. , Ledger Folio 

1938 ^ 

June ' 

;; i 

i 

7 i 

29 i 

P. Adarjl ... 1 

A.Sethna ... "1 

C Thompson ... "1 

29 q 

50 

31 




L F. 220 Rs. 


PostinRs.-Each Personal Account 


• Rs. 

a. 

! 

i p- 
[_ 

i 

250 

I 

1 0 

0 

175 

‘ 0 

0 

220 1 

1 0 

1 

0 

1 645 

0 

0 

— ( 


,_=s; 


ffitethoSuShX and tha 

ths monthly total of ths boot. 


fUNOAMr.N’tAI^, or »Oy«J4:-V.NTHY 




inus RECEH'ABLE IJOOK. 

The purpo'^e of this book is to keep n cletoiled record of all the Bills 
Receivable received by a trader, and to alTord a convenient medium for 
posting Bills Receivable tran'^nctions. 

A Bill Receivable is or.e in respect of which the trader is entitled to 
receive htonoy at some spocinc date ns showti on the fnec of the bill. 

As each Bill Receivable Is received, the necessary iwrliculnrs connected 
with it, snch ns the names of the drawer and the acceptor, the dale of the 
bill, the amount the due date, etc-, arc enterf’d in the Bills Rcceivahle Book, 
n-s illustrated on the next page. 

Postings. — The Account of the person, from whom each bill is rcccix’cd, 
i.s credited with the amoutd of that bill and the monthly total amount of bills 
received is debited to Bill;: Receivable Account in the liCdger. 

BITJ>S PAVABU: BOOK, 

Tills book is kept to record full details of all Bills Payable accepted by 
a trader, and to afford n convenient medium for posting Bills Payable 
transactions. 

A Bill Payable Is one which has been accepted by a person and the 
amount of which he is under obligation to pay at some definite future time. 

On accepting a BUI Payable, full parliculnns of the .same are recorded in 
tlie Bills Paynhle Book, as .shown on tlio next page, <> 

Postings. — ^Tlio Account of each pemon who.se bill has been nccejptod is 
debited individually with the amount of the hill and the monthly total 
amount of the hills accepted Is credited to Bills Payable Account. -j 

It must bo noted that the .same Bill i.s n Bill Receivable to one paHy and 
a Bill P,ayable to the other party.- The pcr.son who Is to receive money on it 
calls it h'.s Bill Receivable, whereas the person v,'ho i.s liable to pay^moncy 
for it knows it ms hts Bill Payable. As Bills of Exchange rcpresont'unonoy 
or money’s worth, they belong to tlie class of Real Accounte. 1 

BB.LS RECErv^ABLE ACCOUNT. 

Tlio Bills Receiv.ablo Account i.s the account of an as.'^et, and the balance 
of this account, if any, would nlway.s bo a debit balance. 'Hie debit balance 
on the Bills Receivable Account on any date would represent Bills Receiv- 
able unmatured and on band. Tire Account wdll close when all the Bills 
are finally dealt with, 

Bn.LS PAYABLE ACCOUNT. 

Tlie periodical total of the Bills Payable Book is credited to this Account. 
On each Bill Payable being met, the Bills Payable Account is debited from 
the Cash' Book. The Bills Payable Account, representing as it docs the 
liability of the trader in respect of the bills accepted by him, will always show 
a credit balance, if any, Tlio credit balance of this account on any one 
particular dale must agree with the total amount worth of Bills Payable 
unmatured as ascertained from the Bills Payable Book, 

JOURNAL. 

The use of the Journal is very much restricted in modern accounting, 
and through this book are now passed only such transactions .as cannot be 
conveniently recorded in any of the other books of Prime Entry. 



niLtS RtCECVABLE BOOK. 
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Generally speaking, the use of the Journal proper is now confined to 
the record of the following transactions : — 

1. Opening Entries ; 

2. Transfers from one account to another; 

3. Rectification of Errors ; 

4. Adjusting Entries; 

5. Closing Entries, i.e., transfers from the Nominal Accounts to the 
Profit and Loss Account ; 

6. Entries relating to Dishonour of Bills ; and 

7. Such other transactions for which there is no special book of 
Prime Entry, such as Consignment Transactions, Joint Ventures, etc. 

The double aspect of every transaction is given effect to in the Journal 
by the two money columns provided, the left-hand column being used for 
debit entries, and the right-hand for the credit. In order to make eacli 
entry self-explanatory, it is essential that a concise explanation giving the 
reasons for the entry should be appended to every entry. This is known as 
the narration, and the narration of a Journal entry is as important as the 
figures comprising it. 

Amounts which are entered in the debit column are posted to the debit 
of the accounts concerned and those entered in the credit column are posted 
to the credit. 

Note. — ^As the ruling of the Journal is so designed as to show the debit 
and credit effect of every transaction, students in examination are often 
asked to journalise all the transactions in a given business. This, however, 
is only a test of theory, and the student should not hesitate to pass all the 
transactions through the Jomnal where so demanded in examination exercises. 
When, however, he is asked to enter a given series of transactions through 
their proper Subsidiary Books, only such entries as cannot be conveniently 
passed through any of the other books of prime entry should be journalised. 

LEDGER. 

We now come to consider the all-important book known as the Ledger. 
It must be clear by now that every transaction, after first being recorded in 
a book of Original Entry, finds its subsequent destination in the Ledger. It 
is in this book that we get in a properly arranged, classified and condensed 
form all the necessary information regarding the working of our business. 

The different classes into which Ledger Accounts are divided have already 
been explained in the previous pages. Every Ledger Account is divided into 
two sides. The left-hand side is known as the Debit Side and the right-hand 
side as file Credit Side. If the debit side of any Account in the Ledger is 
heavier than its credit side, the Account is said to have a Debit Balance to the 
extent of such difference. If the credit side of any Account is heavier than 
its 'debit, the difference is called a Credit Balance. 

A Debit Bctlance of any Accoimt may represent either an asset or an 
fxpense. If such balance relates to a Personal Account or a Real Account, it 
is an asset ; if it relates to a Nonainal Account it is an expense or a loss. 

A Credit Balance of any Accovmt represents either a liability or a gain. 

If such balance relates to a Personal Account, it is a liability ; if it relates 
to a Nominal Account, it is a gain. 
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The capital introduced by a trader in his business is created to to 
Capital Account. The amounts withdrawm by him out of his business lor ^ 
personal use, from time to time, are debited to a separate account called tne 
Drawings Accoimt. As these drawdngs go to reduce the oi’iginal coital as 
brought in, the debit balance of the Drawings Account is transferred to tn 
debit of the Capital Account at the time of balancing. 

Proper Grouping of Ledger Accounts. — ^In order that the desired mforma- 
tion may be secured from the Ledger without any fumbling and delay, it is 
essential that these various accounts be arranged and grouped together in 
some intelligent manner. Thus, the accounts of customers should be opene 
in one section of the Ledger, and similarly, the accounts of the suppliers. 
The asset accounts should also be grouped together, and the nominal accounts 
should form a different section of the Ledger. 

Sub-division of the Ledger. — ^In a small concern, it would not be difficult 
to accommodate the whole of the transactions of the business m one Ledger. 
When, however, the transactions become voluminous, the Ledger will Imve 
to be sub-divided and the sub-division may take the following shape. Thus, 
there may be : — 

(a) A Customers’ Ledger dr Sales Ledger to accommodate the accounts 
of customers only ; 

(b) A Suppliers’ Ledger or Purchases Ledger to contain accounts of 
suppliers of goods ; and 

' (c) An hnpersoiuil Ledger or a Nominal or General Ledger which 
W'ould include all accounts offier than those of customers and suppliers. 

Sometimes, there is also maintained a Private Ledger in which would 
be embodied accounts of a private nature, such as accounts of loans borrowed. 
Capital Account, Drawings Account, etc., and this Ledger would be kept and 
written up by the proprietor. 


Where the business ..assumes still larger proportions, one Customers’ 
Ledger may not suffice, and it may then be foimd necessary to further sub- 
divide the Customers’ Ledger either alphabetically, topographically or depart- 
mentally. Thus, there might be one Sales Ledger containing accounts of 
customers whose names begin -with A to M, and another one for names 
commencing from N to Z. Similarly, the Sales Ledger may be sub divided 
to contain accounts of customers of different districts or localities or the 
sub-division may take the shape of a separate Sales Ledeer fr,r j ^ 
ment of the business. ’The sub-division of the Boudit I 
done on similar lines, if need be. The clasSicahon of LeSf 
also the sub-division of Ledgers will always have to be dono 
to the nature and requirements of the business ^ regard 


BANK RECONCILIATION STATEMENT 
The Bank Pass Book, which is the bankpr’c , 
between the bank and the customer should ? record of the transacti 
with the items in the Bank Column; of the frequent intern 

m the Lodger, with a view to see that the Bank Acco 

Book, at any particular date, agrees ivith the B 

books, snk balance as shown by ' 

All the moneys paid in hv the 

as abo the sums paid thereout by tK^^ on current acco 

"P ty t pp 

« sent to the depositor 
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verification as and when the latter demands it. Since the Bank Pass Book 
records the amounts paid into the Bank and the amounts witlidrawn there- 
form, the balance on any one date as indicated hy this book must be the 
same as the balance shown by the Bank Columns of the Cash Book of the 
current depositor', on that same date. It seldom happens, however, in practice 
that the Bank Pass Book balance agrees witlr the Bank balance as shown by 
the Cash Book on any one particular date. This is due to lira following 
reasons : — 

1. Cheques may have been drawn in payment of accounts due and 
credited in the Bank Column of the Cash Book, but the same may not appear 
in the Pass Book owing to their not having been presented to the Bank for 
payment upto the date on which the two balances are compared. 

2. Up-country cheques may have been paid into the Bank and debited 
in the Bank Column of the Cash Book, but the same may not have been 
credited in the Pass Book on account of the fact that they may not have been 
cleared. 

3. Credit for interest on Current Account may have been given in the 
Pass Book, but no corresponding entry may have been made in the Cash 
Book. 

4. Debits might have been given in the Pass Book in respect of Bank 
Charges, Commission or Interest on overdraft but the same may not have 
been entered in the Cash Book. 

5. Dishonoured Bills or cheques may have been debited in the Pass . 
Book, but the same may not have been given effect to in our books. 

6. A discrepancy between the two balances may also arise due to an 
error or omission of an entry either on the part of the customer or the baftker. 

A Reconciliation Statement is therefore prepared at periodical intervals 
with a view to indicate the items which cause such disagreement between 
the balances as per the Bank Columns of the Cash Book and the Bank Pass 
Book on any given date. It is prepared after all the items in the Pass Book ^ 
are ticked off with the entries, in the Cash Book Bank Columns. A list is 
then made of such items as are found not ticked either in the Cash Book or 
the Pass Book. The unticked items in the Cash Book will represent cheques 
paid in but not credited in the Pass Book, or cheques issued but not pre- 
sented for payment. Tlie unticked items in, the Pass Book will relate to the 
credits given, if any, for interest on Current Account or the debits in respect 
of Bank Charges and Commission or dishonoured cheques or bills. 

If the balance as shown by the Bank Pass Book is used as the st'arting 
point, the cheques not presented for payment should be deducted therefrom 
inasmuch as they would reduce the Bank Balance, and the cheques not 
cleared and credited should be added thereto as they would serve to increase 
the Bank Balance. Wlien this is done, the Bank Pass Book Balance will 
be brought on a line with the record as appearing in the Bank Columns 
of the Cash Book. In the case of a Bank Overdraft, the cheques issued 
but not cashed should be added thereto as they would increase the overdraft, 
and those paid in but not cleared should be deducted therefrom as they 
Would decrease such overdraft. 

Where the Bank Balance as per the Cash Book is taken as the starting 
point, the process of adjustments would be just the reverse of the above. 

It needs to be pointed out, that subject to any errors or omission of any 
?ntrigs in the Cash Book in respect of Bank Interest or Bank Charges, the 
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Banlc Balance as per the Cash Book Banlc Columns always indicates the 
correct position, and it is in order to ensure this that a Bank Reconciliation 
Statement is prepared. 

The following illustrations will serve to explain how Bank Reconciliation 
Statements are prepared. 


illustration 5. 

From tire following pailiculars, prepare a Bank RcconclliaUon Statement as at 
31st Becember 1937 ; — 

Balance as per Pass Book is Rs. 6^45-10-9. Cheaues issued but not presented 
were R. Wri^t & Co., Rs. 459-2-6; S. Sorabji & Sons, Rs. 596-5-3; and Banar^id^ 
Bros, Rs. 957-10-0. Cheques deposited but not cleared untd ^er the dose of the 
year were Johnson & Co., Rs. 506-5-9 and Hassam Bros., Rs. 913-4-7, Our bankers 
had wrongly debited our Account witli Rs. 225 which error was rectified by them 
at our instance on January 4th following. 


BANK RECONCILXATION STATEM3SNT as at 31st December 1937. 





Rs. 

a. 

p. 

Balance aa per Rasa Bonk 


.»• il 

6,245 ! 

10 

9 

Less Cheques issued but not presented — 


Rs. a. p. il 




R. Wright & Co. ... 

• •• 

... 459 2 6 11 




S. Sorabji & Co. 

• •• 

... 595 5 3 




Banarsidas Bros. 

«»• 

... 957 10 0 I 






' 

2,013 

1 

9 




4,232 

9 


Add Cheques deposited but not cleared — 


1 



i 

Johnson & Co. 


... 505 5 9 



1 

. Hassam Bios. 


... 913 4 7 


1 

1 




1,419 

|10 

4 




5,652 

! 2 

4 

Add Amount wrongly debited by Bank 

... 

1 

225 

‘ i 
1 ^ ‘ 

4 


Balance as per Cash Book = Rs. 1 

i 

_ 5.877 

Li- 

J 


ILLUSTRATION 6. 

On 31st'December 1937 my Cash Book showed a Bank Balance of Rs 3700 I had 
paid in cheques amounting to Rs. 750 on 29tb'December, of which I find Rs '250 have haan 
credited in the Pass Book under date 2nd January 1938. 1 had issued cheauaa 
to Rs. 1,000 before 31st December, of which 1 find Rs, 300 have been debited 
Book after 1st January. I find a debit of Rs. 10 in respect of charees in tba 


lor m uie irabs jauurw wiucii remains TO DC adjusted. I find a rToKU It, ^ 

Book on 2na January in respect of a cheque paid in by me on 31st Daaa^^^/^ 
has been dishonoured. Prepare a Reconcili&ion Statement as at 31st KmSer' 

BANK RECONCtUATION STATEMENT as at 31st December 1937 . 


Bank Balance as per Cash Book 
Less Cheques paid in but not credited by the Bank 

Add Cheques issuedbut not presented 

^ .. Interest credited by Bank but not adjusted in our' books 


Rs. 

300 

45 


Rs. 

3,700 

250 


3,450 

345 


Balance as per Pass Book = Rs, 


3.795 



FDNDAMENTAI^ OP DOUBLE-ENTRY 


27 


ILLUSTRATION 7. 

My Pass Book Account No. 1 shows a Bank Overdraft of Rs. 35,900 to my account 
on 31st August 1937, On going through _the Pass Book I find the following: — 

Out of cheques amounting to Rs. 8,700 drawn by me on 2Gth August, I find cheques 
amoimting to Rs. 5,300 only are cashed upto 3lst August'. Rs. 15,800 paid in by me are 
wrongly credited to my Account No. 2. Interest and Bank Charges amounting to Rs. 2,400 
debited to my account have not been entered in my books. Out of Rs^ 22, 6W paid in by 
me in cash and by cheques on, 31st August, cheques amounting to Rs. 9,500 are created 
to my account on 3rd September 1937. A chcqae of Rs. 1,800 credited in the Pass Book 
on 28th August being dishonoured is debited to my account on Ist September. Bankers 
have credited my account with Rs. 3,200 for interest collected by them on my Securities 
but the same has not been entered in my books. A payment of Rs. 500 from Account 
No. 2 has been wrongly debited by the Bankers to this Account. Prepare a Reconcilia- 
tion -Statement as at 31st August 1937 of Bank Account No, 1. 


BANK RECONCILIATION STATEMENT as at 31st August 1937. 
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1TXUSTRA.TION 9. , . 

Set out below are the extracts from the Cash Book (Bank Colum^ only) ana B ^ 
Pass Book of C. Das. Prepare a Reconciliation Statement as at 31st December • 


CASH BOOK (Bank Columns). 


Date. 1 

i 

Particulars. 

Amount. 

Date. 1 

] 

P ■ , 1 

FairticularSi i 

Amount. 

1937 1 


Re. 

a. 

1937 ! 


Rs. 

a. 


To Balance ... 

3,900 1 

0 

Dec. 

3 

By Wages ... 

1,200 

0 

4 1 

„ A. Roy 


0 

f* 

5 

„ Petty Cash 

10 

0 

7 1 

„ S. Valji 

760 

0 

' >» 

6 

„ Interest on Loan .. 

20 

0 

■ ” 9 1 

„ B. Jones ... 


0 

tf 

8 

„ Drawings... 

300 

0 

" 11 1 

„ Interest on Securities 


0 

,, 

11 

„ Bank Charges 


4 


;; Patel & Sons 

1 120 

0 

*( 

14 

„ Motilal & Sons 

! 700 

0 

29 1 

„ C. White ... 


0 


27 

„ Pestonji & Co. 

1 90 

0 

30 

i', A. Karmally 


0 

>* 

31 

„ Salaries ... 

180 

0 

31 

,, Mehta Bros. 


0 

t* 


„ A Gupta ... 

‘ 730 

0 


** 

ii 


>* 

»» 

„ Balance c/d. 

5,999 

12 


: Rs. 

lllWE5f!l 

m 



Rs. 

1 9,230 

0 

1933 

1 


r 






Jan. 1 

To Balance b/d. 

non 

1 5,999 

1 

112 

1 







BANK PASS BOOK. 

(C. Das with National Bank of India.) Cr. 


Date. 

Particulars. 

Amount. 

Date. 

Particulars. 

Amount. 

1938 


I Rs. 

a. 

1937 


Rs. 1 a. 

Jan. 1 

To A. Gupta ... 

730 

K1 

Dec. 31 

By Balance ... ... 

3,599 1 12 

3 

Commission o n 



1938 



Calcutta Dratt ... 

0 

6 

Jan. T 

„ Patel & Sons 

120 ' 0 
600 ' 0 
320 0 

400 1 0 
2,200 0 
300 ' 0 


„ Telephone Co. 

400 


3 

C. White 


„ S. Bomanji 

225 


4 

ir V, Sen & Co. Ltd. ... 

5 

„ Pestonjee & Co. .. 

j 90 


5 


.. 6 

1 „ Commission o n 

1 Delhi Cheque 

1 

6 

6 

6 

„ A. Karmally 
„ Mehta Bros. 


BANK RECONCIU ATION STATE3iIENT as at 31st December 1937 


(a) Bank Balance as per Cash Book 

Rs. 

Rs. a. 

Less Cht^ues pmd mto Bank in December but credited in' January ; 


5,999 12 

C. White 

120 


A. Karmally 

... 600 


Mehta Bros. 

... 2,200 


• •• 

300 

3,220 0 

“Tg.S"' " -‘'-I i» J™.-y 


2,779 12 

Bestonjee & Co. i'" 

730 il 


... 

... 90 jj 

820 0 


Balance as per Pass Book = Rs. • 3.599 12 
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The same problem may also be worked starting with the Pass Book Balance thus: — 


BANIC RECONCILIATION STATEMENT as at 31st December 1937. 


(6) Balance as per Pass Book 

Add Cheques paid into Bank in December but credited in January ; 
- Patel & Sons 
C. White 
A. Karmally 
Mehta Bros. 


Less Cheques issued in December hut cashed in January 
A. Gupta 

Pestonjee & Co. ... ... .r. 


Rs. If Rs. a. 
i| 3,599 12 

120 ” 

600 
2,200 
300 


‘3,220 0 
6,819 12 


1 - 


730 

90 


II 820 0 


Balance as per Cash Book = Rs. •, 5,999 12 


Note. — In a problem like the one above, where the cheques not presented for 
payment and those not cleared are not specifically stated, the same can be ascertained 
by scrutinising the entries in tlie Bank Pass Book immediately subsequent to the date 
upto which the Reconciliation Statement is prepared. 


illustration 10. 

On 31st December 1940, the Bank Balance as per my Cash Book stood at Rs. 10,800. 
On examining the Bank Current Account No, 1, transactions with the corresponding 
Pass Book, I find tlie following: — 

1. That a cheque for Rs. 400 drawn on No. 2 Accormt has been wrongly debited 
to No. 1 Account by the Bankers; 

2. That a cheque for Rs. 500 paid in No. 2 Account has been wrongly credited*'' 
to No. 1 Account ; 

3. That a cheque for Rs. 300 paid in No. 1 Account stands wrongly credited to 
No. 2 Account ; 

4. That a dishonoured cheque for Rs. 200 relating to No. 1 Account, the entry in 
respect of which had been passed through the Cash Book, stands wrongly charged to 
No. 2 Account; 

5. That cheques for Rs. 1,200 paid in on 29th December 1940 stand credited in 
the Pass Book on 3rd January 1941 ; 

0. That out of cheques amounting in all to Rs. 2,750 drawn and issued on 28th 
December 1940, oidy cheques worth Rs. 1,100 have been cashed before 31st December 1940 ; 

7. That Bank Charges amounting to Rs. 30 and Bank Interest amounting to Rs. 125 
^ippearing in the Pass Book are not yet recorded in the Cash Book. 

You are required to prepare a Bank Reconciliation Statement as at 31st December 
1940, from the above information. 


BANK RECONCILIATION STATEMENT as at 31st December 1940. 

--- rr — 1 


Bank Balance No. 1 Account as per Cash Book 

Less Cheque drawn on No. 2 Account wrongly debited in Pass Book 
Cheque paid in but wrongly credited in No. 2 Account 
Cheques paid in but credited on 3rd January 1941 
Bank Charges 


Add Cheque paid in No. 2 .Account wrongly credited In Pass Book 
Dishonoured Cheque wrongly entered in No. 2 Account ... 
Cheques issued but cashed subsequent to 31st December 1940 
Bank Interest . ... 


Balance as per Pass Book 


Rs, 

; Rs. 

1 10,800 

! 

400 

300 


1,200 


30 

1 

j 1,930 



f 8.870 

500 

t 

200 

1 

i 

1,650 ' 

i 

125 

1 2,475 


= Rs. 

11,345 
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illustration 11 . 

From the follewing entries in the Bank Columns oi tlie Cash Book of Patel &_ Sons 
and the corresponding Bank Pass Book, you are required to prepare a Bonk Reconciliation 
Statement, as at 31st December 1940 

BANK COLUMNS OF CASH BOOK. 


1940 


1 

Rs. 

1940 


Rs. 

)ec. 1 

To Balance b/d. 

• •• 1 

1,400 

Dec. 5 

By Panday & Sons 

200 

.. 3 

„ Sen & Co. 

• •• 1 

245 

.. 18 

„ Gatlick & Co. ... 

300 

7 

„ Rajaram & Sons 


150 

20 

„ Bhulabhai & Co. 

425 

., 12 

„ Smith Bros. 


• 375 

24 

„ Charles & Co. 

320 

17 

„ Chinoy & Co. 


400 

.. 30 

„ Rent of Premises 

875 

„ 20 

.. Interest on Investments i 

530 

,. 31 

„ Office Salaries 

1,750 

25 

,. Issac & Sons 

... 

1,470 

»• ** 

„ Workshop Wages 

2,250 

.. 30 

„ Usuf Bros. 

1 

2,400 

** » 

„ Legal Charges 

250 

„ 31 

„ Black & White 

..J 

1,800 

•> it 

„ Drawings... 

600 


,. Balaram & Co. 

... 

1,450 

t* l» 

„ Interest on Loan 

500 


„ Current Account 

Interest 

350 

it •> 

„ Bank Charges 

50 

1941 
Jan. 1 

To Balance b/d. ... 

Bs. 

:jLq.570 

3,050 

>• »» 

„ Balance c/d. 

Rs. 

3,050 

10,570 


PATblL & SONS, in Account with the Bank of India, Ltd. 


1941 


Rs. 

1941 

1 

Rs. 

Jan. 1 

To Balance (Overdraft) 

3,025 

Jan. 3 

By Issac & Sons ... ...j 

1 470 

.. 3 

„ Gailick & Co. 

300 

4 

,. Smithson & Co. * ...1 

74n 


„ Perry & Co. 

1 575 

.. 5 

„ Usuf Bros. 



„ Bhulabhai & Co. ... 

1 425 

6 

„ Sultan Bros. ... 



„ Charles & Co. ... 

320 

7 

,. Black & White " i 


4 

,. 6 

„ Murray Bros. ... 

„ B. Cowasji 

700 

180 

f» it 

„ Balaram & Co. "1 

"I 

1,450 


BANK RECONCILIAT ION STATEMENT as at 31st December 1940. 


Balance as per Cash Book (Bank Columns) 

Add Cheques issued but cashed subsequent to 31st December 


Less Balance as above 


Rs. 

j Rs. 

• 

1 3,050 

300 

425 

320 

j 

1,045 



4,095 

1.470 

2.400 

1,800 

1,450 

7,120 


Bank Overdraft as per Pass Book 


4,095 

!i 

Rs. il 3.025 
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The same illustration can be worked as under : — 

BANK RECONCtLJATION STATEMENT as at 31st December 1940. 


Rs. 


Rs. 


Bank Overdraft as per Pass Book 

Add Cheques issued but not cashed before 31st December 


3,025 

1,045 


4,070 


Cheques paid in before 31st December but cleared subsequently 

1,470 

2,400 

1,800 

1,450 


Less Bank Overdraft as above 


Bank -Balance as Per Cash Book = Rs. i| 

it 


7,120 

4,070 


3,050 


TRIAL BALANCE, 

The fundamental principle of Double Entry is that for every debit there 
must he a corresponding credit. Now, in course of posting the entries from 
the various Subsidiary Records into the Ledger, if it is seen that for every 
debit entry that is given, to, an account or for every series of debits given to 
several accoimts, there is a credit or a series of credits of an equal amount 
given to, some other accounts and vice versa^ then it follows that, the sum 
total of the debit entries should equal the sum total of the credit entries* It 
is important to note, in this connection, that although by the use of the 
Subsidiary Journals, the work of posting the entries into the Ledger is 
reduced practically by half, the above basic principle of Double Entry is fully 
maintained inasmuch as the debits and credits are equalised in the aggregate. 

, When, therefore, all the transactions for a particular period have been 
duly entered in the books and properly posted, the book-keeper will need 
to try whether he has correctly transferred all the entries from the Original 
Records into the Ledger. With this object in view, he will prepare a Trial 
Balance, i.e., a list of Balances debit or credit standing in the books at any 
given date. A Trial Balance may thus be defined as a statement of debit 
and credit balances extracted from the Ledger with a view to test the 
arithmetical accuracy of the books. It thus forms a connecting link between 
the Ledger Accounts and the Final Accounts. 

The agreement of the Trial Balance provides a very useful check upon 
the Ledger postings. As a -matter of fact, it proves two things, viz. : — 

1. That both the aspects of each transaction have been recorded, and 

2* That the books are arithmetically accurate. 

Should the Trial Balance disagree, it reveals the presence of errors which 
must be found and rectified- 

How to prepare a Trial Balance. — A Trial Balance is usually prepared on 
loose sheets ruled in a form similar to that of the Journal, i.e., with debit and 
credit money columns. The debit and credit sides of each l4edger Account 
Would be totalled up as at the date of the Trial Balance in order to ascertain 
whether there is any balance, and, if so, whether such balance is a debit or a 
credit balance. The balance of each such account would then be entered in 
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the Tl'ial Balance The date column is used for entering the folio or page of 
the Ledger on which the account appears. All debit balances are entered 
m the debit (left-hand) column and the credit balances in the credit (right- 

books are arithmetically accurate, the total of the 
debit balances must agree with that of the credit balances. 

An important point to be borne in mind in the preparation of the Trial 
Balance IS to include tlie Cash Balance and the Bank Balance as indicated 
by the Cash and Bank columns of the Cash Book- The reason is that these 
columns represent Cash and Bank Accounts and it is only for convenience 
that cash ^nsactions are recorded in a separate book instead of being 
entered in the shape of Ledger Accounts. 


SPECHMEN TRIAL. BALANCE as at 31st March 1941. 


R. Row’s Caoital Accojnt 
Land and Buddings Account 
Plant and Machinery Account , 
Furn.ture and Fixtures Account' 
Motor Vans Account 
Bills Receivable Account 
Bills Payable Account 
Factory Wages 
Salanes to Staff 
Rent and Taxes 

Lighbng and Power 1." 

Coal and Fuel 
Trade Expenses 
Commission 

Duty and Clearing Charges 
Stock, on 1st April 1940 
Purchases 
Sales 

Returns Inwards 

Returns Outwards 

Bank Charges 

Travelling Expenses 

Advertising 

Repairs to Plant 

Loan from Multani Bros 

Interest on Loan 

Cash at Bank ” 

Ca'h on hand 

Petty Cash Balance 

R. Row's Drawings 

Sundry Debtors ]' 

Sundry Creditors 


A Trial Balance is not a Conclusiv*. v r 
A Trial Balance is, however n Accuracy : 

accuracy of the books. The ® conclusiv 




__ 

L.F. 

i 

^ 1 

Rs. j 

Rs 

1,50,000 

. 1 

1 

.. 1 

55,COO 
85.000 1 


1 

“1 

”. 1 

_ 1 

2,500 ' 
15,750 1, 
4,000 1 

5,000 


12,200 1 


.. i 

4,500 , 


... 

1,700 



900 1, 


••• 

600 


1 

^ ! 

575 1 

1' 

2,700 


1260 

50.450 

96,000 

1 

1,65,000 

... 1 

1,800 ' 

.. ' 

I 

2,100 

.. 

1 125 ‘ 

•• ^ 

j 3,750 \ 



2,115 


.. ' 

1,070 , 


,, 

960 

25.000 

... 

6.400 



300 



75 



6,000 


...i 

85.420 

88,650 



Rs 

i 

4,38,450 

4.38,450 


accuracy of the books. The Tr.nl n i ® conclusive proof as tr. i, i 
some errors in v J-ae irial Balance m^Tr as to the absolute 

(1) Omission of an enf foUoiving Erm^ ■— 

“oisiir-a » has 
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(2) A torong entry in the Original Book. If a credit sale of Rs. 50 is 
wrongly entered in the Day Book as Rs. 15, such an error \vill not he revealed 
by the Trial Balance. 

(3) Posting an item to wrong Account If Smith's Account has been 
debited instead of Green’s, the Trial Balance will not delect such an error. 

(4) Compensating Errors. These are errors arising from the over- 
debits or under-debits of Accounts being neutralised hy the over-credits or 
Under-credits to the same extent of some other Accounts. It is very seldom 
that such errors of equal amounts arise on the debit as well as on the credit 
sides of the Ledger Accounts. For instance, an underposting of Rs, 20 to the 
debit of a Ledger Account would compensate for the underposting of Rs. 15 
on the credit of another Account and an omission' of a credit posting of Rs. 5 
to a third Account and will not, therefore, prevent the arithmetical balancing 
of the Trial Balance, 

(5) Eirors of Principle. As such errors arise from the debiting or 
crediting of wrong heads of accounts as would be inconsistent with the 
fundamental principles of double-entry, they will not affect the agreement of 
the Trial Balance. 

A Trial Balance will disclose the follo\ving classes of Errors : — 

(1) An item omitted to be posted from a Book of Original Entry 
into the Ledger. 

(2) An item posted on the wrong side of a Ledger Account. 

(3) A wrong amount posted to the proper Account, 

(4) An item in the Book of Original Entry posted twice into the 

Ledger. 

(5) Any errors in additions or balancing of Ledger Accounts, unless 
they are of a compensating nature. 

(6) Omission of a balance of an account in the Trial Balance. 

Stops to discover Errors in Trial Balance. — Where a Trial Balance dis- 
agrees and the difference is of an appreciably large amount as would mate- 
rially affect the final accounts, it would never be safe to allow errors to remain 
undetected. Even where the difference is of a small amount, it may be the 
outcome of several grave errors of a compensating nature, and it would 
follow therefore that all possible efforts must be expended to localise the 
cause of the difference before preparation of tire final accounts. 

Assuming that the Trial Balance disagrees, the following hints as to the 
steps to be taken to localise errors are sure to prove helpful: — 

1. Re-check the totals of the Trial Balance including the lists of Debtors 
and Creditors and ascertain the exact amount of the difference. 

2^ See that the inclusion of Cash or Bank Balance is not omitted. 

3. It should be seen that the opening balances have been correctly 
brought forward in the current year’s books. 

4. Halve the amount of the difference to see if there is any balance of 
the same amount in the Trial Balance. It may be that a balance is entered 
in the wrong column of the Trial Balance, thus causing a difference of double 
the amount. 

5. If the difference is of a large amount, it would not be a bad plan to 
compare the Trial Balance with that of the previous year, in order to 



34 


ADVANCED ACCOUNTING 


ascertain whether the figures under the different heads of accounts are very 
near the same as those of the previous year, and whether their balances ta 
on the same side of the Trial Balance. 

6. Very often, the amount of the difference will indicate the natwe of 
the errors. If the difference is in rormd sum, it is probable that the mistake 
has been made in castings or in carry forwards, if it is in rupees, annas and. 
pies, it is very likely an error or eiTors in posting or in extracting balances. 

7. The question as to on which side tire difference falls will also hrfp 
towards the localising of the errors. For instance, if the debits exceed the 
credits, the receipts side of the Cash Book and the credits from the Jourimls 
should be gone through for unposted items. If the difference is the other 
way about, the pajunents side of the Cash Book and the debits from the 
Journals should be scanned for unposted items. It may be that an amount 
exactly equalling the difference has been left off unposted. 


8. If the difference happens to be of an amount which constantly recurs 
in the books, all the postings of this amount may be checked to advantage. 

9. Glance throu^ the Subsidiary Records to trace unposted items and 
check the carry forwards, at the same time scrutinising badly written and 
indistinct figures. 

10. Check the postings of the periodical totals of the Subsidiary Books 
into the Ledger. 

11. Check tire extraction of balances of the Personal and Impersonal 
Accounts and their transfer into the Trial Balance to see that the amounts 
are entered in the right columns. 

12. The Journal should be scanned to see that the total debits and 
credits of each entry tally. 

13. The totals of the Sales, the Purchases and other Subsidiary Books 
should next be checked. 

14. If all these tests fail to localise the difference, a full re-check of the 
postings and the additions of Ledger Accounts would be necessitated. It 
would, however, be advisable to re-check the postings and additions of the 
Impersonal Accounts first before resorting to the Personal Accounts. 


15. If the Ledgers are self-balancing, 
checking tire balances, postings and casts 
whose Trial Balances do not agree. 


the work would be restricted to 
of only such Ledger or Ledgers 


It may be pointed out that the above steps indicate a general outline 
of procedure as has been proved by experience to be mnef u i 1 1 uuinnt 
bo followed in rosuW 0™“ each S'"’’ 

With the boolcs must know best the weak snots of j acquamted 

be left to them to formulate the plan of aSirn 

errors sometimes proves to be a most difficult task bi,t clerical 

it Ls not impossible of performance prowdod fbe 

gently and assiduously. prowdod the search is conducted intellk 

Tile Trial Balance having been at?re,»rl 
Accounts may be proceeded \vilh. ^ Preparation of the Final 

EnnORS AND THEIR RECTIFICATION 

j:..rrors may l>o div'id-vl tz. 

0.-nh«on. (21 Errors of CojnmLsio/''L?1^t 
, "n. and (o) Errors of Principle. 
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(1) Errors of Omission may include the omission to enter Invoices in 
the Purchases Book or to enter Sales in the Sales Book, omission to enter 
Cash received or paid in the Cash Book or omission of a posting. 

Errors of Omission should be rectified by entering up the original entry 
left out or by posting the item or items omitted to be posted. 

(2) Errors of Commission consist of incorrect Postings, Calculations 
and Castings. 

Among the usual Errors of Commission may be enumerated the 
following ; — 

The addition of two or more amounts in the inner column of a subsidiary 
book wrongly extended to the outer column. 

The posting of wrong Amounts., 

The posting of figures to wrong Accounts. 

The posting of items to wrong sides of Accounts. 

The wrong castings of the pages of any subsidiary book. 

The wrong castings of Ledger Accounts. 

The canying forward of a wrong amount from the bottom of one page 
to the top of the next page. 

The carrying forward of a wrong balance of a Ledger Account from one 
page to another. 

(3) Errors of Principle may involve an incorrect allocation of expendi- 
ture as between Capital and Revenue, the valuation of assets upon an 
^correct basis, an inadequate provision in respect of doubtful debts or 
depreciation, or omission of adjustments in respect of outstanding habilities; 
prepaid expenses, income accrued or income received in advance, etc. 

Any such errors having been ascertained, their correction will demand 
attention. The rectification of errors should never be done -by erasing the 
entries already made, and, as seldom as possible, by striking them out with 
the pen. It wiU always be desirable to rectify the errors by means of 
conpensating Journal entries. For instance, if an item has been debited 

" ®stead of to B, a compensating Journal entry “B Div to A” will 

the matter right. Again, if Repairs Accoimt has been wrongly debited 
with Rs. 900 for a new oil engine bought, the necessary rectifying entry 
Would be “ Machinery Account Dr. to Repairs ”. 

^ Errors of Principle would vitally affect the correctness of the periodi- 
cal Accounts, it would be necessary to see that no such errors are allowed 
0 remain undetected and unrectified. 

SUSPENSE ACCOUNT OR DIFFERENCE IN BOOKS ACCOUNT. 

As errors arising from any of the above diverse causes need to be located 
^ j conected immediately they are detected, the student must carefully 
Uny the varied Rectifying Journal Entries which have to be passed for the 
J^lgid rules can be laid down as to how the correcting entries 
passed, but the main object must necessarily be to rectify^ the 
-ong position resulting from the existence of the errors, and, to do that 
HlreadjTm d ®l^cctive manner without unduly disturbing the record 

shown that the difference in the Trial Balance ordinarily 
iinn more of the following reasons, and it is in this direc- 

1 crefore, that efforts for the search for errors should be made : 
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1. Error in. bringing forward proper balances from the previous years 
books. 

2. Illegible figures in writing up books of.» account. 

3. Errors in additions and carrying forwards. 

4. Omission of Cash Balance or Bank Balance from the Trial Balance. 

5. Bank Overdraft being placed in the wrong column* 

6. Omission of any balance in the Bist of Debtors or Creditors. 

7. Balance on Personal or Nominal Accoimt being placed in the vrtong 
column in the Trial Balance. 

8. Items of the nahire of Bad Debt, Return of Goods, Allowance or 
Discoimt entered in Personal Accounts in the Ledger without their passing 
through any Subsidiary Record. 

9. Omission of any periodical total of the Purchases, Sales, Returns or 
Bill Books being posted in the Ledger. 

10. Omission or mis-posting of Discount Column Totals of the Cash 
Book. 

11. Omission of any balance from the Nominal Ledger. 

12. Omission of balances from the Private Ledger, if any. 

13. Errors arising from careless alignment of figures. 

14. Posting of entries to wrong side of accounts. 

15. Confusion or reversal of figures in postings or carrying forwards, 
e.g., Rs. 4-15-0 taken as Rs. 15-4-0 or Rs. 12-6-0 taken as Rs. 0-12-6. 

It would thus be clear from the above what varied types of errors usually 
serve to cause disagreement in a Trial Balance, and inasmuch as these errors, 
if left undetected, would afiect the proper presentation of correct Profit or 
Loss, or Assets and Liabilities at the end of any trading period, the book- 
keeper who allowed such disagreement to pass rvithout any serious attempt 
at locating them would be incurring grave risks. 


, It would follow, therefore, that all possible attempts should be made to 
discover these errors and see to the proper agreement of the Trial Balance 
before proceeding with the preparation of the Final Accounts If bowpuor’ 
the preparation of these accounts cannot be delayed, the onlv j 

reasonable course would be to transfer the differLc; to aHccS ^ 

“Suspense Account” or “Difference in Books Account ” 
it by transfer to Profit and Loss Account, but to include’ it in d 

Sheet so that the same may be carried forward in thn cu " Balance 

books and duly adiustcd on any of these errors being discovm^ec?'^^^^ ^ 

In view of the difficulties generally experiencpd K., j 
Rectifying Entries, additional Illustrations of a morp m ^ in passing 

been inserted herein, fully explaining the working nf nature have 

after the difference in the Trial Balance has been t ^ t ^^®P^nse Account 
pn.«ising of appropriate Correcting Entries calk fnr ^’’^^^rred thereto. The 
of the principles of Double Entrj', and the thorough understanding 

advised to try and understand the exact sienifip^n^ 'TOuId, therefore, be well 

significance and effect of every such 

It need hardly be staled that there 

'.Sots "->* aSe- 

cation. It should be noted, 
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however, that whereas the “ Difference in Books Account ” or the “ Suspense 
Account ” will deal merely with errors as would affect the arithmetical accu- 
racy of the working of Double Entry, the other errors would be rectified by 
means of ordinary Journal Entries. 

The following several illustrations will further help to explain how to 
pass Rectifying Errors. 


ILLUSTRATION 12. 

The undermentioned enors were discovered in the books of D. Sorabji, Provision 
Merchant, affecting the year 1937, What adjustments would be necessary to rectify 
these errors? 

(1) An amount of Rs. 200 received from J. Cowasji on 31st December 1937, had 
been entered in the Cash Book on Ist January 1938. 

(2) The addition of the Returns Outwards Book for December had been cast 
Rs. 100 short. 

(3) The purchase of an Office Table costing Rs. 600 had been passed through the 
Invoice Book. 

(4) Rs. 525 paid for wages to workmen for making Show Cases had been charged 
to Wages Account. 

(5) A Purchase of Rs. 37-9-0 entered in the Invoice Book was credited to the 
creditor’s account as Rs. 30-7-9. 

(6) A BiU Receivable for Rs. 170 received from A. Bejonji had been dishonoured 
on maturity and was posted to the debit of “Allowances” Account. 

(7) Rs. 750 paid for the purchase of a Motor Cycle for one of the partners had 
been cliarged to “ Miscellaneous Expenses ” Account. 

(8) Goods amounting to Rs, 150 had been returned from a cu^onier and were 
taken into stock, but no entry in respect thereof was made m the books. 

(9) A Sale of Rs. 200 to Sen was wrongly credited to his account, 

(10) The Sales Returns Book for November was over-cast by Rs. 75. ^ • 


Solution, 

(1) Tlie entry of Rs. 200 on the debit side of the Cash Book on 1st Janu^ 1938, 

and its corresponding posting will be cancelled. A entry xvould be 

under 31st December 1937, in the Cash Book, and the Cash Balance of that date would be 

increased to a like extent. 

(2) The total of Returns Outwards Book for December will be brought to its 
correct figure, and Rs. 100 more would be posted to "Returns Outwards Account. 

(5) A further amount of Rs. 7-1-3 would be posted to the credit of the particular 
personal account. 

(9) Sen’s Account would be debited with Rs. 400 being double the amount of 
wrong credit. 

^ (10) The November total of Sales Returns Book will be altered ^2 ^ 

figure, and as the “ Sales Returns ” Account stands over-debited, 75 would be 
entered on the credit side of this Account giving reference to the error m castmg. 

The corrective Journal Entries for the remaining errors would be as follows 


(3) 

Furniture & Fittings Account — ‘ — 

To Purchases Account ... j » 

(Being the cost of Office Table bought charged to 

Purchases Account in error). 

L.F. 

1 

Rs. 

600 

Rs. 

600 

(4) 

Furniture & Fittings Account ••• 

1 To Wages Account . . ' ^ 

i (Being the Wages incurred in making Show Cases 
wrongly charged to the latter Account). 


525 

1 

525 
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(6) 

A. Bejonji 

To Allowances Account 

(Being dishonour of a Bill received from A. Bejonji 
debited to Allowances Account in error). 

Dr. 

L.F. 

Rs. 

170 

Rs. 

170 

(7) 

Partner’s Current Account ... 

To Miscellaneous Expenses Account 
(Being the cost of Motor Cycle bought for a partner 
charged to the latter account in error). 

Dr. 


750 

750 

(8) 

Returns Inwards Account 

To Personal Account of the Customer 
(Being the goods returned by a customer omitted to 
be entered by oversight). 

Dr. 


150 

1 150 

t 

1 


ILLUSTRATION 13. 


Pass Journal Entries necessary to rectify the following errors : — 

1. An amount of Rs. 200 withdrawn by the pi'oprietor for his personal use has 
been debited to Trade Expenses Account. 

2. A purchase of goods from T. Nathan amounting to Rs. 300 has been wrongly 
entered through the Sales Book. 

3. A credit sale of fe. 100 to C. Jairam has been wrongly passed throu^ the 
Purchases Book. 

4. Rs. 50 received from Shaw & Co. have been credited to Shah & Co. 

5. Rs. 175 paid on account of salary to the cashier C. Govind stand debited to 
his personal account. 


6. A contractor’s bill for extension of premises amounHng to Rs. 2,750.has been 
_ debited to Building Repairs Accoimt. 

7. On 24th June, goods if the value of Rs. 250 were retamed by A Ra^ao and 
were taken into stock, but the returns were entered m the books under dated 3rd July, 
i.e.; after the expiration of the financial year on 30th June. 

8. A Bill of Rs. 125 for old Office Eumiture sold to D. Jivaji was entered in 


the Bay Book. 

9. The periodical total of the Sales Book was cast short by Rs. 100. 

10. An amount of .Rs. 80 received on account of Interest was credited to 
Conunission Account. 


U. An amount of Rs. 105 paid for wages is posted twice to the debit of Wages 
Account. ° 


1 1 

Drawings Account ... ... ___ rj 

To Trade Expenses 

(For the amount withdrawn for personal use wronelv 
charged to the latter account). ■' 

l.f. 

Rs. 

200 

Rs. 

200 

2 • 

(a) 

Sales Account ... ' ~ 

To T. Nathan "• - Dr. 

‘hrough the 


300 

300 

(6) 

Purchases Account . 

To T. Nathan ••• ... Dr. 

(To record the credit purchase from the latter) 


300 

300 

3 

(a) 

C. Jairam ... - — ::: — - 

1 PurchaS^Uokj?'’ through the 


100 

100 


fundamentals OP^DOtrSLE-ENTRY 


39 


(6) 

C. Jairara 

To Sales Account 

(Being the entry to record the credit sale). 

Dr. 

L.F. 

Rs. 

100 

Rs. 

100 

4 

Shah & Co. 

To Shaw & Co. , 

(Being the rectification of a wrong credit given to the 
■ former account). 

Dr. 


50 

50 

s 

Salaries Account ... 

To C. Govind 

(Being the adjustment of Salary wrongly debited to the 
Personal Account of the Cashier). , 

Dr. 


175 

175 

6 

Building Account ... 

To Buildings Repairs Account 
(Being the adjustment of amount wrongly debited to 
the latter account). 

Dr. 


2,750 

2,760 

7 

Returns Inwards Account 

To A. Ramrao 

(Being the entry necessary to record the Returns 
Inwards within the financial period). 

Dr. 


250 

250 


Note.— The entry recording the above returns made under date 3rd July will 
have to be cancelled by passing a reverse entry under that same date debiting A. 
Ramrao and crediting Returns Inwards Account. 




MS 

Rs. i 

Rs. 

8 

Sales Account ... ... ... ... Dr. 

m 

125 



To Office Furniture Account 



125 


(Being the sale of old Office Furniture wrongly passed 


' 



through the Sales Book). 

■ 

mu 



9. The rectification of this error does not need any Journal Entry. Rs. 100 will 
have to be added to the addition of the Sales Book and a corresponding amount will 
have to be added to the credit of the Sales Account in the Ledger. 





Rs. 

Rs. 

Commission Account ... ... ... Dr. 


80 



To Interest Account 



80 


(Being the adjustment of amount wrongly credited to 





the former account). 


mi 



11. No Journal Entry is needed to adjust the error. One item of Es. 105 will 
have to be ruled out from the debit side of the Wages Account to the Ledger. Another 
''^y of rectifying tois error will be to credit the Wages Account with Rs. 105 to 
offset the excess debit. 

illustration 14. 

The book-keeper of a trading concem, having failed to agree the Trial Balance, 
opened a Suspense Account and entered the difference in the Trial Balance therein, 
the following errors were then subsequently discovered: — 

(tt) A cheque for Rs. 75 received from Jones & Co. having been dishonoured 
Was wrongly debited to Allowances Accoimt. 

(b) The Discount Column of the Cash Book representing Discounts allowed to 
customers for the month of December was over-added by Rs. 30. 

(c) The total of the Purchases Book for December was imder-cast by Rs. 100. 
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(d) An item of Hs. 50 representing Return In\V£ "ds from R. Basu S: Co. was 
omitted to be credited to their account from tlic Returns Inwards Book. 

(e) The credit side of R. Roy’s Account in the Ledger had been over-cast by Re. 10. 

(f) A sale of old Furniture amounting to Rs. 75 had been credited to Sales 
Account. 

(g) A Bill Receivable accepted by S. Sampat & Co. for Rs. 200, which had been 
sent to the bankers for collection, having been dishonoured and returned by the BanK 
had been debited to Bills Receivable Account. 

(h) A balance of Rs. 150, owing by B. Jijibhoy n* customer, had been omitted 
from dhe list of Sundry Debtors. 

You are requited to ascertain the total amount of Difference in the Trial Balance, 
show the Suspense Account as opened by the book-keeper and the subsequent Adjusting 
Entries made therein. You are .further required to explain how the rectification of the 
above errors would affect the profit already disclosed by the accounts. 


RECTIFICATION ENTRIES.— The following Journal Entries would be necessary 
to loctify the errors : — 


(0) 

L 

Jones & Co. 

To Allowances Account 

(Being the adjustment ot the amount wrongly debited 
to the latter accoumj. 

Dr. I 

J 

1 

1 


Rs. 

75 

Ks. 

75 

(6) 1 
1 

Suspense Account 
— >»•' To Discount Account 

^(Being the entry to cancel the excess debit on the 
Discount Account). t 

Dr. ' 

t 

! 

i 

30 

t 

30 

(e) 

Purchases Account 

To Suspense Account 

(Being the adjustment of short debit on the former 
account). 

Dr. 


100 

100 

(d) 

iSuspense AStount ... ... ... ... Dr. 

To P. Basu & Co. 

^(Being the adjustment of the credit omitted to be given 
to the latter account). 


50 

50 

(c) 

R. Rov's Account ... 

To Suspense Account 

(Being the adjustment of the excess credit on R. Roy’s 
Account). 

Dr. 


10 

10 

(/) 

Sales Account 

To Furniture and Fixtures Account 
(Being the wrong credit to former account adjusted). 

Dr. 


1 75 

1 

200 

75 

te) 

S. Sampat & Co _ ... 

To Bills Receivable account 
(Being the adjustment of wrong debit given to Billc 
■ Receivable Account). “ 

Dr. 


200 

{>') 

Sundry Debtors ... ... 

To Suspense Account *“ ^r. 

■ (Being the inclusion of the amount owing by a cusinmn i 

in the list of Sundry Debtors). ^ ^ ® customer j 

1 


150 

150 


EFFECT OF RECTIFICATtON ENTRIES hat 

As a result of the above Rectification Enfri c PROFIT, 

iits to Allowances Account for Rs 71; ” j die , 


credits to Allowances Account for Rs “le Net Profit u ■ j 

be decreased by debits to Purchawi RiEcount Account be mcreased by 

cjxiostioti of fr»». Accoiinf 1?., •»«*». for Rs. 30. wIibtgss i* 

acceptance 


ciueSioti of provision for doubtful Hs. 30, wb^eas U 

cc need also be W ; by s Account Rs. To- 

Kept in view. ® ^ Sampat ^ Co. due to dishonour 
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The Difference in Trial Balance will be made up as follows: 



1 

Dr. 

Cr. 


t 

j 

Rs. 

Rs. 

(fl) Will not affect agreement of Trial Balance 
(6) Will result in excess debit 

;;i 

1 

30 

100 

(c) Will result in short debit, i.e. (excess credit) ... 

(d) Will result in short credit, i e. (excess debit) 

• • • * * * 1 

• •• •* 

50 

10 

(e) Will result in excess credit 

1 


(/) Will not affect agreement of Trial Balance 

1 


t 

(g) Do. Do. 

(/i) Will result in short debit, i.e. (excess credit) ... 

."i 


150 


1 

80 

260 

Amount debited to Suspense Account to agree the Trial Balance ... | 

180 



Rs. ! 

260 

260 


SUSPENSE ACCOUNT. 


To Amount of Difference in 

Trial 

i! Es. 
i| 

By Purchases Account 

n 

1, Ks. 

... 100 

...;{ 10 

Balance 


180 

„ Roy’s Account 

Discount Account 


30 

„ Sundry Debtors 

...' 150 

II P. Basu & Co. 

... 

j 50 




Rs. 

1 260_ 


Rs. j| 260 


ILLUSTRATION 15 . 

The Difference in Trial Balance having been trans^rred to a Suspense Account 
Opened for the purpose, you are required to pass the Rectifying Journal Entries on 
the following errors being subsequently discovered, show how the Difference m Books 
arises, and open the Suspense Account: — 

(1) Returns of Goods valued at Rs. 45 from Jehangir & Sons were wrongly entered 
in the Sales Day Book. 

(2) A credit sale of Rs. 60 to B. Bapat was credited to his personal account 

from the Sales Day Book. . 

(3) A Bill Receivable for Rs. 225 received from Hiralal & Co. was posted to then- 
credit as for Rs. 522. 

(4) The total of a page in the Returns Outwards Book for November was earned 
forward as Rs. 350 instead of Rs. 305. 

(5) The December total of the Returns Outwards Book was under-cast by Rs. 100. 

(6) A return of goods on 26th December of Rs. 55 from Walter Bros, was omitted 
to be Sobered taX Ltums Inwards Book, although the goods were taken into stock. 

^ (7) A purchase of goods for Rs. 475 from 9^^?^ .& 

December, but the goods were in transit and not received till the 7th January Allowing. 

(8) A credit sale of Rs. 175 was posted from the Sales Book to the debit of 
Lalji & Sons as Rs. 157. 

(9) The total of the Sales Day Book for the month of September was over- 
added by Rs. 1,000. 

(10) A Cash Sale of Rs. 90 to Souza & Co. was credited to their personal account 

in the Ledger. ' _ , . , . m j 

(11) The cost of Rs. 375 for the purchase of a typewriter was debited to Trade 
Expenses Account. 

(12) An- item of Rs. 125 relating to Expenses Prepaid Account was omitted to 
be brought forward from the previous year’s books. 

(13) Discount of Rs. 20 was duly credited to R. Row & Co.’s Account, but was 
omitted to be entered in the Discount Column of the Cash Book. 
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(14) A credit sale of old Plant amounting to Rs. 340 was passed through the 
Sales Day Book. 

(15) A credit purchase of goods valued at Rs. 155 from Wagle & Co. was credited 
_to their account as Rs. 15-5-0. 

(16) An item of Rs. 30 in respect of Sales Return, instead of being_ credit^ to 
the customer from the Returns Inwards Book, had been wrongly entered m the aa 
Book and posted therefrom wrongly to the customer’s credit. 


RECTIFYING BNTRIES.- 


(1) t Returns Inwards Account ... ... Dr. 

' Sales Account ... ... ... ... 

^ To Jehangir & Sons 

, (Being adjustment of omission of debit to Returns 
Inwards Account and wrong credit to Sales Account). 


B. Bapat i 

To Suspense Account 

(Being rectification of wrong credit to him instead of 
debit). 


.. Dr. 


Hiralal & Co. 

To Suspense Account 
(Being adjustment of an excess credit). 


, Dr. 


(4) 


(5) 


( 6 ) 


(7) 


( 8 ) 


Returns Outwards Account 
To Suspense Account 
(Being adjustment of an excess credit). 


... Dr. 


Suspense Account ... 

To Returns Outwards Account 
(Being adjustment of an under-credit). 


..Dr. 


Returns Inwards Account ... ... ... Dr. 

To Walter Bros. 

(Being entry omitted through oversight now passed). 

Goods-in-transit ... ... ... ... 0r. 

To Gupta & Sons 

(Being a purchase unentered now brought into record). 


LaljiStSons 

To Suspense Account 
(Being correction of a short debit). 


.Dr. 


( 11 ) 


(12) 


Sales Account 

To Suspense Account 
(Being correction of an over-credit). 

Souza & Co. 

To Cash Sales Account 

(Being rectification of a credit to wrong account). 

Office Furniture and Fixtures Account “ 

To Trade Expenses Account 
(Being rectification of a debit to wrong account). 

Pre-paid Expenses Account ~ ~ 


.Dr. 


.Dr. 


.Dr. 


L.F. 


To Suspense .Account 
(Being omission of Pre-naid 

now brought in). ^ ^pen.e item of last 


.Dr. 


year 


Rs. 

45 

45 


120 


297 


45 


100 


55 


475 


18 


1,000 


90 


375 


125 


Rs. 


90 


120 


297 


45 


100 


55 


475 


18 


1,000 


90 


375 


125 
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( 

L.F. 

Rs. 

1 Rs. 

(13) 

Discount Account ... ... ... Dr. 


20 


T 0 Suspense Account 

(Being omission of a debit on Discount Account now 



! 20 



rectified). 


t - ! 


(14) 

Sales Account ... ... ... ... Dr. 


! 340 


To Old Plant Account 


1 

I 340 


(Being debit to wrong account rectified). 



( 

(15) 

Suspense Account ... ... ... ... Dr. 


1 139-11 

1 


To Wagle & Co. 

(Being correction of an under-credit). 

1 

} 

1 

139-11 

(16) 

Returns Inwards Account ... ... ... Dr. 

i 

1 

' 30 



Sales Account ... ... ... ... „ 


30 



To Suspense Account 

(Being correction of omission of debit to Returns 


i 

1 60 


i Inwards Account and a wrong credit to Sales 


1 

1 


1 Account). 

J 

1 


The Difference an Trial Balance arises as rmder: — 


(1) Does not affect agreement of Trial Balance 

(2) Over<redit - 

(3) Excess credit 

(4) Excess credit 

(5) Short credit, i.e. Excess debit 

(6) Does not affect agreement of Trial Balance 

Do. Do. 

W Short debit, i e. Excess credit 
19) Over-credit 

'.‘9) Does not affect agreement of Trial Balance 
ill) Do. Do. 

^^0^1 debit, i.e. Excess Credit 
n - ’Do- 

ne! oo*’ ®ff 2 cl agreement of Trial Balance 
i,e. Excess debit 
vlo; Omission of a debit, i.e. 

Excess credit 
Excess credit 


Difference in Trial Balance put to Suspense Account 


Dr. 

Cr. 

Rs. a. p. 

Rs. 


120 


297 


45 

100 0 0 



18 


1,000 


125 


20 

139 11 0 



30 


30 

239 11 0 

1,685 

1,445 5 0 


1,685 0 0 

1,685 


» Wagle & Co. 


Es. 


SUSPENSE ACCOUNT. 


Rs. a. p. 
1,445 5 0 
100 0 0 
139 11 0 


1,585 0 0 


By B. Bapat ... 

„ Hiralal & Co. 

„ Returns Outwards ... 

„ Lalji & Sons 
Sales Account 

„ Pre-paid Expenses Account 
„ Discount Account ... 

„ Returns Inwards ‘ ... 

„ Sales Account 


Rs. 


Rs. 

a. 

p- 

120 

0 

0 

297 

0 

0 

45 

0 

0 

18 

0 

0 

1,000 

0 

0 

125 

0 

0 

20 

0 

0 

30 

0 

0 

30 

0 

0 

1,685 

0 

0 

saaa 
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EXAMINAIUON QUESTIONS. 


Note.— The figvires in bold type at the end ^^TTPICAL 

indicate their corresponding full solutions ol 

PROBLEMS IN ADVANCED ACCOUNTING where ran 

these will he found. , 

1. Explain briefly Ihctm. significance oI U>o 

t"S:,:X'Sb „senri.. in n peeper "< 

and why they ate called Subsidiary Journals. UenV irpeninG’’ 

S. What purpose does the Journal servo in ' 

'4. How does Cash Discount differ from Tra c I'c ' ^ explain in 

.=1. Mention the different types of Cash Books used m bus.ncs.s 
detail how they differ one from the other. orenared? Submit a 

G. What is a Bank Reconciliation Statement, and how is d prepmea 

pro-foriao example of same. c„ctom of Petty Cash. 

7. Explain fully what you understand by the Imprest System of Pe ty 

8. What purpose does a Columnar Petty Cas oo ^ ^ o{ 

9. Is Trial Balance a complete guarantee as to the accuracy 

ri.p. »cn'fi VP O'-- “ ’ 

the «--•». ctec. nt ...crx ibcl ».»"P O n™--E..pi.g 

and how they should he . Principle and Compensating Errors. 

12. Give three examples of Errors or c i. 

BANK RECON CIUATIO prepare a Bank Reconciliation Statement show- 

13. Erom the foUowm| part.cidars,^t>repare a^ December 1931:- 

ing the Balance as per firm’s Current Account in December 

The thfEank in January 1932; A. Das, Rs. 250; B. Gupta. 

1931, but ^ 24 ^ 

11 -no^^heaues were issued by the firm in December 1931 but were cashed 
■ Jama wS" 300; N. White, Rs. 500; and C. Black, Rs. 300. 

in an ry • which was received from a customer was entered in the 

A ^e<^e Book in December 1931, but the same was paid into Bank 

Bank *-°™”?n 32 The Pass Book shows a credit of Rs, 250 for interest and a debit 
in January • ^ The Bank Balance as per Cash Book was Rs. 18,000 on 

- Slsf December 1931. (Balance os per. Pass Book Rs. 18,410 ) 1 

14 On 31st March 1932, your Bank Pass Book showed a balance of Rs, 6,000 to 
vQur credit Before that date, you bad issued cheques amounting to Rs. 1,500, of which 
cheques amounting to Rs. 900 have so far been presented for payment. A cheque pt 
Rs 800 paid, by you into the Bank on 29th March is not yet credited in the Pass Book. 
You had also received a cheque for Rs. 160, which although entered by you in the hank 
.Column of the Cash Book, was omitted to be paid into the Bank. On 31st March, a 
cheque of Rs. 250 received hy you_was paid into the Bank but the same was“oniitted to 
be entered in the Cash Book. There was a credit of Rs. 85 for interest on Current 
Account and a debit of Rs. 10 for Bank charges. Draw up a Reconciliation Statement 
Hiowing adjustments between your Cash Book and the Bank Pass Book. ^ 

{Balance as per Cash Book Rs. 6,035.) 

15. On 31st March IMl, file Bank Balance of P. Basu annearprl nt Rs 3 425 
?he folloSfact'wwe as^rtafeed:-^^ reconciling this with the Pas.s Book, 

were presented on the 10th April. 'niT“t1ie'’r%^„'i‘ we^f na?^sotr TshV 
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(b) That a Bill Receivable for Rs. 700 was realised, by the Bankers on 27th March, 
but no corresponding entry was passed in the Cash Book. 

\^(h) That out of the up-country cheques for Rs. 1,800 paid in on the 28th March, 
one cheque for Rs. 700 was not yet credited by the bankers. 

(d) That debits in respect of Bank Charges amounting to Rs. 32-8-0 and credits 
in respect of Bank Interest for Rs. 140, and Dividends realised Rs. 900 were not passed 
throu^ the Cash Book. , 

^(e) A wrong debit of Rs. 225 relating to some other account appeared in the 
Pass Book. 

You are asked to ascertain tlie Bank Balance as shown by the Bank Pass Book 
on 31st March 1941. 

16. Set out below are the extracts from the Cash Book (Bank Columns only) and 
Baidr Pass Book of J. Bull. Prepare a Reconciliation Statement as at 31st December 
1937. 


CASH BOOK 


1937 


£ 5. 

d. 

1937 



£ 

5, 

d. 

Dec. 1 

To Balance ... 

458 2 

6 

Dec. 

2 

By Wages 

48 

0 

0 

4 

„ J. Smith & Co. 

51 10 

8 

» 

4 


Petty Cash 

10 

0 

0 

7 

„ Brown Bros. 

104 8 

6 


9 

»» 

Self (Private) 

100 

0 

0 

9 

Geo. White & Son ... 

44 18 

4 


14 


J Tucker... 

284 

2 

9 

.. u 

„ Buller & Co. 

124 2 

4 

tt 

16 

»» 

Wages 

51 

0 

0 

.. 29 

„ Plumer & Co. 

98 0 

2 


20 

»> 

Cheque Book ... 

0 

4 

2 

30 

,, P. Methuen 

208 16 

4 


30 


Chermside & Co. ... 

41 

0 10 

„ 31 

1 , Cronje & Co. 

84 14 

9 


31 

tP 

Salaries ... 

35 

0 

0 






PP 

Wages 

49 

0 

0 








Hunter & Co. 

101 

4 

8 





• » 

fP 

fP 

Balance c/d. 

455 

1 

2 


£ 

1,174 13 

7 




£ 

1,174 

13 

7 

1937 
Dec. 31 

To Balance b/d. 

455 1 

2 







BANK PASS BOOK 


J. BULL in accoimt with the Blankshire Bank. 


1938 


1 ^ 

s. 

d. 

1937 

7“ 

I 

£ s. 

d. 

Jan. 

1 

To Self 

i 50 

'0 

0 

Dec. 31 

By Balance ,i 

-1 

205 15 

5 

ft 


„ Comm, on Scotch 





. 


[ 





draft (Plumer & Co.) 

0 

0 

6 

1938 





ft 

2 

„ Hunter & Co. 

101 

4 

8 

Jan. 

1 

„ Plumer & Co. 

•• '1 

98 0 

2 

ff 

• , 

1 . P. Carew ... 

48 

1 

0 


»• 

„ Cronje & Co. 


Si 14 

9 

tt 

3 

„ Comm, on Scotch 




pp 

3 

„ J. Dundonald 


49 14 

9 



draft (J. Dundonald) 

1 0 

0 

3 

ft 

4 

„ P. Methuen 

1 

208 16 

4 

»» 

»» 

>. Unpaid draft (Cronje 




n 

6 

„ J. Smith & Co. 

...’1 

48 13 

6 



& Co.) 

, 84 14 

9 




'j 



IP 


?, Chermside & Co. ... 

41 

0 10 







It 

7 

Wages 

' 52 

1 

0 

0 




!! 

_ t 




(Balance os per Cash Book £455 Is. 2d.) (London Chamher of Commerce.) 4 . 


17. On 30th September 1933, my Cash Book showed a Bank Overdraft of Rs, 49,350. 
'-'n going through the Bank Pass Book for reconciling the balance, I find the following; — 
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Out of cheques drawn on 26th September 1935, those for Rs. 3,700 were cashed by 
the Bankers on 2nd October 1935 and a crossed cheque for Rs. 750 given to Abdul WM 
returned by him and a bearer one was issued to him in lieu on 1st October 1935. 

Cash and cheques amounting to Rs' 3,400 were deposited in Bank on 29th Sep- 
tember 1935, but cheques wo^ Rs. 1,300 were cleared by the Bank on 1st October ISUa 
and one cheque for Rs. 250 'was returned by them as dishonoured on the latter date. 

According to my standing orders, the bankers have on 30th September 1935 paid 
Rs. 320 as interest to my creditors, paid quarterly premium on my policy amounting t 
Rs. 160, and have paid a second call of Rs. 600 on shares held by_me and lodged with tne 
bankers for safe custody. They have also received Rs. 150 as dividend on my shares ana 
recovered an Insurance Claim of Rs. 800, their charges and commission on the above 
being Rs. 15. On receipt of information of the above transactions, 1 have passed necessary 
entries in my Cash Book on 1st October 1935, 

My bankers seem to have given me a wrong credit for Rs. 500 paid in hy me m 
No. 2 Accoimt and a wrong debit in respect of a cheque for Rs. 300 drawn against my 
No. 2 Account. 

Prepare a Reconciliation Statement as at 30th September 1935. 5 

(Overdraft as per Bank Pass Book Rs. 46,395.) 

18. On 31st October 1935, my Pass Book No. 1 showed an overdraft of Rs. 9,500. 
Out of cheques of Rs. 4,500 paid in on 28th October, Rs. 2,000 appear to have been 
credited in the Pass Book under date 3rd November. I had issued cheques in October 
amounting in all to Rs. 8,000, of which I find that Rs. 3,500 worth have been cashed in 
that same month, a cheque of Rs. 2,500 has been -cashed on 2nd November and the rest 
have not been presented at all. My bankers have given me a wrong credit in No. 2 
Account in respect of a cheque of Rs. 1,000 paid into No. 1 Account by me. Rs. 500 for 
interest on overdraft charged in the Pass Book on 1st November have been entered in 
my Carii Book as on 31st October. My Pass Book shows a credit of Rs. 600 to my 
Account, being interest on my SecuriUes collected direct by my bankers. 

Prepare a Reconciliation Statement as at 31st October 1933. G 

(Overdraft as per Cash Book Rs. 12,100.) 

19. On 25th June 1933, 1' had an overdraft of Rs. 7,915 as shown by my Cash Book, 
Bank Columns. Cheques amounting to Rs. 1,000 had been paid in by me on 24th June, 
but of these only Rs, 750 were credited in toe Pass Book. I had also issued cheques 
amounting to Rs. 2,500 of which Rs. 2,0M wpito only seem to have been presented. There 
is a debit in ray Pass Book of Rs. 75 for interest. I also find that a toeque for Rs 60 
which 1 had debited to Bank Account in my Books has been omitted to be banked. 

An entry of Rs. 300 of a payment by a customer direct into the Bank apnears in 
tljo Pass Book. 

Prepare a Reconciliation Statement. ^ 

(Overdraft as per Bank Pass Book Rs. 7,500.) 

RCcnncATiON OF EnnoRS. 


oI 


. you rectify the following errors discovered aft^v 

tl\c Trial Balance? , the preparation 

(1) An amount of Rs. 15 representing Cash Disemmt „ii j , 

on payment of his account stands debited to his arenimi' P- Atmoi-am 

shown in Uie Bkccunl Column against the pavmcnt entn* but is not 

(2) An Hem of Rs. 750 paid for the pujU,- 

to Cato Purchases Account from the Cash Book. Engine has been debited 

(3) An item of Rs. 200 for purchase of r- 

through the Purdiwcs Book. ‘ rurmture has been wrongly passed 

C4) An amount of Rs. 103-15-0 for a nr,.A-i , 

■ enlcttd tn the Sales Book has been wrongly although correctly 

<5) A credit purtoate of roods 

'5, S ,!• ^ 

to an account opened fa toefa ’n^e ^ 
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(6) A credit sale of Rs. 75 to C. Green duly entered in the Sales Book has 
been credited to C. Green’s account. 

(7) A credit purchase of goods for Rs. 9-6-0 from A. Arthur correctly entered in the 
Invoice Book has been wrongly posted as Rs. G-9-0 to tlie credit of A. Arthur’s accoimt. 8 

21. How would the following errors in the books of a business affect the accounts 
of the same? Show corrective Journal Entries. 

£ s, d, 

35' 9 G for goods sold, posted to the debit of charges. 

93 2 11 cash posted to the credit of W. Jones, a partner, instead of to W. Jones, 
a customer, 

15 3 6 posted to charges for the purchase of a safe. 

15 6 posted to debit of stationery, instead of to W. Smith in payment of 
his account. 

19 13 G for wages to worloncn for erecting the firm’s new machinery, charged 
to Wages Account. 

45 0 0 cost of repairing roof of a shed, charged to Buildings Account. 

(Chartered Accountants.) 9 

22. Hie boolrs of a private firm having been posted up to 31st December 1937, how 
would you correct the following errors which were subsequently found therein? viz.: — 

(1) An amount of £200, received from G. Thompson on 1st January 1938 had been 
entered in the Cash Book as having been received on 31st December 1937. 

(2) £15, paid for the purchase of a sporting gun for one of the partners, had been 
charged to General Expenses Account. 

(3) An addition in the Returns (Inwards) Day Book had been cast 10s. short. 

(4) 15s, appearing in the Discount Column on the credit side of the Cash Book, 
had not been posted to a personal account. 

(5) The analysis of Petty Cadi for one month had been omitted, the following 
being the items, viz. : Wages cheque overdrawn 19s. 9d. ; Postages and Telegrams, 
£12 10s,, General Expenses £24 13s. 4d., Stationery, etc., £3 10s, 

(G) A cheque for £20, drawn for Petty Cash and handed to the cashier, had 
not been posted to Petty Cash Account in the Ledger. 

(7) A cheque for £5 had been handed to A, Johnson in exchange for his for 
a like amount. The latter had been duly paid into the Banic, but returned dishonoured. 
The only entry in the Cash Book is the payment to Johnson. 

Prepare Journal entries for the adjustments where necessar y. 

__ — (Chartered Accountants.) 10 

23. The boolts of Messrs. Wm. Jones &-Co. were balanced on 31sl December 1933 
and a Profit and Loss Account and Balance Sheet prepared. The Profit for the year, as 
shown by these accounts amounted to £2,481 6s, 4d. The following mistakes had been 
made by the book-keeper during the year: — (a) A gas engine costing £450 had been 
debited to “Purchases Account” instead of to “Machinery and Plant Account”, (b) 
^ amount of £15 12.';. 8tZ., received as a final dividend in the estate of G. Smith the 
Balance of whose account had, in a previous year, been written off as a bad debt, was 
standing to the credit of a newly opened account imder the same name, and was included 
^ongst the “Sundry Creditors” in the Balance Sheet, (c) A cheque amounting to 
£10 4s. 8d., which had been returned dishonoured, was posted to the debit of “ Allowances 
Account” instead of the account of A. Brown, from whom it was received. • (d) Goods 
amounting to £52 Is. 4d. had been' returned by R. Robinson on 30th December 1933 and 
were taken into stock, but the entries recording the return were not passed through the 
nms books until 4th January 1934. What adjustments would be necessary to rectify 
these errors, and how would they affect the abovementioned profit? 

(London Chamber of Commerce.) 11 

24. In taking out a Trial Balance, a book-keeper finds that he is out Rs. 41-10-8 
excess debit. Being desirous of closing his books, ho places the difference to a newly 
opened Suspense Account which is carried forward. In die next period he discovers that 
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(a) a Credit item of Rs. 83-9-U has been debited to a Personal Account as Rs. 38-U-9 ; 

(b) a sum of Rs. 62-10-0 written off Fixtures as depreciation has not been 
Depreciation Account ; (c) Rs. 1,000 paid for Furniture purchased had been chargea t 
ordinary Purchase Account ; (d) a discmmt of Rs. 15-4-6 allowed to a customer has 
credited to him as Rs. 14-5-6 ; (e) the total of the Inward Returns has been added Kupee 
One short ; and (J) an item of Sale for Rs. 68 was posted as Rs. 86 in the Sales Acc 


Give the correcting entries, and prepare the Suspense Account. State also the 
ultimate effect of these correcting entries on the Profit and Loss Account. 

25. Point out the inaccuracies in the following Journal, giving your reasons 
make the necessary entries to correct the errors : — 


12 

and 


L.F. 


Messrs Mahomedally & Co., Ahmedabad 
To Sales 

(Being the price of 20 tons of Portland Cement “Hand 
Brand" at Ks 52 per ton, Free on Rail, Ahmedabad, 
less the amount of Railway Freight paid by them). 


Dr. 


RS. 

935 


p !' 

6 ! 


Railway Freight Account 

To Messrs. Mahomedally & Co., Ahmedabad 
(Being the amount of Railway freight paid by them on the 
abote). 


Dr. 


Sundries ... ... ... ... ... Dr. 

John Brown 
Travelling Expenses 
To John Brown’s Advance Account 
(Being the amount of Mr. John Brown's salary for the 
month of December deducted by him from the amount 
advanced to him and the amount of his travelling 
expenses as per account rendered by him). 


104 8 6 



600 

354 


104 8 6 


954 8 6 


Investments Account ... 

To Jamnadas Parbhudas 

(Being the cost of 3i per cenlGovernment Paper of (he face 
value of Rs. 10,000 bought through him at 
fx div. Accrued interest to date of purchase Ks.So-b-a, 
less income-tax Rs. 1-8-3 and Rs. 10 for brokerage). 


Dr. 


8,066 13 1 i, 


'18,066 13 1 


13 

20. On scrutinising the books of a Business House, the accountant of which had 
nitreed the Trial Balance, the following errors were detected:— 

(a) An Invoice received from Abdul Rehmnn for Rs. 550 was entor^,^ ,i u i 
as for Rs. 5r, only, (b) A bUl of 225 for old Furniture of the Business 
ram was entered in the Day (c) Bill reemved from Jaj-want for 

hUchtatry Rs. 150 and three table fans supplied for Rs. 299, was entered 
Book, (d) Rs. 1,500 paid for repairs done to the Budding wer^dehu ? 

Account, (c) Rs. SC® paid for Rent were debited to Landiord’sXcoun^^^ 4° 
to Dh.nnratn agr/inst our acceptance were debited to Shantaram’c 

to llirj) worth RS- 19, were debited to his account as Re inn Goods sold 

found Rwl discount of Rs. 40 allowed by John w.'is not nneioj it 

amorint of Rs. 23 for interest on Bank Overdraft was nri.,i-< 3 , - ® account and an 

,h. a„i„ „ Account. 

27. In clo-mg the books of Rooert Sawyer vn.i r j .e 
would you de.-vl wi* ihw tramaciiont wlica prepari^e thl. ^"‘iermcnlioned. How 
ended ..Isl December 1S34? (1) Fire annual accoimtc Tny 41,0 veer 

perim: the U-elvc month, to «0. pniron 3oai JuLo ^ 

but n-Jt \ci tirrv-n by them {31 R RqI,;.^' Salaries £lZs accriipd 4« a S'lr.d r 

i^L^ttlvancc in Ml setfiome^i for 

5 *4 
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amount consisted o£ Patent Rights, 6 years to run, purchased for £550 and renewal fees 
‘ 19M. £7 7s. (5) Tlirce years ego Robert Sawyer bought a milling machine 

lor £200 and depreciation at tlic rate of 10 per cent upon the diminishing balance has 
been written off each year. The same macliine, however, can now be bought for £120 
owing to improvement in the mtmufncturc. {London Chamber of Commerce.) 1.5 

28. A Trial Balance, at a given stock-t.aking, shows that tlie boolts are arithmetical^ 
accurate. The book-keeper has, however, by inadvertence or tlurough ignorance made 
the following postings: — 

(a) A Bill for .£85 received fronr a customer has been credited to Machinery and 
Plant Account, (b) Discounts of £54 allov/ed to customers have been debited to Reserve 
Account, (c) Repairs to engine and boiler, £130, and the cost of a new boiler £850, 
have been changed ag.ainst Machinorj' and Plant, (d) A sum of £500 for a three years' 
advertisement has been carried to Printing and Advertising. 

What errors of fact or principle has the book-keeper committed ? How would you 
propose to remedy them, and what will be their effect if unremedied? 

, (Incorporated Accountants.) IG 

20. The undermentioned errors were made by the counting house staff In the 
boolts of Messrs. Black and Brown during the year ended December 31, 1934. How would 
you adjust these errors, and how would they affect the Annual Accounts for that year? 
(a) On June 30, a htiildcr’s charge for the erection of a small shed, amounting to £198, 
was analysed in the Purchases Journal under the head of “Repairs" and posted to that 
account, (b) On July 1, a clicque for £18 2s. 4d. received from James Smith was dis- 
honoured and posted to “Allowances Account”, (c) On August 12, the total of the 
previous month’s wages was debited to “Manufacturing Wages Account". During the 
month some new maSiinery had been put down, and the firm’s own men had spent time 
thereon amounting to £141. (d) On December 28, goods to the value of £C4 wore returned 
by Francis WWte and taken into stock, but not entered in die books until 2nd January 1935. 

(Ropal Society of Arts.) 17 


ANALYTICAL PETTY CASH BOOK. 

30. From the undermentioned particulars, write out Petty Cash Book on the Imprest 
System and in analytical form, and explain tlio Double-Entry of this Book:— 

On 1st January, a cheque was drawn for Rs. 75 for Petty Cash. On 2nd January, 
stamps value Rs. 22-8 were bought, and carriage on goods sold was paid to the G.I.P. 
Railway Co. Rs. 5-10 ; paper and ink were purdiascd for Rs. 3-9, and carriage on goods 
Rs. 1-2 was paid to C. P. & Co. ; Rs. 11-4 was paid for cleaning. On 3rd January, Rs. 1-5 
Was paid in gratuities and annas 6 for string. On 4tli January, OlEce Staff had tea at 
a cost of Rs. 4-8, and carriage was paid to B, B. & C. I. Railway Rs. 3-7. On 5th January, 
a telegram was sent at a cost of Rs. 5-4 and on Gth January, sundry stationery was 
bought at a total cost of Rs. 10-9. 7th January was a Sunday. 

Close the Petty Cash Book, bring down the balance and show how tlie further 
imprest cheque received will appear. 18 
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On the debit side — 

1. Stock on hand at the commencement of the period. 

2. Total Purcliases made during the period, less value of Returns 
Outwards. 

3. Dix’ect (Charges, i.e., such expenses as add directly to the cost of the 
goods piu'chased, sucli as Freight, Duty, Clearing Charges, Dock Dues, Carri- 
age Inwards and Cartage. 


On the credit side — - 

1. Total Sales made during the period, less the value of Returns 
Inwards. 

2. Stock on hand at the end of the period. 

The excess of the credit total over the debit is called the Gross Profit, i.e., 
the excess realised on the sales over the purchase price of the goods sold, 
and is transferred to the Profit and Loss Account. 

The Trading Account of a Trader v.'ill appear as follows ; — 


FORM OF TRADING ACCOUNT. 


To Stock at commencement 
„ Purchases less Returns 
I) Freight, Duty, etc. 

I, Carnage Inwards 
Gross Profit transferred to 
Profit and Loss Account 



Rs. 


Rs. 



By Sales less Returns 




„ Stock at end 


Rs. 


Rs. 

„ . 


Advantages of Trading Account. — The advantages of a Trading Account 
tnay be summed up as under : — 

1. It shows the gross restolt arising from the buying and selling of goods. 

2. It enables a comparison to be made of the purchases, sales and stock 
of one period with sunilar items of the preceding period, and thus helps to 
detect die weak spots of the business. 

3. It pi’ovides means for the ascertainment of the ratio of gross profit to 
the turnover, in order to find out how far the anticipated results have been 
achieved, 

4. It affords a check on the percentages which the direct expenses 
bear to the gross profit. 


Comparative Scrutiny of Trading Account Figures.— A comparative 
scrutiny of the various figures embodied in the Trading Account with similar 
figures of the previous period would help those in management to maintain a 
firm grip on the details of the business and would equally enable them to 
draw conclusions which might prove of inestimable value. In any case, such 
^ comparison would inform them of the following points : — 

1- Whether there has been any increase or decrease in the ratio of gross 
profit to turnover, and if so, how such variation can be accounted for. If the 
results disclose a steady decrease in the ratio of the gross profit from period 
fo period, it would signify an undesirable state of affairs and wmuld naturally 
call for urgent and drastic remedies. 
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2. To what oxtent the* ptock has hocn fluettmUnR nnd *,vhcUJCr 5 ’Jch slock 
Ls mnintained Avithin IcRtlimatt* lUnit-S. 

3. 'Whethor the huy’mi; hns been Jutlicioiip. 

4. How far tlic sales are on the ineroase or iithenvlse, 

5. TOielhor there has been any tljoft or JcakfiRO of Roods. 

Percentage of Gross Profit on Titmover or Oulput. — j>er!:enUi;tes ^ 
gross and net profits on the total turnover each yc.'ir may Ik* a‘,''<Tt,’'incd thU- . 


Turnover; 100 : : Gross Pi-ofitr: 


Turnover ; 100 : 


Net Profit : 


Gross Profit 100 
' Turnover 
Nct^Profit X 100 
Turnover 


The tenn ^‘Turnover” is used by Trading Concerns to represent tbci 
Net Sales, e.g,, Sales less Returns Inwards, v/bcrcas tbc term “ Output 
used by Manufacturing Concerns to represent the quantity of products mau • 
factured during any slated period. It is also used by coal and other mine 
and quarries to indicate the quantity of material extract od duilng any paru* 
cular period. 

There are concerns which, far from being satisfied by a mere comparison 
of the percentage of gross and net profits on tbc turnover of each year wid 
similar percentages earned in the preceding year or j oars, extend this principk 
of comparative results to each and cA'cry item of the Trading Account. Ir 
order to enable this to be done, an additional column on cither side of lb( 
Trading Account is inserted, and the percentage that each item boars to tla 
sales is sot out against it. Further additional columns may be added on eithc) 
side to show similar percentages of one or more preceding years as desired 
Hardly any trading business can bo imagined where the mnnagemcnl 
may not benefit by such a comparative scrutiny of figures. In a manufac 
turing concern, however, where so many diverse factors enter into Uic 
cost of production and where there are constant fluctuations in the 
price of material, labour, etc., the enormous advantage of Percentage Trading 
and Manufacturing Accounts would he still more felt. Tin's principle oi 
comparative results may also be usefully extended to the Profit and Lo'^s 
Account, in order to ascertain how the various expenses of administraUon and 
distribution are effected by the volume of tlie sales. 


COIiIPARATIVE TRADING ACCOUNT. 


To Stock at com- 
mencement . 

„ ‘Porchases . , 
less Returns . 

„ CarriaRe Inwarus 
„ Duty & Clearing 
„ Gross Profit 
tran*-ferred to i 
Profit and Loss I 
Account 

Rs. 


1938 

1939 

1940 

• Rs. 




7,500 



47% 

1.33% 

5% 

15,600 

400 

1,500 

• 


46 67% 

14,000 

! 1 

100% 

39,000 


Returns 

** Slock at close 


iSSS’insg; 


1910 


100 % 




Rs. 

30,000 

9,000 



OpenW 
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Incrcjisc in Percentage of Gross Profit. — ^Any one or more of the following 
causes may account for an abnormal increase in the ratio of gross profit to 
the turnover : — 

- (a) Tlie stock might have been over-valued due to a different basis of 

valuation havdng been adopted or due to errors in inventories. 

(b) The purchase price during tlie period having remained constant, the 
sale price may have been enhanced ; or the sale price having remained con- 
stant, the purchases may have been effected at cheaper rates. 

(c) Goods may have been token in slock, but the corresponding pur- 
chase invoices may not have been entered. 

(d) Goods entered as sold but not delivered may have been inadver- 
tently included in stock. 

(c) Some sales may have been entered twice. 

Decrease in Percentage of Gross Profit. — An unusual decrease in the ratio 
of gross profit may be accounted for hy one or more of the following 
reasons : — 

(a) Stock may have been under-valued. 

(b) Whereas the sale price of the goods dealt in may have remained the 
same as in the previous year, the purchase price may have gone up ; or the 
sale price having gone down, the purchase price may have remained the same. 

(c) There might have been pilferings of stock. 

(d) Some purchases might have been entered twice. 

(e) Goods entered as bought may not have been received, and thus not 
included in stock. 

(f) Some sales money may have been misappropriated and the sales not 

accounted for. . , 

(g) Goods sold and actually delivered may not have been entered m the 
Sales Book due to inadvertence. 


The following points need to be most carefully noted: 

Purchases. — ^This item .should include cash as also credit purchases of all 
goods bought for re-sale during the trading period. The gross purchases will 
appear in the inner column, and the net amount after deduction or Returns 
Outwards in the outer column of the Trading Account It is inco^ect to 
show Returns Outwards on the credit side of the Trading Account. 

It should be seen that all goods entered in the Purchases Book and 
remaining unsold are included in the Closing Stock. , , 

Sometimes, invoices are received in advance of goods, and if the coi-res- 
ponding goods have not arrived before the close of the trying ’ 

neither should such Invoices be entered in the Purchases Book nor should 
the goods be taken in Closing Stock. Where, ho>vever the P^Ff 

are in course of transit, it is necessary to bring these into account W 
Goods-in-Transit Account and crediting the Supplier s Account, forme 
account wiU appear as an asset in the Balance Sheet and the latter account 

will represent the liability incurred. . , i i j j 

A point of equal importance is to see that all goods received and include 
in the stock are duly entered up in the Purchases Book. 

In a manufacturing concern, the item Purchases would represm 
materials purchased for the purposes of manufacture, and partly Imistied 
products or finished goods, if purchased. 

Purchases of goods by the trader for bis personal use should be charged 
to bis Drawings Account. * . > ’ 
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Purclaases relating to Plant, Fixtures and other assets not for resale 
should he debited to &e asset account in question. , 

Purchases of Stationerj' or Advertising Matter should be debited to t 
relative accounts. 

Goods received on consignment should not be entered in the Purchases 
Book, but should be specifically treated as explained in the Consignme 
Chapter. 

Sales. — This item should include all cash and_ credit sales o£ goods efiecteS 
dtiring the period. The gross sales should appear in the inner column, an 
the net figure after deduction of Returns Inwards in the outer column on 
credit side of the Trading Account. It is incorrect to show Retums Inwartis 
on the debit side of the Trading Account. 

In regard to the entries in the Sales Book a fev; days before the dose o 
the financial period, it should he seen that the corresponding goods have been 
taken out of the hulk and delivered. In any case, goods entered as soJa 
should not he treated as forming part of the Closing Stock. 

Amount realised on the sale of an asset should be credited to the asset 
account in question and not the Sales Account. 

Goods sold by the trader as a consignee should not be included^ in the 
sales, hut should he credited to the Consignor’s Account, as explained in 
the Consignment Chapter. 

Goods sent out on Sale or Return, i.e., on approval, sbolTld be treated 
as Sales only when approved by the Customers. (^ee'CIbapter on Sale or 
Return.) 

Goods sold on Hire Purchase or Instalment System would need to be 
specifically treated. (Sec Chapter on Hire Purchase.) 

Freight— Freight inwards, i.e., freight paid on goods bought is included 
in the Trading Account; Freight outwards, i.e., paid on goods sold is shown 
in the Profit and. Loss Accoxmt. 


Freight paid on the purchase of Plant, Machinery, Fumitui'e or any 
other fixed asset should be charged to such as.set account, as it would add 
to the purchase price of the asset in question. 

Carriage. — Carriage inwards appears in the Trading Account and Carri- 
age outv.'aTds in the Profit and Loss Account. In working out exercises 
when the item Carriage appears in the Trial Balance, and it is not snecificallv 
mentioned to be _mv.^rd or outivard, it may safely be assumed to be inward 
and may be debited to Tradmg Account. 


Carriage or Cartage Inwards paid on the purchase of 
Office Furniture or any other asset not for re-sale should ho A v!’ 
asset account, and not to Carriage or Cartage A£ou7t ^ ^ ^ 

Discounts. — ^Trade Discounts on purchasec . , , , j 

from purchases or sales in preparing the Tradinsr 
Discount must appear in the Profit and Loss Accounf^'^Tt 
hie to show the items of Discount allowed -.nd ^ x “ ahvays advisa- 
on the debit and credit sides of the Profif md t received separately 

loss as well as the gain, under this head ® Account, in order that the 

'n t distinctly seen. 

Duty and Dock Charges. — ^Tf thoco i ^ ^ 

the Trading Account. If paid on the aor. • Purchases, they appear in 

t,;, 4_ XL- luc acquisition of " ^ ’ ■ 


ebarfrod to the awef account 


in question. 


■ a fixed asset, they should 
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Packing Materials and Charges. — When goods have been packed in a 
special way to comply with order, or when special packing is required before 
the goods can be considered ready for sale, these would be charged to Trading 
Account. In all other ordinary cases, these should go in the Profit and Loss 
Account. 

Consumable Stores. — ^This item occurs in manufacturing concerns and 
needs a little explanation. Consumable Stores Account is debited with 
purchases of ei^he-oil, cotton-waste, tallow and any other stores as would 
be consumedyin the course of manufacturing. From time to time, as these 
stores are consumed, Journal entries are passed debiting Stores Consumed 
Account and crediting Consumable Stores Account. At the time of balanc- 
ing, the debit balance of the latter account would mean the stock of these 
stores on hand, and would, therefore, appear in the Balance _ Sheet, and 
Stores Consumed Account would be closed by transfer to the Trading Account 
or preferably to the Manufacturing Account, if one is prepared. 

Closing Stock. — ^The item of closing stock does not appear in the books 
and is therefore not included in the Trial Balance. In order, however, to 
ascertain the true results of trading at the end of any financial period, the 
trad^V has to take stock of the goods unsold and bring it into account after 
valuing it properly. The entrj? for so doing is to debit “ Stock-in-trade 
Account” and credit the Trading Account. 

It should be cleai’ly understood that only the goods remaining unsold at 
the end of the financial period and which are the property of the trader 
should be treated as closing stock. Thus, goods received by him to be sold 
on consignment or on sale or return do not form part of his closing stock. 

Stock of Stationery or Advertising Matter, if any, should not be mixed 
up with the Stock-in-trade but should be shown separately as an asset under 
its distinct heading. Further, such stock should be valued on a luost cons^- 
vative basis, and only that portion of the stock as is serviceable should be 
brought into value.’ 


manufacturing account. 

A Manufacturing Account is prepared in a manufacturing business quite 
distinct from the Trading Account in order that whereas the Mmufactunng 
Account may serve to indicate the results of the Manufacturmg Departnent, 
the Trading Account may help to reflect the results achieved by the Selling 
Department. , 

As to what items should appear on the debit and credit sidp 
Manufacturing Account would depend upon the mformation that is sought 
to be obtained therefrom. With some manufacturers a Manufacturing 
Account is dra%vn up solely for the purpose of arriving at fee actual Lo.t oj 
Production of the goods manufactured durmg a given period. With others, 
a Manufacturing Account is prepared with the o^ect of findm^ out wha 
profit, if any, has been made by the Manufacturing Department. In any case 
where separate Manufacturing and Trading Accounts are prepared whereas 
the Manufacturing Account would deal ivith raw materials partly manu- 
factured goods and manufacturing expenses, the Trading Account would 
necessarily deal with Finished Goods only. 

, Combined Trading and Manufacturing Accoxmt.— There are small mmu- 
facturing businesses which prepare a combined Manufacturmg and Trading 
Account. Such an account would naturally include all items dealing vuth 
the manufacturing costs and the .sales, but will fail to indicate the actual 
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profit made by the Mamifacturing Department as distinct from the trading 
results. The resultant gross profit as ascertained by this combined account 
would thus include the .profit made from manufacturing as also the gross 
profit on sales. 

For examination purposes, where separate Manufacturing and Tradi^ 
Accoimts are not required, the student would do well to prepare a combined 
account. On the debit side of this account would be shown the OpeninS 
Stock of Raw Materials, Work-in-Progress and Manufactured Goods, Pur- 
chases of Raw Materials and Direct Charges thereon, as also aU the Factory 
Expenses. Against these would be set off the Sales and the Closing Stock 
of Raw Materials, Work-in-Progress and Manufactured Goods, on the credit 
side. The difference would then represent the Gross Profit on Sales including 
the manufacturing profit. 


COlkIBINED MANUFACTURING AND TRADING ACCOUNT. 


To Stock at commencement: — 
Manufactured Goods 
Work-in-Progress 
Raw Materials 

„ Purchase of Raw Materials 
Less Returns 


Rs. 


Ks. 


Carriage Inwards 
, Wages 

, Factory Lighting 
, Motive Power 
, Factory Rent and Taxes 
, Factory Insurance 
„ Coal and Coke 
„ Water 

„ Oil and Tallow 
„ Belting 

„ Sundry Manufacturing Expenses 
„ Repairs to Factory Building 
„ Repairs to Plant 
., Depreciation on Factory Building 
„ Depreciation on Plant 
„ Grnts Prnfil ittclu'lwg Prrfil on 
Mannfatlurc transferred to 
Profit and Loss Account 


Rs. 


Rs. 

By Sales 

Less Returns ' 

Stock at end : — 

Manufactured Goods 

Work-in-Progress 

Raw Materials 


Rs. 


Rs. 


Manufacturing Account sltoi^ 

facturing Account is compiled ivith a view to asporto-T'+t, Manu- 

turing cost of the articles produced, there wouLl^ actual manufac- 
tho Opening Stock of Raw Materials and Good<! 

Purchases of Raw Materials and Carriage or Part of Manufacture, 

Wages and all other expenses relating to tha fa fbereon, Manufacturing 
be set off, on the credit side, the Closing Stont af ,'^3ainst these would 
m-Proccss of Manufacture at actual cost Materials and Goods- 

neither profit nor loss, and the balance' rarf.! would then show 

proclucUon of the Finished Goods, wouW la actual cost of 

Account. ’ he transferred to the Trading 


the 


Tnc TVading Account in iLia _ 

Fmirhcd Goods ascertained as SlVe ° ot 

debit side of this account, 
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there Avould also appear the Opening Stock of Finished Goods, the outside 
Purchases of Finished Goods, if any, and the direct charges thereon. On the 
credit side would be shown the Sales and the Closing Stock of Finished Goods. 
The difference between the two sides of Trading Account, in this case, would 
indicate the gross profit inclusive of the profit, if any, made by the Manu- 
facturing Department. 

Where the Manufacturing Accoimt is prepared with the object of show- 
ing the Cost of Production, the Gross Profit as disclosed by the Trading 
Account would include manufacturing profit as also the gross profit on sales. 

MANUFACTURING ACCOUNT. 

(Showing Cost of Production). 


To Stock at commencement: — 

Raw Materials 

Partly Manufactured Goods .... 
Purchase of Raw Materials 
Less Returns 

„ Carriage Inwards on Raw 
- Materials 

„ Direct Wages (Productive) 

I, Factory Expenses: — 

Rent and Taxes 
Lighting and Heating 
* Motive Power 
Coal and Coke 
Factory In‘-urance 
Indirect Wages 
(Non-productive) 

Repairs to Plant and Factory 
Building 

Depreciation on Plant 
Depreciation on Factory 
Building 


Rs. 


Kb. 

Ks. 


By Stock at end :— 


Raw Materials 

•• 

Partly Manufactured Goods ...... 


„ Cost of Produciion during the 



period transferred to Trading 

.» ••• 

Account 


Rs. 


Rs. 


TRADING ACCOUNT. 

(Showing Gross ProBt inclusive of Profit on Production). 


T o 

To S^ck of Finished Products at 
, Commencement 
„ Cost of Production transferred 
/rom Manufacturing Account 

>1 Purchase of Finished Products 

iieturns ...... 

» carriage Inwards thereon 
» Oross Profit transferred to 

Profit and Loss Account 

Ks. 

Ks. 

By Sales 

Less Returns 

Stock at end 

Ks. 



Finished Products 


Rs. 


Rs. 







— 


Manufactiuring Account showing Manufacturing Profit— In a large 
manufacturing concern where so many varied factors enter into the cost of 
■production of the articles manufactured, it is highly desirable that the 
proprietors should be able to see for themselves as to what profit is made by 
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their Manufacturing Department apart irom the profit earned hy es 

Department. This is necessary in order to ascertain whether the 
factixring Department has justified its existence, for, it need hardly be 
mentioned that it would he no use continuing with this department if it i- 
found that the goods cannot he produced at a profit, i.e., at anything less thaii 
their current trade price. The current price, in this case, would mean the 
price at which similar articles can he bought from other manufacturers. 

When a Manufacturing Account is prepared with a view to find ou 
profit or loss on manufacturing, all the items on the debit side of this Account 
would be shown in just the same maimer as described in the immediate 
preceding illustration. On the credit side also v/ill be shown -the Closing 
Stock of Raw Materials and Work-in-Progress (the same as in the previous 
case) . In this case, however, instead of the difference between the two sides 
being shown as a balance representing the Cost of Production of Finished 
Goods, tlie Finished Products during the j’ear would be vahied at the Current 
Trade Price and the amount thus arrived at will be debited to the Trading 
Account and credited to tlie Manufacturing Account. The Manufacturing 
Account will now serve to indicate the profit or loss on manufacturing, and 
ihe difference on this account will he transferred to the Profit and Loss 
Account, Tins will close the Manufacturing Account. 

The Trading Account, in this case will stand charged with the Trading 
Price of tlie Finished Products for tiie purpose of sale. The result thus 
indicated by the Trading Account, after the other usual debits and credits 
!,re given, W'ould signify the true gross profit made by the Trading Department. 

Where the Manufacturing Account is prepared with the object of showing 
the profit mrdc on Manufacturing, the Gross Profit as disdosed by the 
Trading Account would indicate the gross profit on sales. 

T.IANUFACTURirtG ACCOUNT. 

(Showing Profit on Manutneturing) 

•- - - - 

To Sio'h st covraencement : — , 

Raw M u-jrials 1 

Parslj .Minjfac'.ured Goods j 

!( 

„ Purchs'^e of Raw Materials , 

RcfUiOb . 

» 

CsfrUge SowartW on Raw Materials n 
„ Direct W ig-a tProdoctive) 

., tacs >ry if 

Re-t and Tases j. 

I.if.h'inp and IJeating ...... j 

Puf er 

Ct>jl and C„Vc ' 

Vazin’y lo'tjtatvre 

Ir i»re« Wsge^ iNoa-pro- 

durtivrt ...... 

i'erairr t!v Want b~J 

tty n It* lirg 

Stct'rvtiti tri . ') 5'nnt ..... 

„ rn 

ft Tr ei*,d 

u 


Rt. 


By Stock at end 
Raw Materials 
Partly Manufactured Goeds., 

Trade Price of Pimshed Pro- 
ducts transferred to 7 rading 
Account 


1 

Rf. r 
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TRADING ACCOUNT. 
(Showing Gross Profit on Sales). 


hs. 

Ks. 


Ks 

1 Ks. 

To Stock of Finished Products 


By Sales 

». >•« 

1 

at commencement 


Less Returns 


j 

„ Manufacturing Account: — 

Transfer of Trade Trice of 
Finished Products 

„ Purchase of Finished Products 

Less Returns 

„ Carriage Inwards thereon 
„ Gross Profit on Sales transferred 
to Profit and Loss Account 

Rs. 

1 

„ Stock at end :~ 

Finished Products 

1 

1 

Rs. 

! .... 

1 

t 

U 



i 

1 


( 

. . - - - — — 




Raw Materials and Stores. — ^In a manufacturing concern, this item would 
denote purchases of’ raw materials and stores and will appear on the debit 
of the Manufactm'ing Account. Freight, Carriage or Cartage and Dock 
Charges, if any, on the purchase of raw materials must also be shown in the 
Manufactiiring Account. 

As raw materials and stores are held by a manufactui’ing concern not 
for the purpose of re-sale in their original condition, but to be utilised in the 
process of manufactiire, the basis of valuation usually adopted is the cost 
price. The cost price for this purpose would be the net invoice price plus 
freight, duty, carriage inwards, etc. Under ordinary circumstance, even if 
the market price has fallen belov/ cost, the value of raw materials and stores 
in stock need not he brought down to that level. When, however, the fall iu 
market price is appreciably heavy so as to affect the selling price of the 
manufactured products, it would be desirable to value these at market price. 

Materials Consumed. — ^This item generally appears on the debit of the 
Manufacturing Account. If is arrived at by taking the figure of opening 
stock of raw materials, adding thereto the purchases during the period and 
deducting from the total the closing stock of raw materials. 

Productive W^ages. — In the absence of any information to the contrary, 
the item of Wages (in a manufacturing concern) would always mean manu- 
facturing wages and would find its place in the Manufacturing Account. In 
case of a trading concern, the item would appear in the Profit and Loss 
Account. 

Wages, if any, due to the end of the financial period and not paid should 
he brought into account as an outstanding liability. 

Wages paid to workmen who may have been employed in manufacturing 
loose tools or plant, or on erection of plant, or in making extensions to works 
premises, are allowed to be capitalised and should he charged to the asset 
‘Account in question. 

Non-Productivo Wages arc the wages of shop cleaners, repairers, night 
'vatchmen, carmen, store-keepers, etc. Such wages are debited to the 
Manufacturing Account under the suh-head Factory Expenses. 

Work-in-Progress.— In a manufacturing concern, the item ‘Work-in- 
Progres.s’ would mean goods in process of manufacture, whereas in 
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case of a contractor tJie same expression would mean work partly exc 
kut not completed. Wkero a separate ManxifncturinR Account propa i 
Work-in-Progress at commencement will appear on tlic debit, . 

end of die financial period udll appear on the credit side of tlie Manula 
ing Account. Great care should be taken in valuing Work-in-Progress, 
basis of valuation considered as .sound and correct and the one tna - 
generally followed in practice is the cost of raw materials and direct wag - 
plus a reasonable proportion of works onco.st, i.c., manufacturing expenses. 

Finished Products. — ^The basis for die valuation of Finished 
should he die actual Factory Cost as in case of partly fmi.shed goods. 1 ^ 
always sound and prudent not to add any percentage in rc.spoct of 
oncost. An important point to bo borne in mind while valuing finished an 
partly finished products is that if die actual cost of thc.se exceeds mei 
market price, the market price should he the hnsi.s of valuation and not tiie 
cost price. 

Wliere a Manufactmang Account is prepared quite distinct from the 
Ti'ading Account, the opening and closing stocks of Finished Products wn 
appear on the debit and credit sides of the Trading Account and not in the 
Manufacturing Account, as the latter account is sttpposed to deal v/ith Raw 
Materials and work in process of manufacture, and the Trading Account 
with Finished Products. 

Royalties. — ^In a manufacturing concern, this item would signify amounts 
paid to the patentees for the right to use their patents in connection with 
manufacturing processes. In a publishing business, die same item would 
mean amounts paid to authors for the right to print, publish and sell their 
works. In a mining business, this item signifies amounts paid to the lessor 
by the lessee of a mine for the right to work the mine. 

Where a separate Manufacturing or Woridng Account is prepared, this 
item would be charged to such an account, but in the absence of such an 
account, the amount would appear as a debit in the Trading Account. 

Manufactiudng Expenses or Factory Charges. — ^Under this head are 
generally included all the various expenses which have a direct bearing on 
the running of the factory or works, such as Factory Rent, Factory Insurance, 
Motive Power, Engine-room Stores, Non-productive Wages, Factorv Liehtine! 
Repairs of Plant, Depreciation on Plant, etc. 

Where a separate Manufacturing Account is prepared, all such exnenses 
Avill he charged thereto, otherwise they will he charged to the SdS 


WUKtt-IlNV. AV.tJUUiVTS, 

There are industrial and other undertakings of u 

non-productive type,' the peculiar nature of whose ^ 

preparation of a statement styled “Working Accoi.n+»^^ necessitates 1 
ascertain their periodical gross profit. In indnci • i suable them 
newspapers, mines, plantations, etc., this Wnrlri,,., enterprises such 
a Manufacturing Account, whereas in non-omd, ® takes the place 

etc.-, it closely resembles a Trading Aopr„',«+ concerns such as hote 

do well to carefully study the follotvinv fmV, • student would, howev^ 
enable him to form an intelliffoni of Working Accoui 

differs from a Trading or a ^ranufa£S,VAeco°4t‘’"' ^ Working Accou 
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WORKING ACCOUNT OF NEWSPAPERS. 


To Material Consumed ; 
Paper 
Ink 

Sundry Stores 

.. V>’age'5;-~ 
Co-npositorh 
Machining 

„ Salaries :~ 

Editors 

Reporters! 

Proof Keadent 
Works Siaf? 


Ra. II Rs. 

It 

d 


*’ T'ttd to Contributors 

Newa Atsency Telegrams, 

Rent and l.lghting 
», Insurance id Works 
i> Fuel and Mt tis’c i’owcr 
<> Repairs and Reptacenienl 
„ Deptcciaticn of Machinery, Types 
Stereos, etc. 

» Bal.ancc being Gross Profit carried 
to Profit and Loss Account 


By Sales 
Cash 

Through Agents 
Stibscnbers 

„ Advertisements: — 
Shorts 

Under Contracts 
Casus! 


Job Printing 

„ Sale of Waste Paper & Materials 


WORKING ACCOUNT OF QUARRIES. 


To Stock at commencement 
» Wages;—' 

Quarry 
1 ran<-port 
Sawing, etc. 

Masons 


Royalties 

Tools and General Stores 
Coal, Oil. etc. 

Sand and Water 
Cartage and Hursekeep 
Motive Power 
Upkeep of Motor Vans 
Repairs to Plant 

to'Motor Vans, etc. 
Depreciation 
General Charges 

Gross Profit carried to Profit and 
Loss Account 


ByS.alcs 

Less Returns & Allowances,. 
„ Stock at end 


Rs. 
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WORKING ACCOUNT OF PLANTATIONS. 


To Plantation Wages : — 
Planting 
Manulactuting 
General Cutting 
„ Planting & Manufacturing 
Expenses 

„ Plantation Salaries 
„ Labour Expenses: — 

For Recruiting Labour 
Passage Money 
Hospital Expenses 


Ks. 


Loss Advances to Workmen .... 


Transport Expenses 
Motor and Stable Expenses . 

, Loss of Live Stock 
, Commission on crop to Managers 
, Commission on Sale of Crops 
. Repairs and Replacements 
, Depreciation: — 

Building, etc. 

Plant 

Loose Tools 

Motor Vans, etc. ..... 

Launches and Barges .... 

„ Balance being Gross Profit 
earned to Profit & Loss A/c. 


Ks. 


By Sale Proceeds of Produce 


Rs. 


WORKING ACCOUNT OP HOTELS. 


To Consumption of : — 

Meat, Fish and Poultry 
Grocenes and Provisions 
Wines and “Spirits 
Cigars and Cigarette,s 
General Stores 


Ks. i| Rs. 


.. Wages and Salaries 
„ Printing, Stationery and 
Periodicals 

„ Licence and Telephone 
„ Laundry Expenses 
„ Gas, Electnctty and Fuel 
„ Llvcrie.s 

„ Rent and Insurance 
„ Motor and Garage Expenses 
„ General Expenies 
„ Repairs and Maintenance 
Depreciation on : — 

Premises 

Furniture and Fittings 
Gla*:* and China 
Cutlery and Plate 
Bed and Table Linen 
Motors and Vehicles 
Pectfic installation 
,t Balance being Gross Profit 
earned to Profit A/c. 


By Apartments 
I, Meals to Customers 
Casual Meals 
.. Attendance and Bath 
" Provisions 

It Wines and Spirits 
I. Cigars and Cigarettes 
It Bar Receipts 
I. Billiard Room Receipts 
I. Garage Receipts 
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WORKING ACCOUNT OF CINEMA THEATRES. 


#» 




To Purchase ol Films 
,, Rent of Films 
t Orchestra Expenses 
I, Theatre Staff Salaries 
„ Staff Liveries 
» Advertising 
Electric Current 
.> Theatre Rent and Insurance 
t, Sundry Worlting Expense*: 

•• Repairs and Renewals 
» Depreciation 

Films 

Operating Machines 

Electric In'-tallation 

Sitting Accommcdation 

Balance being Gross Prt fit carried 
to Profit and Loss Account 


Rs. (I 


Ks. 


Bv Takings 

Less Entertainment Tax 

„ Sate of Films 
„ Hire of Films 

Advertising Receipts 


Ka. 


Rs 


WORKING ACCOUNT OF AN ELECTRIC LIGHT & POWER COMPt^. 
(Electricity Supply Branch.) 


To Distribution of Electricity i 
Con of Energy purchuted in Bulk 
Repairs and Maintenance — 

Salaries and Wages 

Materials 

Other Expenses - 

Sundries | 

•I Sales Service ; — 

Consumers and Service Dept. — 
Salaries and Wages 
Propaganda and Deve- 
lopment Work, etc, 

» Maintenance of Meters ■••••• 

Installation & Sales Expenses 

Showroom Purchases ^ 

>1 Public Lighting.— 

Attendance & Maintenance- 

Salaries and Wages 

Materials 

Other Expenses 

>. Rent, Rates and Taxes 
.. Management (Salaries) 

1. Retirement Gratuities to 
ex-Employees 

» Administration Charges : — 

Postage, Cablegram', Sta- 
tionery, Upkeep of Office 
and General Miscellaneous 
1. Legal Expenses 
„ Insurance 

I, Bad Debts 

Less Recoveries 
>, Depreciation 
I. Gross Profit carried to 
Revenue Account 

Rs, 


Rs. || Rs 

By Sale of Current per Meter i| 

Less Discount for prompt | 

payment of Energy bills j 


„ Sale of Current under 
Contract 

Less Discount for prompt 
payment of Energy bills 


„ Sale of Current to Trans- 
portation Branch I .. .. 

„ Sales Service : — i 

Hire of Meiers, etc , and | 

Reconnection Fees 

Showroom Sales j 

„ Sundry Receipts ] .. .. 

„ Rent Receivable : — j 

Officer’s Quarters and other • 

premises let at rental 

Less Repair!!, Rents, Rates, 

Taxes, etc. 
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•WORKING ACCOUNT OF AN ELECTRIC LIGHT & POWER COMPANY--(Coi't<J'' 


(Transportation Branch — Trams and Omnibuses.) 


Rs. I Rs. 


To Power Expenses (cost of 
Current from Electricity 
Supply Branch) 

„ Traffic Salaries and Wages 
„ Traffic and other Runniog 
Expenses 

„ Repairs and Maintenance 
Salaries and Wages 
Materials 
Other Expenses 


„ Track Rents 
„ Rent, Rates and Taxes 
„ Management (Salaries) 

„ Retirement Gratuities to ex- 
Employees 

„ Administratton Charges; — 
Postage. Cablegrams, 
Stationery, Printing. 'Upkeep 
of Office, General Miscella- 
neous, etc. 

„ Legal Expenses 
„ Insurance 

„ Depreciation of Roiling Stock, etc. 


, Gross Profit carried to Revenue 
Account 


Rs. 


By Traffic Receipts 

„ Advertising Receipts 

Less Costot Plates, Printing, 
Canvassing Agents' 
Commission, etp. 



„ Sundry Receipts 

„ Rent Receivable— Officers' 
and Employees' Quarters 
let at rental 

Less Repairs, Rents, Rates, 
Taxes, etc. 


Rs, 


Dr. 


WORKING ACCOUNT 'OF A SHIPPING COMPANY. 


Cr. 


To Navigation Expenses: — 

Coal, Oil and Water, Towage, 
Pilotage, etc. 

„ Hire of Chartered Steamers 
„ Pay of Officers and Crew ... 

„ Provisions ot Passengers, Officers 
and Crew 

„ Suez Canal Dues „• 

„ Mantle Dues, Customs, etc, 

„ Ships’ Repairs, Stores and General 
Maintenance Charges 
„ Insurance Charges and General 
Average Claims ... 

„ Brokerage, Agency Fees, etc. 

„ Miscellaneous Expenses ... 

„ Damages. Claims.and Law Charges... 
„ Expenses of Steamers laid up 
„ Quarantine Charges 
„ Underwriters' Commission 
„ Depreciation of Fleet, etc. 

Gross Profit (transferred to Reve 
nuo Account) 


By Passage Money 
" and Miscellaneous 

Services 

„ Government Contract for Postal' 
Services 

„ Miscellaneous Receipts ' ^ 


Rs. 


Rs. 
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MATTERS PRIOR TO PREPARATION OF FINAL ACCOLTNTS. 


After the Ti*ial Balance has been 
Irading and Profit and Loss Account, 
have to he dealt with and adjusted: — 


agreed and prior to preparing the 
the following important matters will 


1. The value of Stock on hand and Work-in-Progress at the end of the 
financial period will have to be properly ascertained. 

2. All Bad Debts must be written off. 

3. A proper provision should be made in respect of Doubtful Debts. 

4. A fair amount should be written off by way of Depreciation on assets, 
such as plant, machinery, furniture, fittings, etc. 

5. All Outstanding Liabilities should be brought into account. 

G. Any Payments made in Advance should be properly apportioned. 

7. Any Accrued Income, relating to the period and not received, should 
be brought into account. 

' 8. Any income received in advance will have to be adjusted. 

9. Provision should be made for Discounts to be allowed to Debtors 
and those to be received from the Creditors. 

10, Interest on Capital and Drawings, if the same is to be calculated, 
should be adjusted. 

I All these various adjustments will have to be made by means of 
' lotuTial entries. — < 


VALUATION OF STOCK-IN-TRADE. 

As the figure of Closing Stock would materially affect the trading results, 
it becomes necessary to see that the greatest possible care and tiouble 
are taken to include tliis item at a fair and coiTect value. For this reason, 
iiwentories of unsold goods on hand at the close of each trading penoa 
should be most carefully prepared under the strict supervision of some 
responsible person. All quantities as entered on the Stock Sheets and the 
rates should bo re-checked by some competent and reliable persons. Even 
the extensions and calculations made by one' set of clerks should be checked 
by some other independent assistants. 

Tlie basis of valuation generally adopted is the actual cost prmc. If, 
however, any part of the stock is damaged or shop-soiled or has become 
obsolete or unsaleable, due allowance will have to be made for such deprecia- 
tion in value, JQnsold stock should never be valued at selling 
price exceeds tbe cost price. If the goods unsold are valued at selling price, 
the result would be to anticipate a profit upon them which rnaj” or may not 
bo realised: In other words, the profit on goods should only be bi ought into 
account when they are actually sold and delivered. If, however, the market 
price is less than the cost price, then a loss has evidently been incurred, since 
the goods can only be sold at a loss, and under such a circumstance, they 
should be valued at tlie market price. 

Tlie student will bear in mind the fact that the figure of closing stock 
has to be shown on the credit side of the Trading Account in order to 
ascertain the gross profit, and will then understand how any over-valuation 
or under-valuation of this item will show results at once misleading and 
false. 
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The following principles may be laid down as sound in deter min ing the 
value of the stock of unsold goods on hand, viz. : — 

1. Profit on goods is deemed to have been earned only when the goods 
are actually sold; 

2. No profit should be anticipated and taken credit for imtil it is earned ; 

3. If there is any chance of a loss likely to arise, the same must imme- 
diately be provided for ; and in view of the above rules, it follows that 

4. The stock of unsold goods should always be valued at cost price or 
market price, whichever is the lower. 

An exception to the above general rule in regard to stock valuation is 
to be found in the case of Wine and Timber Trades where the stocks appreciate 
in value from year to year due to their maturing in quality. In such a circum- 
stance, it is permissible to add a reasonable percentage to the original cost at 
periodical intervals to cover the burden in respect of interest on the portion 
of capital thus locked up. In no case, however, should such value exceed the 
then market value of similar class of goods. 

An important point in connection with stock valuation is that the basis 
of valutttion adopted from year to year must be consistent in order to afford 
material for reliable comparisons of trading results. 


FINAL ADJUSTMENTS. 

Entry for bringing Closing Stock into Accoimt. — ^After the value of the 
Closing Stock has been ascertained, a Journal entry will be passed debiting 
Stock Accoimt and crediting the Trading Account. The debit balance of 
Stock Account will appear as an asset in the Balance Sheet. 

Bad Debts. — ^Debts that are definitely irrecoverable are called Bad Debts, 
and being losses, must be written off as such. The entry to write off Bad 
Debts is to debit Bad Debts Account and to credit the Personal Accounts 
of the Debtors who are imable to pay. Bad Debts Account will be trans- 
ferred to Profit and Loss Accoimt. 

Provision for Doubtful Debts. — ^Even after all bad debts have been ivritten I 
off, there might be a number of other overdue accounts the recovery of 
which may be more or less doubtful. The provision for loss on account of 
such doubtful debts must be made by debiting Profit and Loss Account and 
crediting Reserve for Doubtful Debts Account with an estimated amount of - 
such loss or with a certain percentage of the tot^ debtors^ The credit balance 
of Reserve for Doubtful Debts Account is shown in the Balance Sheet by 
way of deduction from the item Sundry Debtors. 


Depreciation. — ^Depreciation is the loss arising through the decline in 
value of certain assets, such as Building, Plant, Machinery, Fixtures, etc. on 
account of their being utilised in any business. Such loss is the* natural 
outcome of the use of those assets for profit-earning purposes, and if the 
accounts of any concern are to be prepared on a sound basis, it is necessary 
that it should be provided for before arriving at the figure of net profit or 
loss made in the business. The estimated amount of such loss is brought into 
account by debiting Depreciation Account and crediting the account” of the 
particular asset that has depreciated. The Depreciation Account is closed 
by Profit and Loss Account, and the asset is shown in the Balance Sheet 
less the amount of the depreciation written off Thp 
elation has been fully dealt ivith in a subsequeS Chapter 


TRADING, MAITOPACTURING AND PROFIT & DOSS ACCOUNTS 67 

The general principle that is observed in this connection is that all assets 
of a wasting nature should be written down in the books to their scrap value 
by the time they become useless for the purposes of the business. This is 
done by estimating the probable “life" of each asset and also the amount 
that would be realised on sale of that asset at the end of the period. The 
difference between the original cost and the estimated realisable value is 
-then written off over the period during which it is anticipated the asset will 
be utilised in the business. In some cases, such as leaseholds, there is no 
realisable value, and the total cost has to be written off during the period of 
the lease. 

Outstanding Liabilities. — At the time of periodical balancing, there are 
always several items of expenses, such as rent, salaries, wages, advertisement, 
etc., that belong to the period under review and have accrued due, but have 
not been paid, and do not therefore appear in the accounts. All such out- 
standing expenses must be brought into account by debiting the appropriate 
Nomind Accounts and crediting Outstanding Creditors’ Account. The latter 
account will appear' as a liability in the Balance Sheet, and will be carried 
forward in the next year’s books. At the commencement of the next period, 
a reverse entry will be passed, debiting Outstanding Creditors’ Accoimt and 
crediting the various Nominal Accoimts, the effect of which entry will be to 
close the Outstanding Creditors’ Account. 

Payments made in Advance. — There are, however, several items of 
expenses that are usually paid for in advance, such as fire insurance, tele- 
phone charges, rates and taxes, etc., and at the time of balancing it happens 
that the whole of the period to be covered by the amount already spent has 
not yet expired. The proportion of the amount paid which relates to the 
unexpired period has, therefore,' to be carried forward to the next year. 
This is done by debiting an Expenses Prepaid Accoimt and crediting the 
particular Nominal Accounts -with the proportionate amounts to be carried 
forward. Expenses Prepaid Accoimt being a debit balance will appear as an 
asset in the Balance Sheet, and will be carried forward in the next year’s 
books. Af the commencement of the next period, the Expenses Prepaid 
Account will he closed by means of a reverse Journal entry debiting the 
various Nominal Accounts and crediting Expenses Prepaid Account, 

Advertisements are sometimes paid for two or three years in advance 
under a contract, and in such a case, it should be seen that while preparing 
the Profit and Loss Account of any given period, only the proportionate 
amount representing that period is brought into account and the unexpired 
balance is carried forward as above. 

Accrued Income. — ^It may happen that income such as interest or dividend 
on investments held by the firm, or rent from a sub-tenant, or commission, 
may have accrued due but may not have been received at the time of balanc- 
ing. Such items of accrued income belonging to the period must be brought 
into account by debiting Outstanding Debtors’ Account and crediting the 
particular Nominal Accoimts. Outstanding Debtors’ Account will appear as 
an asset in the Balance Sheet, and ivill be carried forward in the next year’s 
books. At the commencement of the next period, a reverse Journal entry 
'vill be passed, debiting the particular Nominal Accounts and crediting the 
Outstanding Debtors’ Account, thus closing the latter account. 

. Income received in Advance- — Just as'prepaid expenses are apportioned, 
it is also necessary to apportion any income received in advance, and only 
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bring into the Profit and Loss Account the portion of such income as 
ajipertains to the current yeai", the balance being carried forward. The 
usual items that come under this head are Premium received from an 
Apprentice. Advertisement or Subscription Receipts- by a newspaper, Fire 
Premium received bj* an Insurance Compan 3 ’, etc. The adjustment is made 
bj’ means of a Journal entry debiting the particular Nominal Account wth 
the poi-tion of income to be carried forward and crediting an account stj’led 
Prepaid Income Account, The latter account is shown on the liabilities 
side of the Balance Sheet. 

Prowsion for Discounts on Debtors’ and Creditors’ Balances.— The 
Debtors’ Balances as taken out at the date of closing may be subject to cash 
discounts to be allowed by tlie,fu-m. If so, this loss must be provided for by 
debiting Discount Account and crediting Reserve for Discount on Debtors 
with the estimated amount of such loss. The Reserve for Discount on 
Debtors will be shovm by way of deduction from Sundry Debtors in the 
Balance Sheet. Similarly, the Creditors’ Balances may be subject to Cash 
Discounts to be received by the firm. In such a case, the likely gain of such 
discounts may be brought into account by debiting Reserve for Discount on 
Creditors and crediting Discount Account, Reserve for Discount on Credi- 
tors wuU appear as a deduction from Sundry Creditors in the Balance Sheet. 
The Reserve for Discount on Debtors and the Reserve for Discount on 
Creditors are carried forward in next year’s books and are then closed by 
transfer to Discount Account. 

Interest on Capital. — ^Interest at a normal rate per cent is sometimes 
calculated on the trader’s capital and charged to the business, for the purpose 
of ascertaining what extra profits are derived from the undertaking, over and 
above the usual rate of interest which the capital employed therein would 
have earned, if invested in gilt-edged securities. The entry for adjusting 
Interest on Capital is to debit the Interest Account and credit the Capital 
Acemmt with the amount of interest as calculated on the Capital. 

Interest on Drawings. — ^As the business is charged on the one hand witJi 
interest on the Capital emploj’ed therein, it should also be given the benefit 
of interest on the sums withdrawn bj' the proprietor on his personal account. 
This is done bj' calculating the same rate of interest on the various sums 
withdrawn from the dates of their withdrawal to tlie date of balancing, and 
with the total amount of interest thus arrived at, the Capital Account is 
debited and the Interest Account is credited. 

RESERV’D FOR DOUBTFUL DEBTS ACCOUNT. 

The ti'eatment of Reserve for Doubtful Debts and Bad Debts Accounts 
usually causes a great deal of confusion in the minds of students and some 
further explanation thereon is, therefore, thought necessary. 

As each Bad Debt occurs, it is debited, in the first instance, to Bad Debts 
Account and this account representing a loss is transferred to Profit and 
Loss Account at balancing time. Where, however, there is a Reserve for 
Doubtful Debts Account already existing in the books. Bad Debts Account 
is not closed by Profit and Loss Account, but is transferred to Reserve for 
Doubtful Debts Account. If the total of the Bad Debts Account exceeds the 
credit balance of Reserve for Doubtful Debts Account, the difference should 
he transferred to Profit and Loss Account by means of a Journal entry 
aehiting Profit and Loss Account and crediting Reserve for Doubtful Debts 
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Account. The fresh percentage in i-espect of Reserve for Doubtful Debts 
for the following period should then be ascertained and the necessary amount 
should be debited to Profit and Loss Account and credited to Reserve for 
Doubtful Debts Account. Should, however, the credit balance of Reserve be 
greater than the amount of the Bad Debts, the difference will go to reduce 
the amount to be debited to Profit and Loss Account in respect of the fresh 
Reser\''e. 

The following illustration will serve to further elucidate the working of 
these accounts. 

ILLUSTRATION 1C. ' " 

Tlic Rcsen’c for Doubtful Debts Account shows a credit b.ilancc of Rs. 1,750 on 1st 
January 1936. The Bad Debts during the year 193G amount to Rs. 1,300. The Debtors at 
31st December 1936 are Rs. 30.000 and a 5% Reserve for Doubtful Debts is required to be 
maintained. The Bad Deists in 1937 amount to Rs. 1,800. On 31st December 3937, tlic 
Debtors are Rs. 32,500 and a 5% Reserve for Doubtful Debts is required to be kept. 
The Bad Debts in 1938 amount to Rs. 400. On 31st December 1938, tire Debtors arc 
Rs. 15,000 and a 5% Reserve for Doubtful Debts is to be maintained. Show the working 
of Reserve for Doubtful Debts Account in the Ledger and also how this item will appear 
in the Profit and Loss Account and the Balance Sheet, each of these three years. 


RESERVE FOR DOUBTFUL DEBTS ACCOUNT. 


1936 
Dec. 31 

To Bad Debts Account 
„ Balance carried down ...j 

Rs. 

1 1.300 

i 1,500 

1 

1936 
Jan. 1 
Dec, 31 

; 

t 

By Balance b/fd. 

1 „ Profit and Loss Account 

1 Rs. 

1 1.750 

1,050 


Rs. 1 

2.800 


1 Rs. 

, 2,800 


1 











1937 
Dec. 31 

To Bad Debts Account .. i 
„ Balance carried down ... 

1 Rs. 

i 3,800 

1 1,625 

1937 
Jan. 1 
Dec. 31 

! ! Rs. 

By Balance brought down ...'l 1,500 

! „ Profit and Loss Account ji 1,925 


Rs. 

3,425 


1 Rs, 

3,425 




1 

1 

' 







1 

1938 i 
Dec, 31 ’ 

To Bad Debts Account ...^ 
Profit and Loss Account i 
„ Balance carried down ...j 

1 „ 

> Rs. 
400 
475 
750 

1 

1938 i 
Jan, 1 ! 

! 

By Balance brought down ». j 

i 

Rs. 

1,625 


Rs. 

1,625' 

1939 
Jan. 1 

Rs. j' 

! ^ 1.625 


1 

1 

1 

„ Balance brought down 

750 


PROFIT & LOSS ACCOUNT 1936— (Debit Side) 


To Bad Debts 

„ Doubtful Debts Reserve 5% on Rs. 3 

0,000 


! 

Ks. , 

.... 1.300 1 

... 1,500 ‘ 

1 1 

Rs. 

Less Old Reserve 


... 

1 2,800 ! 
...Jj 1,750 

1,050 

- 


_ 


i i 
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PROFIT & LOSS ACCOUNT 1937. (Debit Side) 


To Bad Debts 

Doubtlul Debts Reserve 5% on Rs. 32,500 


Less Old Reserve 


By Resen’C for Doubtful Debts Account 
Old Reserve 
Less Bad Debts 
„ 5% Reserve on Rs. 15,000 


J 

] 

Rb.' i 
i 1800 i 
. 1,625 

r'Ksr 


! 3.«5 
' 1,500 

1,925 



. (Credit Side) 



Us* 

1! R~s. ! 

; Hr 


i 1,625 
400 !• 

750 i; 

li 1,150; 


475 


BALANCE SHEET— 31st DECEMBER 1936. 
Assets side. 


Sundry Debtors 



1 

; Rs ,] Ks. 
30.( 00 1 

Less 5 per cent Reserve for Doubtful Debts 

«... 



i 1.5U0 




, 28,500 

' i 


BALANCE SHEET— 31st DECEMBER 1937. 
Assets side. 


Sundry Debtors 

Less 5 per cent Reserve for Doubtful Debts 


Ks. 

32.500 

1,625 


30,875 


balance SHEET— 31st DECEMBER 1938. 
Assets side. 


_ , _ , Rs. ji Ks. 

Sundry Debtors ... ... ... ... ... > 15.000 ' 

Less 5 per cent Reserve for Doubtful Debts ... ... . ' 750 !| 

I i| 

K«serve fox Discount on Debtors. — The Reserve for Discount on Debtors 
must always be calculated on the good debtors, i.e., on the amount of debtors 
mimts the Reseirve for Doubtful Debts. 


ILLUSTRATION 17. 

Debtors on 31st December are Rs. 25,000. 
Doubtful Debts and also a 5% Reserve for Discount, 

BALANCE SHEET 


Create a Reserve of 5% for 


Assets side. 


Sundry Debtors 

Less 5 per cent Doubtful Debts Rese^e 


less 5 per cent Reserve for Discount 


Rs. 

a. 

P- i 

' 25,000 

0 

0 

1,250 

0 

0 

23.750 

0 

0 . 

1,187 

] 

8 

0 

1 1 
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ILLUSTRATION 18. 

On 1st January 1934, the Reserve for Discounts on Creditors had a debit balance 
of Rs. 500 brought over from the previous year. During the year 1934, the Discounts 
actually received from Creditors amounted to Rs. 400. The creditors’ total balances 
amounted to Rs. 30,000 on 31st December 1934, and you are required to maintain a 2^% 
Reserve for Discounts on Creditors. Show the necessary Ledger Accoxint and also as 
to how the item will appear in the Profit & Loss Account. 

RESERVE FOR DISCOUNTS ON CREDITORS ACCOUNT. 


1934 


Rs. 

1934 


Rs. 

Jan. 1 

To Balance b/fd. 

500 

Dec. 31 

By Discounts received 


Dec. 31 

„ Profit and Loss Account 

650 


transferred 

400 





„ Balance c/d. 

750 


Rs. 

1,150 


Rs. 

1.150 

1935 






Jan, 1 

To Balance b/d. 

750 





PROFIT & LOSS ACCOUNT~(Credit Side). 


By Discounts received 
>. Reserve for Discounts on Creditors (New) 


Less Balance on Old Reserve for Discounts on Creditors ... 


Rs 

400 

750 


Rs. 


1,150 

500 


650 


ADJUSTING AND CLOSING ENTRIES. 

The Journal entries^ necessary to adjust the various accounts for the 
purpose of making provision for depreciation, reserve for doubtful debts and 
discounts, apportioning the payments in advance and bringing the outstanding 
liabilities into account, etc., as already eKplained above, are known as 
Adjusting Entries. Journal entries are also necessary to close all the Nominal 
Accounts in the Ledger by transferring them into the Trading and Profit 
and Loss Account, and to close the Profit and Loss Account by transferring 
the net profit or loss to the Capital Account. These entries are known as 
Closing Entries. 

The usual Adjusting Entries may be summarised as follows : — 

For writing off Bad Debts : — 

Bad Debts Account • . • • . . Dr. 

To Personal Accounts of the debtors who have failed. 

For making Provision for Doubtful Debts: — 

Profit and Loss Account . . , . . . Dr. 

To Reserve for Doubtful Debts. 

For making Provision for Discount on Debtors : — 

Discount Account . . . . . , Dr. 

To Reserve -for Discount on Debtors. 

, For making Provision for Discount on Creditors: — 

Reserve for Discount on Creditors , . , , . . Dr. 

To Discount Account. 
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For provi<li7t[/ for Dcprcfialtou oil (ivy Asset : — 

Doprccialion Account 
To the parliculiu- Asset Account. 

For brinyiiiy Onlsitnidhip Liahilitics into Account: — 

Tlio particular Nominal Accounts 
To Outstanding Creditors’ Account. 

(representing the expenses owing and not paid) 

For adjusting Ptiynicufs nmtlc in Advance; — 

Prepaid Expenses Account 
To tJic particular Nominal Accounts. 

(in respect of which the pre-payments have been made) 

For adjusting Income received in Advance : — 

The particular Nominal Accounts. . . . . ■ . Dr. 

To Prepaid Income Account. 

For hringing any Accrued Income into Account : — 

Outstanding Debtors’ Account or Accrued Income Account Dr. 
To the particular Nominal Accounts. 

(in respect of which the income has accrued) 

For adjusting Interest on Capital : — , 

Interest Account . . . . . . Dr. 

To Capital Account. 

For adjusting Interest on Drawings: — 

Capital Account or Drawings Account . . . . Dr. 

To Interest Accounts 

For bringing the Closing Stock into Account : — 

Stock Account . . . . . . . . pj.. 

To Trading Account. 

(This stock will appear as an Asset in the Balance Sheet) . 


Dr. 

Dr. 

i 

Dr. • 


ILLUSTRATION 19. 

Before preparing tlie Final Accounts as at Slst December, the foUowinc 
were found necessarj' ; — b .wusimcms 

but wiV December, at Rs. 100 per month had accrued due 

(2) The annual Fire Premium Rs. 240 had been paid upto 31st March next 
JanuaS^ne^r"'"’'"' “> R^- h200 and Salaries Rs. 500 were paid 'in 

(4) Rs; 400 paid against an order for printing stood debitpd , 

Stationery” Account, but the printing matter had not been received bv 

(5) Rs. 3,000 had been paid for two years’ advertisement contract nf , 

year has so far expired, ^ ^oniract, of which one 

(6) Rs. 275 had accrued due by way of Intere'-t nn r’rv,. . « 

. (7) The Debtors’ Balances stood at Rs. 23000 T^^ Government Securities. 

written off amount to Rs. 700, and a provision for Doubtf^Dplf 

on Sundry Debtors. wouctlul Debts is to be made at 5% 
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The following Adjuf.ling Enlries would-be neecsiary: — 


01 

Rent Account ... ... ... ... Dr. 

To Outstanding Creditors' Account 
(Being Rent for two months accrued due). 

i;;; 

1 

1 

^ Rs 
200 

Rs, 

200 

m 

Expenses Prepaid Account ... ... ... Dr. 

To Fire Premium Account 
(Being Fire Premium for 3 months paid in advance). 

1 

1 

' 60 

1 

i GO 

(3) 

Wages Account ... ... ... ... Dr, 

Salaries Account ... ... ... ... „ 

To Outstanding Creditors' Account 
(Being Wages and Salaries for December due but not paid). 


1,200 

500 

1 1,700 

(4) 

Advance to Printers' Account ... ... ... Dr. 

To Printing and Stationery 

(Being amount paid for printing matter not yet delivered). 


400 

400 

1 

(5) 

\ 

Expenses Prepaid Account ... ... ... Dr. 

To Advertisement Account 

(Being advertising charges paid in advance for one year). 


1,500 

1,500 

(6) 

Outstanding Interest Account ... ... ... Dr. 

To Interest Account 

(Being interest on Government Securities accrued due). 


275 

275 

(7) 

Bad Debts Account ... ... ... Dr. 

! _ To particular Personal Accounts 

(Being actual Bad Debts written off). 

■ 

700 

700 

(8) 

Profit and Loss Account ... ••• ... Dr. 

, To Reserve for Doubtful Debts Account 
(Being provision made for Doubtful Debts at 5% on 

Rs. 22,300). 


1,115 

1,115 


‘ The usual Closing Entries are as follows ; — 

For transferring Opening Stock, Purchases, Wages, Carriage 
Inwards, etc., to Trading Accotint : — 

Trading Account • • ... • . Dr. 

To Stock Account 
„ Purchases Account 
„ Wages Account 
„ Carriage Inwards Account. 

(The effect of this entry will he to close Stock, Purchases, Wages and 
such othei' Accounts as are transfeiTed to Trading. Account.) 

For transferring Sales to the Trading Account: — 

Sales Account • • . . . . Dr. 

To Trading Account. 

(Tliis entry will close the Sales Account.) 

For transferring all the Expenses or Losses to the Profit 
and Loss Accowit ; — 

Profit and Loss Account . . . . . . . Dr. 

To, each of the various Nominal Accounts which 
represent expenses or losses. 

(This entry closes all the expenses accounts.) 
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For transferring all the items of Gain to the Profit 
and Loss Account '. — 

Various Nominal Accounts . . • . . ■ 

(representing different sources of gain) 

To Profit and Loss Accoimt. - 
(This entry closes all the remaining Nominal Accounts.) 

For transferring Net Gain to the Capital Account : — 

Profit and Loss Account . . . . . . . . Dr. 

To Capital Account. 

(This entry closes the Profit and Loss Account.) 

For transferring Net Loss (if any) to the Capital Account: — 
Capital Account . . . . . . . . Dr. 

To Profit and Loss Account. 

For transferring the Proprietor's Dravnngs to his Capital 
Account : — 

Capital Accoimt . . . . . . . . Dr. 

- To Drawings Account. 

(This entry closes the Draivings Account.) 


BIEORTANT . POINTS IN WORKING OF PROBLEMS, 


Freight, Carriage Inwards, Dock Dues, Duty and Clearing Charges 
form an additional cost of the goods purchased and should always he shown 
in the Trading Account. 

Trade Discount. — ^As a rule, Trade Discount is not found in the Trial 
Balance inasmuch as it is usually deducted from the Invoice amount, and the 
purchase or sale entry, is made of the net amount only. If, however, such an 
item appears in the Trial Balance, the same should be shown in the Trading 
Account as a deduction from Purchases or Sales, as the case may he. Thus, 
a credit balance of Trade Discount would be deducted from the item 
Purchases on the debit side of the Trading Account and nice versa. 


Depreciation of Assets. — ^The rate of Depreciation on Assets must be 
calculated with due regard to the period covered by the Final Accounts. 
Thus, if 5% Depreciation per annum is required to be written off Furniture 
worth Rs. 2,000, and if the Accounts are for six months, Rs. 50 only should 
be charged to Profit and Loss Account. 


Interest on Loan. — •'Where the Trial Balance contains an item of Loan 
carrying a certain rate of interest, and the item Interest does not appear in 
the Trial Balance, the same must 'be provided for, even if there is no mention 
about it in the adjustments. 


If only half-year’s interest appears in the Trial Balance and the Accounts 
cover a period of one year, the other half-year’s interest must be provided for. 

Bad Debts not included in Trial Balance. — As a rule, the item Bad 
Debts appears in the Trial Balance, Occasionally, however, a certain amount 
is required to be written off as Bad Debts by way of adjustment. It must be 
noted, that in this case, the amount of Sundrj' Debtors to be shown in the 
Balance Sheet would he reduced by the amount of Bad Debts. 

Where a Reseiwe for Doubtful Debts is also required to be provided by 

way of a percentage on the Debtors, the same must he calculated on the 
net amount left after deducting the Bad Debts. aicuiatea on the 
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Depreciation already •written oS in tlio Trial Balance. — ^I£ the item of 
Depreciation figures in the Trial Balance, it means that the corresponding 
amount has already been deducted from tlie asset in question. In this case, 
the asset must not he shown in the Balance Sheet less Depreciation, but 
must appear at the same figure at which it stands in the Trial Balance. If, 
however, it is desired to show the 'asset less Depreciation, the depreciation 
amount must first be added to the asset figure and then shown again by way 
of deduction. 

Closing Stock in the Trial Balance. — Ordinarily, the Closing Stock figure 
is given outside the Trial Balance by way of an adjustment, in which case, 
it has to be shown on the credit side of the Trading Account and also as an 
Asset in the Balance Sheet. When a Trial Balance includes the figure of 
Closing Stock and that of the gross profit, it means that the Trading Account 
has already been prepared, and the Closing Stock, under such circumstance, 
would then only appear as an asset in the Balance Sheet, 

Loose Tools. — Sometimes the Opening Stock of Loose Tools is found in 
the Trial Balance and the value of Loose Tools at the end of the financial 
period is given in the adjustments. In this case, the difference between the 
Opening and Closing Stock may be treated as Depreciation on Tools and 
should .be charged off as such. Alternatively, these Opening and Closing 
Stock figures may be dealt with in the same manner as Stock of Goods, and 
may be shown on the debit and credit sides of the Trading or Manufacturing 
Account. 

Stores Consumed.— Sometimes, a Trial Balance includes this item and it 
will then appear in the Trading or Manufacturing Account. A Stores Account 
is debited with all consumable stores purchased, and no entries are made in 
respect of such stores issued to and consumed by the works. At the end of 
the financial period, the Stock of such Stores on band is actually counted 
and valued at cost and debited to Stock of Stores Account and credited to 
the Stores Account. The difference between the debit and credit sides of the 
Stores Account will now represent the value of Stores Consumed. In this 
case, the same Trial Balance will include the figure of Stock of Stores, 
which must appear straight in tlie Balance Sheet. 

Manufacturing Expenses or Charges should always appear in the Manu- 
facturing Acco-unt. Where no separate Manufacturing Account is prepared, 
the item wifi, appear in the Trading Account. 

Depreciation on Additions to Assets. — This should ordinarily be ignored 
unless the dates on which such additions to assets were made are given, in 
which case, depreciation for the proportionate period should he calculated. 

PROFIT AND LOSS ACCOUNT. 

The function of the Profit and Loss Account is to enable the trader to 
ascertain the Net Projit or Net Loss resulting from business transactions 
during a given period. 

The Gross Profit as shown by the Trading Account would be transferred 
to the credit of the Profit and Loss Account. On the credit side of the Profit 
and Loss Account would also be shown other items of miscellaneous income 
such as Interest, Commission, Discount, Dividend, Pi'ofit on Exchange, Rents 
received, etc. On the debit side would be set out all the expenses incidental ‘ 
to the carrying on of the business, such as Office Rent, Salmies,' Insurance, 
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Advertising, Printing and such other expenses or losses as may have arisen 
in course of earning the above income. 

In constructing tlie Profit and Loss Accomit, the points to be borne 
in mind are : — 

1. That only such items of income and expenses as properly belong 
to the business are included on both sides of the account. 

2. That the items included appertain to the trading period under review. 

3. That each item of income or expenditure is shown under its appro- 
priate head. 

4. That there is a proper grouping and classification of items. 

5. That the whole Account is constructed upon a consistent basis from 
year to year so as .to admit of useful comparisons. 

THE FOLLOWING POINTS ARE WORTH NOTING 

Salaries. — ^It is desirable to show Office Staff Salaries separately from 
Salaries, to Travellers. Salaries drawn by the proprietor of the business or 
the partners must also be separately shown. 

Salaries and Wages. — Where both these are grouped into one account, 
the wages may be deemed to be non-productive and will be shown in the 
Profit and Loss Account. 

Income-tax. — ^Income-tax paid by the trader should be treated ps a 
personal expense, and should be charged to his Drawings Account and not 
to the Profit and Loss Account. 

Life Premium. — ^Premium paid on the trader’s Life Policy must be 
treated as a personal expense and charged to his Drawings Account. 

Discomits Receivable and Payable. — ^It is preferable to show Discounts 
Receivable as a gain separately from Discounts Payable which is a loss, 
rather than strike a balance and show the net discounts on one side of the 
Profit and Loss Account. 

Interest or Commission Receivable and Payable. — ^These should similarly 
be shown on the credit and debit sides of the Profit and Loss Account at 
their respective figures. 

Interest on Trader’s Capital. — ^If any interest is paid on the Proprietor’s 
or Partner’s Capital, the same should be distinguished from other Trade 
Interest. 

Stationery and Advertising Matter. — If any part of the stationery or 
advertising matter is treated as stock, the same should be valued on a very 
conservative and cautious basis. Besides, such stock should be clearly 
distinguished from the Stock-in-trade. 

Apprentice Premium. — Premium received from apprentice should be 
distributed over the pei'iod of apprenticeship, and the amount attributable 
to each year should be bi-ought into credit of the Profit and Loss Account. 

. Loss or Gaui on Sale of an Asset. — ^Any loss or gain on sale of an asset 
specified so as not to be mistaken from any trading loss 
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Form of Profit and I^oss Accoxmt.— The precise form that the Profit and 
Loss Account should take must of necessity vary with the nature of the 
business and the quantity and quality of the information the proprietors of 
the business would seek to obtain from the account. But, in any case, it is 
essential that the account be so drawn up as to disclose the fullest information 
at a glance, as also to enable an easy comparison to be made of the various 
expenses and the sources of income with similar items of the previous year s 
records. 


PROFIT L LOSS ACCOUNT, For the Year ended 


Rs. 


To SclUns & Disiributicn Expenses .•‘- 
Warehouse and Store Kent .... 
Packing Charges 
Export Charges 
Cost of Samples 
Cost of Catalogues 
Advertising 

Travellers’ Salaries, Expenses 
and Commission 
Salesmen’s Salaries, Expenses 
and Commission 
Bad Debts 

Upkeep of Motor Lorries or 
Vans 


„ Management Expenses 
Office Salaries and Wages 
„ Rent and Taxes 
„ Lighting and Insurance ... 
Car upkeep 

Printing and Stationery 
Telephone Charges 
Postage, Telegrams, etc. 

Legal Expenses 

Directors’ Fees and Expenses ... 
Managing Agents’ Remunera- 
tion and Commission ... 
Audit Fees 

Office General Expenses 

„ Financial Expenses : — 

Cash Discounts allowed 
Cost of Discounting bills 
Interest on Capital 
Interest on Borrowed Capital ... 
Loss in Exchange 
Discount on Issue of 
Debentures 

Preliminary Expenses written 
off 


„ Mainlemnce and Depreciation ;~ 
Repairs and Renewals 
Depreciation of Assets 

„ Net Profit 


Rs. 


Rs. 


By Gross Profit, brought over from 
Trading Account 

„ Cash Discount earned 

„ Income from Investments 

„ Interest on money deposited 

„ „ „ renewal of Bills 

„ Income from any other Source 


Rs.il 


Rs. 
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The grouping and classification of the expenses and tlie income as 
suggested on the preceding page has been foimd in practice to be of con- 
siderable advantage as it conveys most valuable information in a readily 
comprehensible manner, and may be adopted by any concern with such 
modifications as may be necessary to meet the particular requirements of 
the business. 


BALANCE SHEET. 

In view of the fact that the Assets and Liabilities change from day to day 
as a result of business transactions, the trader must necessarily feel anxious 
to find out what his true financial position is at the end of each trading 
period. In the first place, he would like to know whether the net profit as 
is disclosed by the Profit and Loss Account is correctly aiTived at, for, if 
so, his Capital at the end of the period must necessarily increase by that 
amoimt. He is equally anxious to see for himself as to how such Capital 
is made up, i.e., what the component Assets and Liabilities of the business 
are. In order, therefore, to obtain this information at the end of the trading 
period, he has to set out his several Assets and Liabilities as at that date 
in the shape of a statement, and this statement is called the Balance Sheet. 

A Balance Sheet may, therefore, be defined as a statement prepared with 
a view to measure the exact financial position of a business on a certain 
fixed date. It is prepared from the Trial Balance, after all the balances on 
Nominal Accounts are transferred to the Trading and Profit and Loss Account 
and the corresponding Accounts in the Ledger are closed. The balances now 
left in the Trial Balance and remaining open in the Ledger represent either 
Personal Accounts or Real Accounts. In other words, they represent either 
Assets or Liabilities existing at the date of the financial close. 

All such Assets and Liabilities are set out in the Balance Sheet in a 
classified form. On the right-hand side are shown the various Assets or 
possessions of the business, and on the left-hand side, the various Liabilities, 
i.e., the amoimts owing by the business. The excess of Assets over 
Liabilities represents the then Capital of the owner. This figure of Capital 
must tally with the closing balance of the Capital Account in the Ledger 
after the net profit or loss has been transferred thereto. 

Assets. — ^A trader’s property and possessions as also the debts owing to 
him are known as assets. 

liabilities. — ^The debts owing by a trader to otlier persons are known 
•as liabilities. 

Capital is the excess of a trader’s assets over his liabilities. 

Deficiency is the excess of a trader’s liabilities over his assets. 

Fixed Assets are those which are acquired and intended to be retained 
permanently for the ptuq)ose of carrying on a business, such as land, build- 
ings, plant and macliinery, etc. 

. . floating Assets or Circulating Assets are such assets as are acquired 

Cither for the purpose of resale or held temporarily in course of a business 
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foi' their subsequent conversion into money, such as stock-in-trade, book 
debts, bills receivable, cash at bank, cash in hand, etc. The question as to' 
whether a particular asset is a fixed or a floating asset would depend on the 
nature of tlic business. Tlius, machinery would be a fixed asset in a manu- 
facturing concern, whereas it would be a floating asset to a machinery dealer. 
Land and buildings would be a fixed asset to a trader or a manufacturer who 
has acquired same for trade purposes, but the same would be a floating asset 
to a Land and Building Co., whoso business is to buy and sell landed estates. 
^Office furmture in any concern would bo its fixed asset, whilst furniture 
belonging to a dealer in furniture would be a floating asset. Horses would 
be the floating asset of a horse dealer, but would be the fixed asset of an 
agricultxiral concern. The main stand-point for distinguishing a fixed asset 
from a floating asset is whether it has been acquired for resale or for the 
purpose of permanent equipment. 

Liquid Assets are those which are represented by cash or those that can 
easily be converted into money, such as cash in hand, cash at bank, gilt-edged 
securities, and bills receivable. 

Wasting Assets arc such assets as are consumed thi-ough being worked, , 
such as mines, quarries, cemeteries, etc. Tlxc term Wasting Assets is also 
used to denote such assets as are liable to depreciate on account of their use 
in the business, such as plant and machinery. It is also used in connection 
with some assets whose value reduces co-extensively with lapse of time, 
such as leases, patents, etc. 

Fictitious Assets are such assets as are not represented by any tangible 
possession or property, such as preliminary expenses, expenses prepaid, 
debit balance of profit and loss account and even goodwill sometimes. * 

- Fixed Capital of a business consists of its fixed assets. 

Floating or Circulating Capital of a business is represented by its 
floating assets. 

Worldng Capital means the capital available for the working of a business 
after its fixed assets have been acquired. 

Capital Expenditure. — When an amount has been expended and the 
expenditure results in the acquisition of an asset or in an addition to the 
value of any existing asset, such an expenditure is styled Capital Expenditure 
and win take its place in the Balance Sheet. 

Revenue Expenditure.^ — All ordinary expenses incun*ed in the course of. 
ruiming a business, such as salaries, wages, printing and stationery, adver- 
tisement, rent, postages, telegrams, etc., as well as any expenses incurred in 
keeping the existing assets in proper repairs and maintaining them in their 
original state of efficiency, and which do not result in an addition to the 
value of existing assets, would be classed as Revenue Expenditure and would 
find their place in ■ffie Revenue Accoxmt, i.e., the Profit and Loss Account. 

Deferred Revenue Expenditure . — Any expenditure which is primarily 
of a revenue nature, but the benefits derived from which are not exhausted 
during the current period, would be carried forward and treated as an asset 
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to the extent of the unexpired benefit. Such cai’rying forward is, no doubt, 
permissible, provided it is not continued for such a length of time as to 
affect the profits of the years which it cannot be considered to have benefited. 
The most frequently occurring examples of Deferred Revenue Expenditure 
are preliminary expenses, alterations to machiner}' or plant, special repair's 
and advertising. 

Balance Sheet and Profit and Loss Account arc Inter-dependent. — As the 
balance of Profit and Loss Account is transferred to the Capital Account, - 
and as the closing balance on the Capital Account is shoum in the Balance 
Sheet, it is clear that the Balance Sheet shows -the position inclusive of the 
profit or loss made during the ti-ading period. 

The chief object of evei'y Balance Sheet should be to disclose all the 
information necessarj* to enable one to form a true estimate of the financial 
position of the business as a going concern. As the true financial position of 
any undertaking is reflected by its assets and liabilities as indicated by the 
Balance Sheet prepared on any one particular date, it follows that these 
assets and liabilities should be most carefully valued for this purpose.. Any 
- over-valuation of assets or under-valuation or omission of liabilities would 
result in unduly inflating the profits. Siinilarly, any tmder-valuation or 
omission of assets or over-valuation of liabilities would tend to unnecessarily 
decrease the profits. Even the balance of Px’ofit and Loss Account included 
in the Balairce Sheet should be correctly arrived at. It must be further 
understood that inasmuch as the figure of net profit or net loss as shown by 
the Profit and Loss Account ultimately finds its place in the Balance Sheet, 
both these Statements of Final Accounts are closely inter-dependent on 
each other. It follows, therefore, that if any item of expense or income is 
omitted or is over or under-stated, it will not onlj’- affect the accuracy of 
the Net Profit or loss but will equally affect the correctness of the Balance 
Sheet. For a correct presentation of the true financial condition of a 
business, it is equally necessary to see that all Assets and Liabilities are 
fully and accurately set out. It is fui'ther important to see that these Assets 
and Liabilities are properly grouped and classified under appropriate 
headings, and that no material fact is suppressed or is presented in a manner 
as would create a false impression as to the state of affairs in the mind of 
any one reading the Balance Sheet. 

Valuation of Fixed and Floating Assets. — A Balance Sheet is not drawn 
up with a view to show what the capital of the concern would be worth 
if the assets were realised and the liabilities paid off, but rather to show 
how the capital stands invested at the end of each financial period. The 
values in the Balance Sheet are, therefore, not break-up values, but are 
'ascertained on the assumption that the business is not to be wound up in 
the near future but will continue to run its normal course. 

As Fixed Assets are acquired not for resale but by way of permanent 
equipment to serve as a medium to enable the business being earned on, 
they should not bo valued on the basis of the price they would realise if sold. 
The true basis of valuation for such assets would be their original cost, their 
probable “ life ”, i.e., the estimated period of usefulness to the business, and 
the likely break-up value. The difference between the original cost and the 
probable break-up value would represent the loss suffered by the husiness 
^ - account of the use of such assets, and would have, therefore, to be equitably 



BALANCE' SHEET 


81 


. X Vf fl«;sets In other words, eadi 

distributed over the « lance^Sheet at its original cost minus 

S ttSon otS- - H have ana.- 

gone upto the date of the Balance Sheet. 

Floating Assets, on the other hand, valued at 

profit or for immediate ^^^Uchevev is lower at the date of the 

ir:: sLt? bSTo^" and floating assets should be valued on 
the basis of a going concern.^ 

Fomr of Balance Sheet.-There is^no ^^partSsMp^ to should 

in which the assets and liabilities o a the most easily 

be stated in the Balance Shee . assets which are less e^dy 

realisable asset first and then o ^ ^ realisation will be shown last, 

realisable, so that the asset most shown in the order 

As against this order of file assets, g^ng Hability being placed first, 

in which they are payable, the most f 
The Balance Sheet will then appear as under . 


balance sheet 


Liabilities 

Bills Payable 
Creditors tor Loans 
Creditors on Open Accounts 
Outstanding Liabilities for Expenses 
Capital 



Rs. 


Cash in Office 
CashatBank 
Investments 

^“SS’mlforD.ubBulD.bls 
Bills Receivable 
Stock-in-trade 
Loose Tools . 

Less Depreciation 
Fixtures and Fittings 
Less Depreciation 

Plant and Machinery 

Less Depreciation 
Factory Building 
Less Depreciation 
^Goodwill 


Rs. 


Acverse oraer lo iiie auuve, j>u — - fi„«4in<r assets anu. — 

liabilities appear first and will be followed by almost all concents 

The latter arrangement now seems to be to o show the liquid an 

except Banks and Financial Houses which preiet should be 

floating assets first and follow them up whb ® T,imited Compauy, 
noted tliat while preparing the Balance Sbee o rigidly observed W 

this order of assets and liabilities that is require Companies Act. 

the prescribed form of Balance Sheet under n 
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HEADING OF ACCOUNTS. 

The student should carefully study the method of dating the Final 
Accounts, which is an important point. The Trading and Profit & Loss 
Account, being a summary of the transactions relating to trading during a 
given period, should always be headed this way — 

TRADING AND PROFIT & LOSS ACCOUNT 
for the year ended 

On tlie otlier hand, a Balance Sheet, being'a list of balances outstanding 
on the books of a trader on a particular date, should be headed this wise — ■ 

BALANCE SHEET 
os at 

The name of the trader must always appear at the head of the Final 
Accounts. 


HOW TO SET OUT ASSETS AND LIABILITIES. 


We will now proceed to discuss the important points in connection vsdth 
the several As.sets and Liabilities that usually find their place in a trader’s 
Balance Sheet. 


Cash at Bank. — ^This item would represent the Bank Balance as shown by 
the Bank Colunuis of the Cash Book. If this balance differs from the Bank 
Balance as per the Pass Book, a Reconciliation Statement would have to be 
prepared to verify its correctness. 

Investments. — Ordinarily, these will appear at cost price, and temporary 
fluctuations in value need not be brought into account. If, however, the 
market value shows a tendency towards a permanent fall, it would be 
advisable to provide for such depreciation in the value of tlie investments. 
In any case, the basis of valuation, cost or market price, should be clearly 
indicated on the Balance Sheet. When the market value of the investments 
is lower than the cost price and the investments are shown at cost, it is 
desirable to append a note in the Balance Sheet stating what the then 
market value was. 


Any provision made in regard to the loss in value of investments should 
be shown by way of deduction from the book value of the investments. 

If the investments consist of gilt-edged securities as also stocks and 
Shares, the value of each of these should be separately shorvn under distinct 
sub-heads. 


Accrued interest, if any due, on these investments ‘ upto the period 
covered by the account should be calculated and brought into account 

- Sundrj' Debtors.— This item always means the sum total of the amounts 
owing from the Trade Debtors, i.e., the Customers. If there are anv Debtors 
lor Loans grant^ by the trader, such Loan Debtors should be distinguished 
from the Trade Debtors. All debts known to be bad and irrecoverable rmict 
uHtten off ^re provision, if any, made for DoubtRd Debtl S 
Discounts on Debtors should be show by way of deduction fSm ihehoo^ 
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value of the debtors in. order that the estimated realisable value of this 
asset may appear in the outer column. 

Bills Receivable. — This item will represent Bills Receivable not matured 
at the date of the Balance Sheet. If there is any overdue bill, the same would 
be reversed to the personal account of the acceptor concerned, and a provi- 
sion in regard to such doubtful debt should be made, if necessary. 

Stock-in-Trade. — This item should be very carefully valued and any 
over-valuation should be guarded against. The basis accepted as sound and 
correct is cost* or market price, whichever be the lower at the date of the 
Balance Sheet* Cost price would necessarily include the Invoice Price plus 
Duty, Freight, Carriage Inwards, etc. The basis of valuation should be 
indicated on the Balance Sheet. Proper allowance should be made while 
valuing unsaleable or damaged stock. 

' Patents, Copyrights, Trade Marks, etc. — ^These and similar assets should 
be valued on most conservative basisi Tlie whole cost of Patents or Copy- 
rights should be written off within the period of their probable life, but if 
any of these are obsolete and cannot be utilised or if the products prove to 
be unsaleable, the values of such Patents, Copjnrights, etc., should be ignored 
for the' purp9se of Balance Sheet valuation. In other words, these assets 
should not appear in the Balance Sheet at anything beyond their utility 
values to the concern in question. 

Furniture aind Fixtures. — ^These should be brought in the Balance Sheet 
at the original cost less a reasonable amount in respect of depreciation. 

Loose Tools. — These are generally re-valued at the end of each year and 
the difference between the book value and the valuation figure is written off 
as depreciation, » • 

Plant and Machinery. — ^This item must be shown at its original cost in 
die inner column, and the provision in regard to depreciation should appear 
by way of deduction from the cost. It is not a desirable method to show 
the asset at the cost price on the assets side, and the provision in respect of 
depreciation on the liabilities side* The advantage of showing the deprecia- 
tion amount by way of deduction from the original cost lies in the fact that 
the present utility value of the asset can be seen at a glance. Once the 
entire cost of equipment and installation under this head is debited to this 
account, it should be seen that only purchases of additional plant and 
amounts expended on improvements resulting in enhancement of the revenue- 
earning capacity of the existing plant are subsequently capitalised. AH other 
amounts expended by way of renewals, replacements or repairs to maintain 
the plant in its original efficiency will be charged off to revenue. 

Freehold Land and Building. — ^It is desirable to distinguish between 
Freehold and Leasehold Property, The asset should be shown at the original 
cost less a reasonable percentage in respect of depreciation on building. 
Freehold land, as a rule, does not depreciate. If the value of such asset has 
appreciated, it is not desirable to bring up the book value to its present 
market price and thus take credit for an unrealised profit. 

Leasehold Land and Building.— The original cost as also any additions 
to such asset should be written off during the period of the lease, so that by 
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the time the lease expires, its book value also may be reduced to zero- 
Repairs should be charged off to Revenue Account of the year in which 
they are made. 

Liabilities. — ^The amount owing to suppliers of goods at the end of the 
financial period is usually shown xmder the heading of Trade Creditors or 
Creditors on Open Accounts. Bills Payable, Creditors for Loans borrowed, 
Bank Overdraft and Outstanding Liabilities for Expenses should each be 
shown under its distinct heading. Creditors holding any securities from, 
the trader must be separately shown with a statement of the securities 
pledged or assets mortgaged. 

Capital. — ^The difference between the total of the assets and the total of 
the habilities at the date of the Balance Sheet will represent' the Capital of 
the trader as at that date. This item will have to be shown in details as 
under: — 


Capital at the commencement of the period 
Add further amount brought in 
„ Interest on the Capital 
„ Net Profit 



Less Withdrawals 
„ Interest on withdrawals 


Rs. 



CALCULATION OF COMMISSION. 

The calculation of Commission to Manager presents some difficulty to 
students when the payment is based on a percentage of the trading profits 
after the deduction of the actual amoimt of commission payable. In such a 
case, the percentage of commission and the figure of trading profits prior 
to charging commission having been given, the working will be as under:' — 

n.t,USTBATION 20. 

X, the manager of Sharp and Slow, is to receive 10% on the net proEts of the 
business left after the deduction of his commission. The profit prior to deduction of 
commission amounted to Rs. 33,000. What conunission does X stand to get’ 


Assume that the Commission X gets is =10 

and the profits left after deduction of such commission are = ' 100 

Then the profits prior to commission should be = IKJ 

on 3i°wmbl'’Rs“3So. one-eleventh of the profits, and 

IIXUSTRATION 2L 

Profit adjusting entries, prepare Trading and 
the following Trial Balance of \ December 1940 from 
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TRIAL BALANCE. 


*" ** ■=* 

— 







— 

— 

— 

• 




Re. 

a. 

p- 

Rs. 

a. 

p- 

Capital Account 

«*» 

*•» 

• •• 




2,03,000 

0 

0 

Drawings Account 




15,000 

0 

0 




Freehold Land and Premises 


• •• 


90,000 

0 

0 




Plant and Machinery 


• •• 


•10.000 

0 

0 




Loose Tools 




3,000 

0 

0 




Bills Receivable 




3,000 

0 

0 




Stock 

«»• 



10,000 

0 

0 




Materials Purchased 

«• « 



51,000 

0 

0 




Wages 



... 1 

20,000 

0 

0 




Carriage Inwards 

• •• 



1.000 

0 

0 1 




Carriage Outwards 




500 

0 

0 




Coal and Coke 




5,000 

0 

0 1 




Salaries 




5,000 

0 

0 i 




Rent, Rates and Taxes 


• •• 

... i 

2,800 

0 

0 




Discounts and Allowances 



... > 

1,500 

0 

0 




Bills Payable 







3,fc00 

0 

0 

National Bank 




25,000 

0 

0 1 




Cash in hand 



1 

••• 

400 

0 

0 




Sundry Debtors 


• •• 

f 

45,000 

0 

0 




Sundry Creditors 







40,000 

0 

0 

Repairs and Replacements 




1,800 

0 

0 




Purchases Returns 



... 




2,650 

0 

0 

Works Extensions Account 




7,500 

0 

0 1 




Bad Debts 



rr r ^ 

1,200 

0 

0 1 




Advertisements 


••• 

... 

500 

0 

0 I 




Goods Sold 






1 

1,15,000 

0 

0 

Sales Returns 




2,000 

0 





Gas and Water 




200 

0 

0 




Oil, Grease and Waste 



... 

600 

0 

0 




Furniture and Fixtures 

, , 


• *. 

1.200 

0 

2 * 




General Expenses 


• •• 

• •• 

800 

0 

0 ' 




Printing and Stationery 


... 

... 

450 

0 

0 







Rs. 

cs 

3.64.450 

0 

i 

0 i 

3,64,450 

0 

0 


Write depreciation ofl Plant and Macliincj'y at 5%, oft Loose Tools at 15% and 
Furniture at 5%. The Stock on hand on 31st December 1940 amounted to Rs. 60,000. 
Provide 2J% for Discount on Sundry Debtors and 5% for Doubtful Debts. Rs. 1,500 
wore due for wages and Rs. 450 for salaries for the month of December 1940. The last 
ball of Rs. 400 for taxes was for the half-year ending 31st March 1941. 


JOURNAL ENTRIES. 



L.F. 

Re. a. p. 1' 

Depreciation Account ... ••• Dr- 

To Plant and Machinery 
„ Furniture and Fixtures 
„ Loose Tools 

CBeing 5 per cent Depreciation on Plant, 
Machinery, Furniture and Fixtures and 15 
per cent on Loose Tools written off)- 


2.510 0 0 

1 

1 

2,250 0 0 j 

Profit and Loss Account ... ... Dr. 

To Reserve for Doubtful Debts 
(Being 5 per cent Provision for Doubtful Debts 


t 

on Sundry Debtors). 




, Rs. a. p. 


2,000 0 0 
60 0 0 
450 0 0 


2,250 0 0 
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JOURNAL ENTRIES.— (Contd.) 


L.F. 

Discount and Allowances ... ... Dr. 

To Reserve for Discounts 
(Being per cent Provision for Discounts 
on Debtors). 


Wages Account ... ... ... Dr. 

Salaries Account ... ... j 

To Outstanding Creditors I 

(Being the outstanding liability in respect of I 

Wages and Salaries brought into account). 

. 

Expenses Prepaid ... ... ... Dr. j 

To Rent, Rates and Taxes _ i 

(Being the amount of Prepaid Taxes carried 1 

forward). t 


Trading Account ... ... ... Dr. 

To Stock-in-trade 
„ Materials Purchased 
„ Returns Inwards 
„ Wages 
„ Coal and Coke 
„ Carriage Inwards 
„ Oil, Grease and W aste 
„ Gas and .Water 

(Being the transfer of the above items to 
Trading Account). 


Sales ... ... ... '■ ... Dr. 

Returns Outwards ... ... ... „ 

To Trading Account — 

(Being the transfer of the above items to 
Trading Account). 


Stock-in-trade ... - ... ... Dr. 

To Trading Account 

(Being the incorporation of Closing Stock). 


Profit and Loss Account ... ... Dr. 

To Salaries 

„ Rent, Rates and Taxes 
Repairs and Replaceraenls 
„ Genetal Expenses 
„ Carriage Outwards 
„ Advertisements 
„ Printing and Stationery 
„ Discounts and Allowances 
„ Bad Debts . 

„ Depreciation 

(Being the transfer of above items to Profit 
and Loss Account). 


Profit and Loss Account ... ... Dr. 

To Capital Account 
(Being the transfer of Net Profit). 


Rs. a. p. 
1,066 12 0 

I 

1,500 0 0 
450 0 0 1 


j 200 0 0 

i 

1,21,300 0 0 

i 


(1,15,000 0 0 
I 2,650 0 0 

W 

\\ 

(, CO.OOO 0 0 

1 

1 18,378 12 0 


I 35,721 4 0 


Rs. a. p. 


1,068 12 0 


j| 3,950 0 0 


200 0 0 


40.000 0 0 

51.000 0 0 . 

2,000 0 0 

21,500 0 0 

5.000 0 0 

1.000 0 0 
600 0 0 
200 0 0 


11,17,650 0 0 


60,000 0 0 


5,450 0 0 
2.600 0 0 
1.300 0 0 
800 0 0 
500 0 0 
500 0 0 
[! 450 0 0 

'> 2,568 12 V 
1,200 0 0 
2,510 0 0 


35,721 4 0 


TRADING AND PROFIT & LOSS ACCOUNT, 
For the year ended 31st December ^1940. 


TOADING AND pnOFlT ib LOSS ACCOUNTS AND BALANCE SHEET 


87 



88 


ADVANCED ACCOUNTING 



Expenses Prepaid 



TRADING AND PROFIT & LOSS ACCOUNTS AND BALANCE SHEET 


89 


EXAMINATION QUESTIONS. 

, Note.-— The figures in bold type at die end of most of the problems 
indicate their corresponding numbers in the Author’s “TlfPICAL 
PROBLEMS IN ADVANCED ACCOUNTING” where full solutions of 
these will be found. 

1. What adjustments are usually necessary at balancing time? 

2. What is Depreciation? Why should it be always provided for and charged 
against profits ? 

3. Why should Interest on Capital be brought into accotint before the ascertainment 
of net profits? 

. 4. What is a Balance Sheet ? Discuss fully the order in which the assets, liabilities 
and capital should be set out therein. 

5. What adjusting entries would you pass in regard to the following: 

(a) Outstanding Liabilities, (b) Prepaid Expenses, (c) Accrued Income, (d) In- 
come received in advance, (e) Reserve for Doubtful Debts, and (/) Depreciation ? 

6. Explain the working of the Reserve for Doubtful Debts Account and the 
Reserve for Discounts on Debtors Account. 

7. Why should Reserve for Discounts on Creditors be provided for? Explain 
fully the working of this account. 

8. How should Stock-in-trade be valued and adjusted at the end of each financial 
period ? 

9. How should Work-in-Progress be valued and dealt with ? 

10. What are Closing Entries ? Give a list of the usual Closing Entries. 

11. Explain Mly the statement that the Balance Sheet and the Profit and Loss 
Account are inter-dependent on each other. 

'12. "What is the basis on which the Fixed and Floating Assets should be valued? 

13. Define Fixed, Floating, Fictitious, Liquid and Wasting Assets, and give two 
examples of each. 

14. What is a Trading Account and what purpose does it serve ? 

15. What items are usually embodied in a Profit and Loss Account? 

IG.'' "What are Consumable Stores, and how is the figure of Stores Consumed 
arrived at ? 

^ 17i How should the following items be dealt with in Final Accounts: (a) Freight, 

•(b) Duty, (c) Carriage, (d) Cartage, (e) Royalties, (/) Manufacturing Expenses, 
,(ff) Productive Wages, and (h) Packing Materials? 

18. What is the object of a Manufacturing Account and what items -usually appeat 
pn the debit and credit sides thereof? , 

- 19. Explain how a Manufacturing Account differs from a Trading Account. 

• 20. - What is a Working Account, and hoW does it differ from' a Manufacturing 

lAtfcount? " - ' . 

21. How should the following items be dealt with in Final Accounts: (a) Raw 
Materials, (b) Finished Products," and' fc) Non-productive Wages? 

' • 22. Mention the' points that would 'call for ‘enquiry : ‘ ' 

(ft) Where the percentage of gross profit as riiown by the Tiading Account is less 
than anticipated ; and ' ' _ 

(b) Where .hjch a percentage is more than justifiable. 

RESERVE FOR DOtUTPUL DEBTS AND DISCOUNTS. ' . ' 

V 23. Show the Ledger Entries to describe the following 

(o) 1905 January 1st, Bad Debts Reserve of £860 standing in the books, (b) 
1905 December 31st. Total of Bad Debts' Account £1,000.' (c) 1905 December 31st, 
Adjust the Reserve. Account -so that it may show a Reserve of ?! per. cent on the-Book 
Debt-s which arc £15,000. (d) Assuming Oiat business has been continued for. another 



90 


ADVANCED ACCOUNmfl 


twelve montlis, j.c., upfo 31st December lOOC, the End Debt,*: nrc Ibcn £1,100, Adju''t 
the Reserve so that at may show n i '/serve of per cent on the nmount of Book 
Debts which arc tlien found to be £12,G74. (Notional I/nioti of Tcacltw,) 1!) 

24. On 1st January 1912, the Reserve for Doubtful Debts rhows n credit bnlaricc of 
£900. During the year, the Bad Debts .amount to £700. Tiie Debtors at 31rt Deccniber 
1912 are £24,000 and 5% Reservo for Doubtful Debts is required to be maintained. The 
Bad Debts during the yc.nr 1913 amount to £1,350. On 31st December 1913, the Debtors 
are £25,000 and a 5% Reserve for Doubtful Debts is to be kept. In 1014, the Bad Debts 
are £300 and the Debtors at tlie end of the j'car amount to £10,000 on whicli n S% 
Reserve for Doubtful Debts and a 5% Reserve for Discounts are to be kept. 

Show the Ledger Accounts and show also how these items will appear in the Profit 
t Loss Account and Balance Sheet of each of these three yenrr. 20 

25. The Sundry Debtors at 31st December 1931 were Rs. 40,000 and you arc required 

to make a 5% Reserve for Doubtful Debts and .also a Rcser\'e for Discounts. 'The 
actu.al Bad Debts during the year 1932 amounted to Rs. 1,G00 and the dircount allowed 
was Rs. 1,700. The Debtors at the close of the year 1932 were Rs. 50,000 and Rc.scrvo 
for Doubtful Debts and Reserve for Discounts are required to be maintained at .5^^, 
Give Journal entries and show how the transactions would be shown in the l.,edger 
Accounts, the Profit t Loss Account and the Balance Sheet. 21 

2C. On 1st January 1930, the Rcscn'c for Discounts on Creditors was R.s. 1,200. Tlie 
Discounts canicd during tlie year amounted to Rs. 1,040. TIic Creditors at Dial December 
1930 were Rs. 50,000 and a new Reserve of 2i% is required. Show the Journal, ledger. 
Profit and Loss and Balance Slicel entries relating to Discount. - 22 


FINAL ADJUSTilILNTS. 

27. Upon the closing of a firm’s books for the year ending 31sl May 1907, tlie follow- 
ing payments are foimd to have been made beyond llic date of tlie balance: — 
Telephone Rent, £10 per year, expiring 31st October 1907 ; 

Rales, £50 per annum, paid to 30lh Juno 1907 ; . » _ 

Railway Season Ticket, £12 for half-year ending SOlh September 1907. ' 

The following Invoices rendered have not been dealt with in the books 
Royal Insurance Company Premium, £10-10 per year ending 31st March 1908. 
Rent, £150 per annum, payable in advance, 31st March 1907. 

The respective accounts before making any adjustments stand ns follows: — 


£ s. d. 

Rent, Rales and Irisurance .. .. .. (Dr.) 198 15 0 

Travelling .. ,, .. .. .. „ 35 0 0 

Telephone Rent and Charges .. .. .. n 32 10 0 


_Vou are required to make out adjoslmenl entries in the Journal and to show the 
remaining balance in each account. (Incorporated Accountants.) 23 

28. Pass the necessary Entries to make the following adjustments as at 31st 
December 1925:— 


(1) Depreciation at 55c. on Office Furniture valued at Rs. 2,000 ; at 105o on Plant 
and Machinery worth Rs. 10,000; at 2i% on Buildings wortli Rs. SO.OOi). 

(2) The Reserve for Doubtful Debts is to be brought upto Rs. 6,000, the balance 
on the Reserve Account from previous year being Rs 4,800. The Bad 
Debts during the year were Rs. 3,840. 

(3) Unexpired Insurance as on the date of the Balance Sheet amounted to Rs. 380. 

(4) The last payment for the Annual Telephone Rent, Rs. 300, extended unto 

30th AprU 1926. ^ 

(5) Interest at 5% to be allowed on the Capital which was Rs. 70,000. 

(6) The following Outstanding Liabilities for expenses have to be provided for 

viz., Wager Rs. 600, Salaries Rs. 350 and Trade Expenses Rs. 150. ' 


(7) Make Reserves for Discounts on Debtors and Creditors at the rale of Pl«. 
The Debtorj and Creditors at the end were Rs. 36,000 and Rs 240{M) 
respectively. 24 


final accounts of a SOLE TRADER. 


following Trial Balance as at 1st January 1908 
Account, Profit and Loss Account and Balance Sheet ^ 


prepare Manufacturing 
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• £ 


Purchases (Materials) 


« 4 



16,000 

Discount (Balance) 


4 



1,300 

Wages (Productive) 





6,500 

Sales 





« • « « 

Salaries 


• 



2,000 

Travelling Expenses 


• 



500 

Carriage 


4 4 



275 

Insurance 



4 • 


150 

Commission 


. « 4 

4 4 


325 

Rent and Rales 



4 • 


500 

Cash in Hand 





25 

Cash at Bank 





2,725 

Stable Expenses 





195 

Repairs 





105 

Sundry Expenses 





55 

Mortgage and Interest to date 





' .... 

Mortgage Interest 





150 

Buildings 





4,000 

Machinery 





1,500 

Horses and Carts 





500 

Stock on hand, Ist January 1907 




5,750 

Capital, 





.... 

Sundry Debtors and Creditors 





3,250 





£ 

45,805 


£ 

SO.OOO 


3.050 


10,655 

2,100 


45,805 . 


Make provision for Rent and Ratos uncxpired, £30; Doprcciation on Buildings 
at 21 per cent per annum, Machinery at 5 per cent, Horses and Carls at 7^ per cent ; 
Bad Debts £150 ; Liability for Insurance £20 ; Discount on Sundry Debtors and Creditors 
at 2J per cent. Stock on hand 1st January 1908, £G.075, 

(Incorporated Accountants.) 25 

(Gross Profit, £7,550; Net Profit. £l,892-10s,; Balance Sheet Total, £17,665.) 

30. The follovnng Trial Balance was extracted from tlie books of W, Patterson 
on 31st March 1911 : — 


Cash in hand 
Cash due to Bank 
Salaries 
Wages 
Withdrawals 
' Rent and Ratos 

Purchases and Returns 

Carriage 

Discount 

Bank Charges 

Difference in Exchasige 

Bad Debts . . . . 

Loans 

Plant and Macliinery 31-3-10 
Fixtures and Fittings, 31-3-10 
Horses, Carls and Gear, 31-3-10 
' Capital W. P., 31-3-10 
Debtors 
Creditors 
Stock-in-trade 
Interest on Loans 
General Expenses 
Sales and Returns 


£ !?. 

d. 

£ s. 

d. 

IGO 1 

2 

1,317 13 

3 

.3.50 0 

0 


. 1,7.59 10 

6 



.5,32 lf> 

1 



278 10 

4 



. 32,889 14 

4 

1,266 14 

4 

891 18 

r, 



272 6 

.3 



104 4 10 





233 17 

5 

37 18 

2 



, 250 0 

0 



796 10 

0 



110 0 

0 ' 



. 9.5 0 

0 

6,314 2 

8' 

6,148 16 

1 

4,696 9 

9 

' 5,379 18 

3 



12 10 

0 

I 765 0 

0 



776 10 

0 

37,757 7 

0 

£ 51,59814 

5 

51,598 14 

5 


You are required to draw up a Trading Account, Profit and Loss Account and 
Balance Sheet. Depreciation at the rate of 10 per cent has to be written off Plant and 
Machinery, Fixtures and Fittings, Horses, Carts and Gear, and 5 per cent interest diarged 
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on Capital. Eent and Eatei, (annual) are paid to June 30th, 1911. The Stock on March 
31st, 1911 was £6127 10c. Sd. (Incorporated Accountants.) 26 

(Gross Profit, £3,454-0s.-6d. ; Net Profit, £l,546-3s.-9d. ; 

Balance Sheet Total, £13,657-7s.-6d) 


31. The following are the balances extracted from the books of N. Abdulla, 


as on 31st December 1931 : — 

Capital Account 

Rs. 

.. 90,000 

Bad Debts Reserve 

Rs. 

Drawings 

.. 7,600 

(1st January 1931) 

3£40 

Purchases 

.. 89,470 

Taxes and Insurance 

1,300 

Purchases Returns 

.. 4,240 

Discount Account (Cr.) 

190 

Sales 

.. 1,49,840 

Bills Receivable 

.. 1,240 

Sales Returns 

.. 2,820 

Sundry Debtors 

. . 62,970 

Stock (1st January 1931) 

.. 11,460 

Sundry Creditors 

.. 16,980 

Salaries and 'Wages 

. . 6,280 

Cash at Bank 

. . 12,400 

Buildings 

.. 25,000 

Cadi in Hand 

.. 2£10 

Freight and Clearing Charges 

16,940 

Office Furniture 

3,500 

C.arriage Inwards 

. . 2,310 

Travellers’ Salaries &. 


Office Expenses 

.. 1340 

Commission 

. . 9,870 

Printing and Stationery 

660 

Additions to Buildings 

. . 7,000 

Postage and Telegrams 

820 

Rent Recovered 

^00 

Bad Debts 

.. 1,400 




You are required to pass the necessary Adjusting and Closing Entries and to 
prepare fading and Profit and Loss Account for the year ended 31st December 1931 
and a Balance Sheet as on that date, after making the following adjustments. 

1. Depreciate Buildings by 21% and Ofifice Fiumiture by 5%. 

2. Reserve for Bad Debts to be made upto Rs. 4,000. 

3. Salaries outstanding for December 1931, Es. 570. 

4. Rent recoverable Rs. 200. 

5. 5% Interest to be charged on Capital. 

C. The value of stock on 31st December 1931 was Rs. 14,290, 

7. The unexpired insurance amounted to Rs. 240. 

(Gross Profit, Rs. 45,370 ; Net Profit, Rs. 19,800 ; Balance Sheet Total, Rs. 1,24,230.) 

32. The following is the Trial Balance of R. Rustomji as at 30th June 1931. You 
.are asked to pass the necessary Adjusting and Closing Entries and to prepare the 
Trading and Profit md Loss Account and Balance Sheet as at that date. 


R. Eustoraji’s Capital Account 




Dr. Rs. 

Cr. Rs. 
1,08,090 

Stock on 1st July 1930 

, , 



! 46,800 

Sales and Sales Returns 




8,600 

2,89,600 

Purchases and Purchases Returns 



.. 2,43100 

5,800 

Freight and Carriage 




. . 18,600^ 


R''nt and Taxes 




5,700 


■S.alarics and Wages 




. . 9,300 

t 

[ 

Sundry Dcirtors ' 


, , 


. . 24,000 

1 

., Creditors 



* . 

. . 

14.800 

B.ink Lo.an nl 6 per cent 



, 

. . 

1 20,000 

Bank Interest 




• .. .000 

1 

Printing and Advertising 



, . 

.. 14,600 

i 

Income from Investments 





250 

Cash at Bank 




!! 8200 


Di'counts Receivable 


, 


, , 

3,690 

•^Jnvertmrnt.s 


, . 


. . 5,000 

Furniture and Fittings 




1,800 


Di<-co«n1n Payable 


• • 


. - 7.340 

I 

ftcncral E’tpenre*! 



« . 

3,610 


.Audit Fees 




500 


Iprarance 

, , 



800 

- 

Traveliing Expcnfe .5 

, , 

, , 


2130 


I’oltnge .md Telegrams 

Ca»h in Hand 

'Deptr’is with M. 'M.'uieekii at 
Drawir«s Arenunt 

5 per 

cent 


870 

380 

- . 30,000 

. . 10,000 


- 




Rs. 4.42230 

4,42,230 
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Stodt on 30th June 1931 was Rs. 78,600. 50% of Printing and Advertising i.< 
to be earned forward as a charge in the following year. Depreciate Furniture and 
Fittings by 10 per cent. Create 5 per cent Rcser\’o on Debtors. Reserve 2 per cent for 
Discount on Debtors and Creditors. Insurance prepaid amounts to Rs. 200, Salaries 
outstanding Rs. 500 and Carriage outstanding Rs. 100. Charge full year’s interest on- 
deposit with M. Maneckji. 

(Gross Profit. Ra. 56,800 ; Net Ptofit, Rs. 21,650 ; Total of Balance Sheet, Rs. 1,55,144.) 

33. On 31st Match 1932, tlto following Trial Balance of R, Ramrao was taken 
out. Pass the Adjusting and Closing Entries and prepare Final Accounts for tlte year, 
after making the following adjustments: — 

(a) Depreciation — 5 per cent off Plant and Machinery and 10 per cent off 
Fixtures and Fittings. 

(b) Resen'e for Bad Debts 21 per cent on Sundry Debtors. 

(c) Reserve for March Rent, Rs. 150. 

• (d) Insurance unexpired on 31st March 1932, Rs. 70. 

(c) Outstanding Wages and Salaries Rs. 600 and Rs. 350 respectively. 

(f) Stock on 21st March 1932, Rs. 16,580. 


TRIAD 


Debits. Rs. 

Plant and Machinery .. 55,000 

Fixtures and Fittings . . 1,720 

Factory Fuel and Power , . 542 

Office Salaries . , . . 3,745 

Lighting (Factory) . , 392 

Travelling Expenses . . 925 

Carriage on Sales . . . . 960 

Cash at Bank .. ., 2,245 

Cash in Hand .. 68 

Sundry Debtoi-s .. .. 47,800 

Purchases , , . . 83,^ 

Manufacturing Wages .. 9,915 

Rent and Taxes .. .. 1,765 

Office Expenses .. 2,778 

Carriage on Purchases .. 897 

Discount . , . . 422 

Drawings Account .. 6,820 

Stock on 1st April 1931 .. 21,725 

Manufacturing Expenses . . 2,680 

Sales Returns . . . . 7,422 

Insurance . . . . 570 


Rs. 2,51,681 


BAL.ANCE. 


Credits. 

Rs. 

R. Ramrao’s Capital Account 

. . 93,230 

Sales 

1,26,177 

Sundrj’’ Creditors 

. . 22,680 

Purchases Returns 

. . 3472 

Bills Payable 

. . 6,422 


Rs. 2,51,681 


(Gross Profit, Rs. 18,266 ; Net Profit, Rs. 3,054 ; Balance Sheet Total, Rs. 1,19,866.) 

34. From the following balances extracted from the books of J. Jehangir on 30th 
June 1931, prepare Final Accounts after making entries in regard to the following 
adjustments and the closing of accounts. 


xvo. 

stock on 1st July 1930 .. 96,000 

Wages . . . . , . 28,000 

Salaries . . . . , . 4,000 

Railway Charges, etc. on 
Purchases . . . . 5,000 

Purchases .. .. 1,20,000 

Interest on Overdraft . . 200 

Bills Receivable . . . . 6,000 

Rent . . . . . . 2,000 

Plant & Machinery . . 20,000 

Travelling Expenses . . . . 5,000 

Repairs to Plant .. .. 1,600 

Cash in Hand . . . . 200 

Cash at Bank . . . . 1,800 

Building - 5,000 


Rs. 

Returns Inwards .. ,. 1,000 

Sundry Debtors .. .. 35,000 

Office Expenses .. .. 5,000 

Income Tax .. .. 500 

Drawings . . . . 6,500 

J, Jehangir’s Capital .. So, 000- 

Bills Payable .. .. 5 00O 

Tlie Consolidated Bank Loan 

^ (Cr.) 4^000 

, •>, •• ■■ 2,50,000 

Reserve for Bad Debts .. 5,000 

Discount on Purchases .. 4000 

Sundry Creditors .. ,. 23’300 

Returns Outwards .. .. 1,500 
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Stock on 30th June 1931 was Rs. 35,000. Write off R.s. 3,000 Bad Debts and main- 
tain a Reserve of 5% on Debtors. Depreciate Plant and Machinery by 107e. JtVllow 
interest on Capital at 5% per annum. Wages and Salaries are unpaid to the extent of 
Rs. 1,500 and Rs. 450. Rent at Rs. 200 per month for the last two month.s lis tmpaid. 
(Gross Profit, Rs, 39,000 ; Net Profit, Rs. 16,250' ; Balance Sheet Total, Rs. 96,400.) 


35. Prepare Trading and Profit and Loss Account and Balance Sheet as on 
30th September 1931 from the following balances:— 


A, Arthur’s Capital Account 

Rs. 

1,19,400 

Stock on Isl Oclobei 1930 

Rs. 

89,680 

A. Arthur’s Drawings Account 

10,550 

Salaries and Wages 

. . . . 

11,000 

Bills Receivable 

9,500 

Travelling E.xpenses 


1,880 

Plant and Machinery 

28,800 

Insurance (including 

Premium 


Sundry Debtors (including B. 
Madan for dishonoured bill 


of Rs. 300 per anmiin 
31st March 1932) 

paid upto 

• 400 

Rs. 1,000) 

62,000 

Cash 


530 

Loan Account (Cr.l at 6% 

20,000 

Bank 

• • • • 

18,970 

Wages — ^Jlanufactiuing 

40,970 

Repairs and Renewals 


3,370 

Returns Inwards 

2,780 

Interest and Discount 

(Dr.) 

5,870 

Purchases 

2,56,590 

Bad Debts 


3,620 

Sales 

3,56,430 

Sundry Ci editors 

. . 

59,630 

Commission Received 

5.640 

Fixlines and Fittings 


8,970 

Rent and Taxes 

5,620 



Stock on hand on 39lh September 1931 was Rs. 1,28.960. 




Write off half of B. Madan’s dishonoured bill. 


Create a Reser/e of 59o on Sundry Debtors. 

Charge 5% Interest on Capital. 

Manufacturing Wages include Rs. 1,200 for erection of new machinery purchased 
last year. 

Depreciate Plant and Machinery by STc and Fixtuies and Fittings by 10% per 
annum. 

Commission earned but not received amounts to Rs. 600. 

- Interest on Loan for the last two months is not paid. 

(Cress Profit, Rs. 96,570 ; Net Profit, Rs. 59,118 ; Balance Sheet Total, Rs. 2,53,768.) 


36. From the following balances of M. Manccklal, prepare Trading and Pioflt 
and Loss Account and Balance Sheet as at 31st December 1931 : — 


Capital Account 
Creditors — Trade 
,, Expenses 
Rent Received 
Purchases Returns 
Sales 

Bad Debts Reserve, 1st Janua; 

1931 .. - 

Advertising Development 
Goodwill 

Plant and Machinery 
Travellers’ Samples 
Stock on 1st January 1931 
Debtors 

Cash at Bank " 


Rs. 

20,500 

15.000 
3,400 

300 

2,000 

1,44,800 

300 

4.000 
2,500 

10.000 
1,350 

16.000 
7,300 
1,000 


j Cash in Hand 
I Drawings 
Purchases 
Carriage Inwaids 
Wages — Manufacturing 
Power 

Rent and Insurance 
Salaries and General Wages 
Discount Received 
General Charges 
Sales Returns 
Travellers’ Commission 
„ Salaries 

Discounts allowed 


Rs. 

55 

2.500 

85.500 
750 

11.500 

4.500 
9,950 

17,200 

900 

4,300 

300 

1,445 

4,550 

2.500 


20th mb ?o°^^ex*e^t ® ^ loss by fire on December, 

Machinery by 10% and T^^li^s’^S^ples brisilsl 

to Rs. 1,000. Write 50% off Adver^no tao , Increase the Bad Debts Reserve 

Insurance expiring 1st March 1932^as®Hs. Account. Annual Premium on 

Gross Pro/it, Rs, 49,750; Wet Loss, Rs. 3,045; Balance Sheet Total, Rs. 33,355.) 
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37, From the following Trial Balance at 30th June 1911, prepare a Trading 
Account, Profit and Loss Account and Balance Sheet, after carrying out the instructions 
at the foot of the account: — 


T. Williams, Capital 




£ s. d. 

£ s. d. 
24,503 19 0 

Do, Drawings 




750 0 0 

76,793 18 10 

Sales 





Purchases 




57,520 15 0 

General Expenses 




2,511 11 9 


Mill and Warehouse 




11,000 0 0 
21,218 9 1 


Stodc, 30-6-10 





Coal and Power 




2,242 2 4 


Rates 




315 4 4 


Wages 




7,20G 12 2 


Debtors and Creditors 

k • 



C,287 16 10 

2,511 12 8 

Discounts 

• ft 



2,441 10 6 

897 14 0 

Bad Debts Reserve 

• • 




50 18 10 

Commission 




317 1 4 


Horse Expenses 




199 16 7 

3,834 0 7 

Bills Payable 




84 13 11 

Cash in Hand 





A. B. Bank 





l.E-GS 1 3 

Income Tax 




283 16 3 


Oil 




71 12 11 


Allowances 

ft • 



31 17 8 


Macliinery, 30-C-10 

ft 4 



3,906 0 0 
311 11 6 


„ Additions 

Ijoans, A. Jones 




2,126 18 10 

„ W. Jackson 

4 ft 




3,006 8 2 

„ T. Robinson 

« • 




1,700 0 6 

■ 



£ 

116,700 12 2 

116,700 12 2 


Tile Stock on 30lh June 1911 was £23,339 11s. Od. After cieating a Bad Debts 
Reserve of 5 per cent on Debtors, allow discount of 21 per cent on Debtors and Creditors ; 
provide for Depreciation of Machinery, not including additions, at the rate of 10 per 
cent per annum ; allow 5 per cent Interest on Loans and Capitol (ignoring Interest on 
Drawings) ; allow for bonus to Jones and Jackson of 7V per cent each on Iho net 
profit falling to Williams, (.Incorpornted AccouniMit'!.) 27 

(Grost Piofit, .£ll,873-18s.-l(7. ; Net Profit, £3,950-0<.-ld. ; 

Balance Sheet Total, £44, 075-6, >:,-9d,) 

38. From the following Trial Balance, extracted from the books of Raklialdas 
Ramji, prepare a Trading and Profit and Loss Account for the year ended 30th Sep- 
tember 1925, and a Balance Sheet as on that date ; — 





Dr. Rs. 

Cr. Rs. 

R. R 's Capital Account 




90,000 

R. R.’s Drawings Account 


• ft • 

! [ 6,480 

. 

Land and Buildings 



. . . 25,000 


Plant and Machinery 



. . 14,270 


Furniture and Fixtures 



. . . 1,250 


Carriage (Inwards) 



. . 4,370 


Wages (Manufacturing) 
Salaries 

•• 


. . 21,470 

.. 4,670 


Bad Debts Reserve (as on 1st 

October 1924) 


2,470 

Sales 




91,230 

„ Returns 



’ 1,760 


Bank Charges 


ft ft ft 

140 


Coal. Gas and Water 

• ft 

ft ft ft 

.. 720 

\ 

Hates and Tax'es 



840 


Discounts Account (balance) 


• ft ft 


120 

Purchases 

» • 

• • • 

!! 42,160 


,1 Returns 

• ♦ 

ft 


8,468 



ADV/mCED accounting 


Bills Receivable ^ 


Dr. 

Rs. 

1,270 

Cr. Rs. 

Trade Expenses 

, , 

. . > * 

1,990 


Sundry Debtors 

. , 


37,800 

12,170 

„ Creditors 


• # • • 

2G,4S0 

Stock (1st October 1924) 

. 

in factory) 

500 

Apprentice Premium (paid by an 

apprentice 

490 

Fu:e Insurance 

« • 



Cash at Bank- 


• • » • 

13,000 


Cash in Hand 

•• 


850 




Rs. 

2,04,950 

2,04,950 


Charge Depreciation on land and Buildings Account at 21^, on Pl&nt and 
Machinery Account at 10%, and on Furniture and Fixtures Account at 10%. Make a 
reserve of 5% on the Sundry Debtors for Bad Debts. Carry forward the follo\ving 
unexpired amoruits ; — 

Rs. 

(1) Fire Insurance .. .. .. .. .. 125 

(2) Rates and Taxes .. .. .. .. .. 240 

(3) Apprentice Premium . . . . . . . . 400 

Charge 5% Interest on Capital but not on Drawings. The value of Stock as on 
30th September 1925 was agreed at Rs 29,390. (Note. — ^No Journal iEiitries for adjust- 
ments are required) . 28 

(Gross Profit, Rs. 32,180 ; Net Profit, Rs. 18,538 ; Balance Sheet Total, Rs. 1,19,128.) 

39. From the following Trial Balance taken from the books of R. Mehta on 31st 
■ December 1925, prepare Manufacturing and Profit and Loss Account for the year and 
Balance Sheet as at that date ; — 






Dr. Rs. 

Cr. Rs. 

Capital Account 


* * 



87,940 

Opening Stock 

« * 



. . 85,600 

Discounts 




350 

Advertising 




.. 4,700 


Goodwill 




. . 9,500 


Bad Debts Reserve 




1,800 

Bills Payable 

. . 




1,200 

Wages 

Duty and Clearing Charges 

•• 



. . 7,500 

. . 1,200 

Factory Rent 




. . 1,600 


Carriage Inwards 




. . 3,300 


Returns Inwards 




4,500 


Salaries 




.. 15;000 


Interest 




400 

Plant and Machinery 




. . 20,000 

Sales 




3,60,000 

Gas and Water 




700 

Returns Outwards 




1,900 

Office Rent 

Purchases 

Bills Receivable 

Cash at Bank 

Cadi in Hand 

Office Furniture 


• • 


. . 1,500 

.. 2,62,700 

. . 2,000 

.. 6,660 

25 

. . 2,500 

Sundry Creditors 

Taxes 

•• 



8,450 

Printing and Stationery 
Sundry Debtors 




.. 300 

475 


Drawings Account 




. . lo.UUU 


General Expenses 




. . 12,500 


Insurance 

** 

• • 


. . 1,360 

* 





420 

Rs. 4,62,040 

4,62,040 
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distributed over the estimated life of such assets. In other words, eacli 
fixed asset would he shown in the Balance Sheet at its original cost minus 
such accumulated depreciation or deterioration in value it may have under- 
gone upto the date of the Balance Sheet. 

Floating Assets, on the otlier hand, are held for resale with a view to 
profit or for immediate conversion into cash, and are, therefore, valued at 
the cost or the current market price whichever is lower at the date of the 
Balance Sheet. But both the fixed and floating assets should be valued on 
the basis of a going concern. 

Form of Balance Sheet. — ^There is no**liard and fast rule as to the order 
in which the assets and liabilities of a sole trader or a partnership firm should 
be stated in the Balance Sheet. One method is to place the most easily 
realisable asset first and then follow it up by assets which are less easily 
realisable, so that the asset most difficult of realisation will be sho\vn last. 
As against this order of the assets, the habilities will be shown in the order 
in which they are payable, the most pressing liability being placed first. 
The Balance Sheet will then appear as under : — 


BALANCE SHEET 


LiaMities 


Bills Payable 
Creditors for Loans 
Creditors on Open Accounts 
Outstanding Liabilities for Expenses 
Capital 


4 


I 

I Rs. 

I 

I 


Assets 


Cash in Office 
Cash at Bank 
Investments 
Sundry Debtors 

Less Reserve for Doubtful Debts 
Bills Receivable 
Stock-in-trade 
Loose Tools 
L^ss Depreciation ’ 

Fixtures and Fittings 
Less Depreciation 
Plant and Machinery 
Less Depreciation 
Factory Building 
Less Depreciation 
JGoodwill 


Rs. 


! 


Rs. 


The other metliod is to marshal the assets and liabilities in exactly the 
reverse order to the above, so that the fixed and permanent assets and 
liabilities appear first and will be followed by floating assets and liabilities. 
The latter arrangement now seems to be followed by almost all concerns 
except Banks and Financial Houses which prefer to show the liquid and 
floating assets first and follow them up with the fixed assets. It should be 
noted that while preparing the Balance Sheet of a Limited Company, it is 
this order of assets and liabilities that is required to be rigidly observed by 
the prescribed form of Balance Sheet under the Indian Companies Act. 


6 
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HEADING OF ACCOUNTS. 

The student should carefully study the method of dating the Final 
Accounts, which is an - important point. The -Trading and Profit & Loss 
Account, being a summary of the transactions relating to trading during a 
given period, should always be headed this way — 

TRADING AND PROFIT & LOSS ACCOUNT 

> for the year ended 

On the otlier hand, a Balance Sheet, bemg a list of balances outstanding 
on the books of a trader on a paAcular date, should be headed this wise — 

BALANCE SHEET 
as at 

The name of the trader must always appear at tlie head of the Final 
Accounts. 


HOW TO SET OUT ASSETS AND LIABILITIES. . 


We \vill now proceed to discuss the important points in connection with 
the several Assets and Liabilities that usually find their place in a trader’s 
Balance Sheet. 

Cash at Bank. — ^This item would represent the Bank Balance as shown by 
the Bank Columns of the Cash Book. If this balance differs from the Bank 
Balance as per the Pass Book, a Reconciliation Statement would have to be 
prepared to verify its correctness. 

Investments. — Ordinarily, these will appear at cost price, and temporary 
fluctuations in value need not be brought into account. If, however, the 
market value .shows a tendency towards a permanent fall, it would be 
advisable to provide for such depreciation in the value of the investments. 
In any case, the basis of valuation, cost or market price, should be clearly 
indicated on the Balance Sheet. When the maiket value of the investments 
is lower tlian the cost price and the investments are shown at cost, it is 
desirable to append a note in the Balance Sheet stating what the then 
market value was. 


Any provision made in regard to the loss in value of investments should 
be shovm by way of deduction from the book value of the investments. 

If the investments consist of gilt-edged securities as also stocks and 
sbai'cs, the value of each of these should be separately shown under distinct 
sub-heads. 

Accrued interest, if any due, on these investments upto the period 
covered by the account should be calculated and brought into account. 

Sundry Debtors. — ^This item always means the sum total of the amounts 
owing from the Trade Debtors, i.e., the Customers. If there are any Debtors 
for Loans granted by the trader, such Loan Debtors should be distinguished 
from, the Trade Debtors. All debts known to be bad and irrecoverable must 
^ Witten off. ^e provision if any, made for Doubtful Debts as also for 
^Discounts on Debtors should be shoum by way of deduction from the book 
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value of the debtors in order that the estimated realisable value of this 
asset may appear in the outer column. 

Bills Receivable.— This item will represent Bills Receivable not matured 
at the date of the Balance Sheet. If there is any overdue bill, the same would 
be reversed to the personal account of the acceptor concerned, and a provi- 
sion in regard to such doubtful debt should be made, if necessary. , 

Stock-iii-Trade. — -This item should be very carefully valued and any 
over-valuation should be guarded against. The basis accepted as sound and 
correct is cost or market price, whichever be the lower at the date of the 
Balance Sheetv Cost price would necessarily include the Invoice Price pins 
Ihity, Freight, Carriage Inwards, etc. The basis of valuation should be 
indicated on the Balance Sheet. Proper allowance should be made while 
valuing unsaleable or damaged stock. 

Patents, Copyrights, Trade Marks, etc. — ^These and similar assets should 
be valued on most consei-vative basis. The whole cost of Patents or Copy- 
rights should be witten off within the pei’iod of their probable life, but if 
any of these are obsolete and cannot be utilised or if the products prove to 
be unsaleable, the values of such Patents, Copyrights, etc., should be ignored 
for the purpose of Balance Sheet valuation. In other words, these assets 
should not appear in the Balance Sheet at anything beyond their utility 
values to the concern in question. 

Fumitiu'e and Fixtures. — ^These should be brought in the Balance Sheet 
at the original cost less a reasonable amount in respect of depreciation. 

Loose Tools. — These are generally re-valued at the end of each year and 
the difference between the book value and the valuation figure is written off 
as depreciation. . 

^lant and Machinery. — ^This item must be shown at its original cost in 
file inner column, and the provision in regard to depreciation should appear 
by way-of deduction from the cost. It is not a desirable method to show 
the asset at the cost price on the assets side, and the provision in respect of 
depreciation on the liabilities side.- The advantage of showing the deprecia-. 
tion amount by way of deduction from the original cost lies in the fact that 
the present utility value of the asset can be seen at a glance. Once the 
entire cost of equipment and installation under this head is debited to this 
account, it should be seen that only purchases of additional plant and 
amounts expended on improvements resulting in enliancement of the revenue- 
earning capacity of the existing plant are subsequently capitalised. All other 
ammmts expended by way of renewals, replacements or repairs to maintain 
the plant in its oiuginal efficiency will be charged off to revenue. 

Freehold Land and Building. — ^It is desirable to distinguish between 
Freehold and Leasehold Property. The asset should be sho^vn at the original 
cost less a reasonable percentage in respect of depreciation on building. 
Freehold land, as a rule, does not depreciate. If the value of such asset has 
appreciated, it is not desirable to bring up tile book value to its present 
market price and thus take credit for an unrealised profit. 

Leasehold Land and Building. — ^The original cost as also any additions 
to -such asset should be written off during the period of the lease, so that by 
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the time the lease expires, its hook value also may he reduced to zero. 
Repairs should be charged off to Revenue Account of the year in which 
they are made. 

Liabilities. — ^The amount owing to suppliers of goods at tlie end of the 
financial period is usually shown under the heading of Trade Creditors or 
Creditors on Open Accounts. Bills Payable, Creditors for Loans borrowed. 
Bank Overdraft and Outstanding Liabilities for Expenses should ^ each be 
shown undei* its distinct heading. Creditors holding any securities from 
the trader n^ust be separately shown with a statement of the securities 
pledged or assets mortgaged. 

Capital. — The difference between the total of the assets and the total of 
the liabilities at the date of the Balance Sheet uill represent the Capital of 
the trader as at that date. This item will have to be shown in details as 
under: — 


Capital at the commencement o£ the period 
Add further amount brought in 
„ Interest on the Capital 
„ Net Profit 


LeiS Withdrawals 
„ Interest on withdrawals 


Rs. 



Rs. I 


CALCULATION OF COMMISSION. 

The calculation of Commission to Manager presents some difficulty to 
students when the payment is based on a percentage of the trading profits 
after the deduction of the actual amount of commission payable. In sucb a 
case, the percentage of commission and the figure of trading profits prior 
to charging commission having been given, the working will he as under ; — 

ELCUSTRAHON 20. 

X, the manager of Sharp and Slow, is to receive 10% on the net profits of the 
business left after the ded-uctiou of his commission. The profit prior to deduction of 
c6mmission amounted to Rs. 33,000. What commission does X stand to get? 


Assume that the Commission X gets is 
and the profits left after deduction of such commission are 
Then the profits prior to commission riiould be 

Thus, the Commission in this case works out at one-eleventh 
on Rs. 33,000, it will be Rs. 3,M0. 


Rs. 

= 10 

= 100 

= UO 

of the profits, and 


nXUSTRATlON 21. 


.After passing the necessary closing and adiucrf^ina , 

Rofit & Loss Account for the year, and Balance Sheet 

the fallowing Trial Balance of a Manufacturer ^ December 1940 from 



trading and profit & LOSS ACCOUNTS AND BALANCE SHEET 


85 


TRIAL BALANCE. 





Rs. 

a. 

p- 

1 Rs.' 

a. 

p- 

Capital Account 


• •• 




2,03,000 

0 

0 

Drawings Account 


... 

15,000 

0 

0 




Freehold Land and Premises 


*«* 

90,000 

0 

0 




Plant and Machinery 

• •• 


40,000 

0 

0 




Loose Tools 


... 

3,000 

0 

0 




Bills Receivable 



3,000 

0 

0 




Stock 



40,000 

0 

0 




Materials Purchased 

• •• 

... 

51,000 

0 

0 




Wages 


... 

20,000 

0 

0 




Carriage Inwards 

... 

... 

1.000 

0 

0 




Carriage Outwards 


... 

500 

0 

0 




Coal and Coke 


... 

5,000 

0 

0 




Salaries 


... 

5.000 

0 

0 




Rent, Rates and Taxes 



2,800 

0 

0 




Discounts and Allowances 


... 

1,500 

0 

0 




Bills Payable 

... 

... 




3,800 

0 

0 

National Bank ■ 


.f 

25,000 

0 

0 




Cash in hand 


rtt 

400 

0 

0 




Sundry Debtors 



45,000 

0 

0 




Sundry Creditors 

... 

««• 




40,000 

0 

0 

Repairs and Replacements 

... 

... 

1,800 

0 

0 




Purchases Returns 






2,650 

0 

0 

Works Extensions Account 


• c* 

7,500 

0 

0 




Bad Debts 



1,200 

0 

0 




Advertisements 



• 500 

0 

0 




Goods Sold . ... 






1,15,000 

0 

0 

Sales Returns 



• 2.000 

0 

0 




Gas and Water 



200 

0 

0. 



* 

Oil, Grease and Waste 

«•« 


600 

0 

0 




Furniture and Fixtures 


... 

1.200 

0 

0 




General Expenses 


*«• 

800 

0 




. 

Printing and Stationery 

... 

• «. 

450 

0 

0 I 






Rs, 

c: 

3,64,450 

0 

0 1 

3,64,450 

0 

0 


Write' depreciation off Plant and Machinery at 5%, off Loose Tools at 15% and 
Pumituro at 5%. The Stock on hand .on 31st December 1940 amounted to Rs. 60,000. 
Provide 2§% for Discount on Sundry Debtors and 5% for Doubtful Debts. Rs. 1,500 
■were due for -wages and Rs. 450 for salaries for the month of December ‘1940. The last 
bill of Rs. 400 for taxes ■was for the half-year ending 31st March 1941. 


JOURNAL ENTRIES. 



L.F. 

Rs. a. p. 

'Rs. a. p. 

Depreciation Account ,,, ... Dr. 


2,510 0 0 


To Plant and Machinery 



2,000 0 0 

„ Furniture and Fixtures 



60 0 0 

„ Loose Tools 



450 0 0 

(Being 5 per cent Depreciation on Plant, 




Machinery, Furniture and Fixtures and 15 




per cent on Loose Tools written off). 




Profit and Loss Account ... ... Dr. 


2,250 0 0 


To Reserve for Doubtful Debts • 



2,250 0 0 

(Being 5 per cent Provision for Doubtful Debts 




on Sundry Debtors). . 
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JOURNAL ENTRIES.— (Co?itd.) 


L.F. 


Rs. a. p. 


Rs. a. p. 


Discount and Allowances ... ... Dr. 

To Reserve for Discounts 
(Being 2i per cent Provision lor Discounts 
on Debtors). 


Wages Account ... • ... ... Dr. 

Salaries Account ... ... ... „ 

To Outstanding Creditors 
(Being the outstanding liability in respect of 
Wages and Salaries brought into account). 


Expenses Prepaid ... ... ... Dr. 

To Rent, Rates and Taxes i 

(Being the amount of Prepaid Taxes carried I 

forward). i 


Trading Account ... ... ... Dr. 

To Stock-in-trade 
„ Materials Purchased 
„ Returns Inwards 
„ Wages 
„ Coal and Coke 
„ Carriage Inwards 
„ Oil, Grease and Waste v 
„ Gas and Water 

(Being the transfer of the above items to 
Trading Account). 


Sales ... ... ... ... Dr. 

Returns Outwards ... ... ... „ 

To Trading Account 

(Being the transfer of the above items to 
Trading Account). 


Stock-in-trade ... ... ... Dr. 

To Trading Account 

(Being the incorporation of Closing Stock). 


1,068 12 0 


I 


1,500 0 0 
450 0 0 


1,068 12 0 


1,950 0 0 


200 0 0 


200 0 0 


I 


I 

‘‘1,21,300 0 0 


111,15,000 0 0 
ij 2,650 0 0 

i' 


40,000 0 0 
' 51,000 0 0 
2,000 0 0 

! 21,500 0 0 
I 5,000 0 0 

! 1,000 0 0 

600 0 0 

' ZOO 0 0 


t % 

|l,17.650 0 0 


1 , 60,000 0 0 


60,000 0 0 


Profit and Loss Account 
To Salaries 

„ Rent, Rates and Taxes 
„ Repairs and Replacements 
., General Expenses 
„ Carriage Outwards 
„ Advertisements 
,. Printing and Stationery 
„ Discounts and Allowances 
„ Bad Debts 


„ Depreciation 

(Being the transfer of above items 
and I.OS3 Account). 


to Profit 


Dr. 


I 

1 

I 


I 


19.378 12 0 


N, 


5,450 0 0 
2,600 0 0 
1,800 0 0 
800 0 0 
500 0 0 
500 0 0 
' 450 0 0 

2,568 12 0 
1,200 0 0 
2,510 0 0 


Profit and loss Account 
To Capital Account 
(Being the transfer of Net Profit). 


Dr. 


35.721 4 


0 


35,721 4 0 



trading and profit & LOSS ACCOUNT. 

For the year ended 31st December 1940. 
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Expenses Prepaid 
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EXAMINATION QUESTIONS, 


Note. — ^TJic figures in bold type at the end of most of the problems 
indicate their corresponding numbers in the Author’s “TYPICAL 
PROBLEMS IN ADVANCED ACCOUNTING” where full solutions of 
these will be found. 

1. What .adjustments arc usually necessary at balancing time? 

2. What is Depreciation? Why should it be always provided for and charged 
against profits? 

3. Why should Interest on Capital be brought into account before the ascertainment 
of net profits? 

4. _ What is a Balance Sheet ? Discuss fully the order in which the assets, liabilities 
and capital should be set out therein. 

5. What adjusting entries would you pass in regard to the following: 

(a) Outstanding Liabilities, (b) Prepaid Expenses, (c) Accrued Income, (d) In- 
come received in advance, (c) Resen»e for Doubtful Debts, and (f) Depreciation? 

C. Explain the working of the Reserve for Doubtful Debts Account and the 
Reserve for Discounts on Debtors Account. 

7. Why should Reserve for Discounts on Creditors be provided for? Explain 
fully the working of this account. 

8. How should Stock-in-trade be valued and adjusted at the' end of each financial 
period ? 

9. How should Work-in-Progress be valued and dealt with? 

10. What are Closing Entries? Give a list of the usual Closing Entries. 

11. Explain fully the statement that the Balance Sheet and the Profit and Loss 
Account are inter-dependent on each other. 

12. What is the basis on which the Fixed and Floating Assets should be valued? 

13. Define Fixed, Floating, Fictitious, Liquid and Wasting Assets, and give two 
examples of each. 

14. What is a Trading Account and what purpose does it serve ? 

15. What items are usually embodied in a Profit and Loss Account? 

IG. What are Consumable Stores, and how is the figure of Stores Consumed 
arrived at ? 

17. How should the following items be dealt with in Final Accounts : (a) Freight, 

(b) Duty, (c) Carriage, (d) Cartage, (c) Royalties, (/) Manufacturing Expenses, 
(Sf) Productive Wages, and (k) Packing Materials ? , 

18. What is the object of a Manufacturing Account and what items usually appear 
on the debit and credit sides thereof ? 

19. Explain how a Manufacturing Account differs from a Trading Account. 

20. What is a Working Account, and how does it differ from a Manufacturing 
Account ? 

21. How should the following items be dealt with' in Final Accounts : (a) Raw 

Materials, (b) Finished Products, and (c) Non-productive Wages? 

22. Mention the points that would call for enquiry: 

(a) Where the percentage of gross profit as shown by the Trading Account is less 
than anticipated ; and 

(b) Where such a percentage is more than justifiable. 


RESERVE FOR DOUBTFUL DEBTS AND DISCOUNTS. 

> 23. Show the Ledger Entries to describe the following : — 

^ (ft) 1905 January 1st, Bad Debts Reserve of £860 standing in the books, (b) 
1905 December 31st, Total of Bad Defats Account £1,000. (e) 1905 Decemte- 31st 

Adjust the Reserve Account so that it may show a Reserve of 71 per cent on the Book 
Debts which arc £15,000. (d) Assuming that business has been continued for another 
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twelve months, i.e., upto 31st December 1906, the Bad Debts are then £1,100. Adjust 
the Reserve so that at may show a r'/serve of per cent on the amount of Book 
Debts which are then found to be £12,674. (National Union of Teadhcfs.) 19 

24. On 1st January 1912, the Reserve for Doubtful Debts shows a credit balance of 
£900. During the year, the Bad Debts amount to £700. The Debtors at 31st Deceml^r 
1912 are £24,000 and 5% Reserve for Doubtful Debts Is required to be maintained. The 
Bad Debts during the year 1913 amount to £1,350. On 31^ December 1913, the Debtors 
are £25,000 and a 5% Reserve for Doubtful Debts is to be kept. In 1914, the Bad Debts 
are £300 and the Debtors at the end of the year amount to £10,000 on whidi a 5% 
Reserve for Doubtful Debts and a 5% Reserve for Discounts are to be kept. 

Show the Ledger Accounts and show also how these items will appear in the Profit 
& Loss Account and Balance Sheet of each of these three years. 20 

25. The Sundry Debtors at 31st December 1931 were Rs. 40,000 and you are required 

to make a 5% Reserve for Doubtful Debts and also a 57o Reserve for Discounts. The 
actual Bad Debts during the year 1932 amounted to Rs. 1,600 and the discount allowed 
was Rs. 1,700. The Debtors at the close of the year 1932 were Rs, 50,000 and Reserve 
for Doubtful Debts and Reserv'e for Discoxmts are required to be maintained at 5%. 
Give Journal entries and show how the transactions would be shown in the Ledger 
Accounts, the Profit & Ik)ss Account and the Balance Sheet. 21 

26. On 1st January 1930, the Reserve for Discounts on Creditors %vas Rs. 1,200. ^o 

Discounts earned during the year amounted to Rs. 1.040. The Creditors at 31st December 
1930 were Rs. 50,000 and a new Reserve of 25% is required- Show the Journal, Ledger, 
Profit and Loss and Balance Sheet entries relating to Discount. 22 

PINAL ADJUSTItlEOTS. ' 

27. Upon the closing of a firm’s books for the year ending 31st May 1907, the follow- 
ing payments are foimd to have been made beyond the date of the balance : — 

Telephone Rent, £10 per year, expiring 31st October 1907 ; 

Rates, £60 per annum, paid to 30th June 1907 ; 

Railway Season Ticket, £12 for half-year ending 30th September 1907. ' 

The following Invoices rendered have not been dealt with in the books ; — 
Royal Insurance Company Premium, £10-10 per year ending 31st March 1908, 
Rent, £150 per aimum, payable in advance, 3lst March 1907. 

The respective accounts before making any adjustments stand as follows: — 

£ s. d. 

Rent, Rates and Insurance .. .. .. (Dr.) 198 15 0 

Travdling . . . . . . , . . . „ 36 0 0 

Telephone Rent and Charges . . . . . . „ 12 10 0 

< .You are required to make out adjustment entries in the Jommal and to show the 
remaining balance in each account. (Incorporated Accountants.) 23 

28. Pass the necessary Phtries to make the following adjustments as at Slst 
December 1925:— 

(1) Depredation at 5% on Office Furniture valued at Rs. 2,000 ; at 10% on Plant 
and Mathinety worth Rs. 10,000 ; at 25% on Buildings worth Rs. 50,0<JO. 

(2) The Reserve for Doubtful Debts is to be brought upto Rs. 6,000, the balance 
on the Reserve Account from previous year being Rs. 4,800. The Bad 
Debts during the year were Rs. 3,840. 

(3) Unexpired Insurance as on the dale of the Balance Sheet amoimted to Rs. 380, 

(4) The last payment for the Annual Telephone Rent, Rs. 300, extended upto 
30lh April 1926. 

(5) Interest at 6% to be allowed on the Capital whicli was Rs. 70,000. 

(6) The following Outstanding Liabilities for expenses have to be provided for, 
viz., Wager Rs. 600, Salaries Rs. 350 and Trade Expenses Rs. 150. 

(U Reserves for Discounts on Debtors and Creditors at the rate of 21%. 

The Debtors and Creditors at the end were Rs. 36,000 and Rs. 24,000 
respectively. 24 

final ACCOUNTS OF A SOLE TRAOHt. 

Accost Balance as at 1st January 1908, prepare Manufacturing 

Profit and Loss Account and Bdance Sheet:— 
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Puichascs (Materials) 





£ 

16,000 

£ 

Discount (Balance) 





1,300 


"Wages (Productive) 



• • 


6,500 


Sales 



• • 


30,000 

Salaries 



• « 


2,666 

Travelling Expenses 





500 

* 

Carriage 





275 


Insurance 





150 


Commission 



• • 1 


325 


Rent and Rates 





500 


Cosh in Hand 





25 


Cash at Bank 





2,725 


Stable Expenses 





195 


Repairs 





105 


Sundry Expenses 





55 


Mortgage and Intel cst to date 





• • • • 

3.050 

Mortgage Interest 





350 


Buildings 





4,000 


Machinery 





1,500 


Horses and Carls 





500 


Stock on hand, 1st January 1907 




5,750 


Capital, 





10,655 

Sundry Debtors and Creditors 





3*250 

2,100 





£ 

45,805 

45,805 


Make provision for Rent and Rates unexpired, £30 ; Depreciation on Buildings 
■at per cent per annum, MacWnery at 5 per cent. Horses and Carts at 7J. per oent ; 
Bad Debts £150 ; Liability for Insurance £20 ; Discount on Sundry Debtors and Creditors 
at per cent. Stock on hand Ist January 1908, £6.075. 

. (Incorporated Accountants.) 25 

(Gross Profit, £7,550; Net Profit, £l,892-10s. ,‘ Balance Sheet Total, £17,665.) 

30. Tlio following Trial Balance was extracted from the books of W. Patterson 
on 31st March 1911 : — 




£ 

s. 

d. 

£ s. 

d. 

Cash in hand * . . . , 


.. ICO 

1 

2 



Cash due to Bank 





1,317 13 

3 

Salaries 


!! 350 

0 

0 



Wages 


.. 1,759 

10 

6 



Withdrawals 


532 

16 

1 



Rent and Rates .. 


278 

10 

4 



Purchases and Returns 


.. 32,889 

34 

4 

1,266 14 

4 

Carriage 


891 

IS 

5 



Discount 


272 

6 

3 



B^k Charges 


104 

4 10 



Difference in Exciiange 





'233 17 

5 

Bad Debts 


!! 37 

18 

2 



Loans 


. , 250 

0 

0 



Plant and Machinery 31-3-.10 


796 

10 

0 



Fixtures and Fittings, 31-3-10 


110 

0 

0 



Horses, Carts and Gear, 31-3-10 


95 

0 

0 



Capital W. P., 31-3-10 





- 6,314 2 

8 

Debtors 


6,148 

16 

1 



Creditors 





4,696 9 

9 

Stock-in-trade 


5,379 

18 

3 



Interest on Loans 





12 10 

0 

General Expenses 


!! 765 

0 

0 



Sales and Returns 


776 

10 

0 

37,757 7 

0 



£ 51,598 T4 

5 

51,598 14 

5 


You are required to draw up a Trading Account, Profit and Loss Account and 
Balance Sheet. Depreciation at the rate of 10 per cent has to be written off Plant and 
Machinery, Fixtures and Fittings, Horses, Carts and Gear, and 5 per cent interest charged 
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on Capital. Rent and Ratei. (annual) are paid to June 30th, 1911. The Stock on March 
Sl-d, 1911 was £6127 lOi. 8d. {Incorporated Accountants.) 26 

(Gross Profit, £3,454-0s.-6d. ; Net Profit, £l,546-3s.-9d. ; 

Balance Sheet Total, £13,657-7s.-6d.) 

31. The following are the balances extracted from the hooks of N. Abdulla, 


as on Slst December 1931 : — 


Capital Account 

Rs. 

.. 90,000 

Drawings • 

.. 7,600 

Purchases 

. . 89,470 

Purchases Returns 

. . 4,240 

Sales 

.. 1,49,840 

Sales Returns 

. . 2,820 

Stock (1st January 1931) 

.. 11,460 

Sjjaries and "Wages 

6,280 

Buildings 

.. 25,000 

Frei^t and Clearing Charges 

16,940 

Carriage Inwards 

. . 2,310 

Office Expenses 

.. 1,340 

Printing and Stationery. 

660 

Postage and Telegrams 

820 

Bad Debts 

.. 1,400 


Bad Debts Reserve 

Rs. 

(1st January 1931) 

. . 3,240 

Taxes and Insurance 

.. 1,300 

Discount Accoimt (Cr.) 

190 

Bills Receivable 

.. 1,240 

Sundry Debtors 

. . 62,970 

Sundry Creditors 

. . 16,980 

Cash at Bank 

. . 12,400 

Cash in Hand 

. . 2,210 

Office Furniture 

Travellers’ . Salaries & 

. . 3,500 

Commission 

. . 9,870 

Additions to Buildings 

. . 7,000 

Rent Recovered 

.. ^100 


You are required to pass the necessary Adjusting and Closing Entries and to 
prepare Trading and Profit and Loss Account for the year ended 31rf December 1931 
and a Balance Sheet as on that date, after maJdng the following adjustments. 

1. Depreciate Buildings by 21% and Office Furniture by 5%. 

2. Reserve for Bad Debts to be made upto Rs. 4,000. 

3. Salaries outstanding for December 1931, Rs. 570. 

4. Rent recoverable Rs. 200. 

5. 5% Interest to be charged on Capital. 

6. The value of stock on 31st December 1931 was Rs. 14,290. 

7. The unexpired insurance amoimted to Rs. 240. 

(Gross Profit, Rs. 45,370 ; Net Profit, Rs. 19,800 ; Balance Sheet Total, Rs. 1,24,250.) 

32. The following is the Trial Balance of R. Rustomji as at 30th June 1931. You 
are askc-d to pass the necessary Adjusting and Closing Entries and to prepare the 
Trading and Profit and Loss Account and Balance Sheet as at that date. 


R. Rustomji’s Capital Account 




Dr. Rs. 

Cr. Rs. 
1,08,090 

Stock on 1st July 1930 




! ! 46,800 

Sales and Sales Returns 




8,600 

2,89,600 

Purchases and Purchases Returns 



.. 2,43,100 

5,800 

Freight and Carriage 




. . 18,600 


Rent and Taxes 




5,700 


Salaries and "Wages 




9,300 


Sundry Debtors 




. . 24,000 


Creditors 

Rank Loan at 6 per cent 




, . 

14.800 





20,000 

Bank Interest 




!! 900 


Printing and Advertising 
Income from Investments 




. . 14,600 

250 

Cash at Bank 




! ! 8,200 


Discounts Receivable 





3,690 

Investments 

^ * 



. . 5,000 

Furniture and Fittings 




1,800 


Discounts Payable 



. . 

. . 7,340 


General Expenses 



. , 

. . 3,610 


.\udit Fees 

t • 



500 


Insurance 

* » 



800 

1 

Travelling Expenses 




. . 2,130 


Postage .and Tdegrams 




870 


Cash in Hand 




380 


Deposit with M. M.ancckji at 

5 per 

cent 


. . .30.000 


Drav.dngs Account 

-- 



. . 10,000 

1 





Rc. 4,42,230 

, 4.42,230 
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Stock on 30th June 1931 was Rs. 78,600. 50% of Printing and Advertising is 
to be cairied forward as a charge in the following year. Depreciate Furniture and 
Fittings by 10 per cent. Create 5 per cent Reserve on Debtors. Reserve 2 per cent for 
Discount on Debtors and Creditors. Insurance prepaid amounts to Rs. 200, Salaries 
outstanding Rs. 500 and Carriage outstanding Rs. 100. Charge full year’s interest on 
deposit with M. Maneckji. 

(Gross Profit, Rs. 56,800 ; Net Profit, Rs. 21,650 ; Total of Balance Sheet, Rs. 1,55,144.) 

33. On 31st March 1932, th'e following Trial Balance of R. Ramrao was taken 
out. Pass the Adjusting and Closing Entries and prepare Final Accounts for the year, 
after making the following adjustments : — 

(a) Depreciation — 5 per cent off Plant and Machinery and 10 per cent off 
Fixtoes and Fittings. 

(b) Resen'e for Bad Debts 2^ per cent on Sundry Debtors. 

(c) Reserve for March Rent, Rs. 150. 

(d) Insurance unexpired on 31st March 1932, Rs. 70. 

(e) Outstanding Wages and Salaries Rs. 800 and Rs. 350 respectively. 

(f) Stock on 31st March 1932, Rs. 16,580. 


TRIAL BALANCE. 


Debits. Rs. 

Plant and Machinery .. 55,000 

Fixtures and Fittings .. 1,720 

Factory Fuel and Power . . 542 

Office Salaries . . . . 3,745 

Lighting ' (Factory) . . 392 

Travelling Expenses ... 925 

Carriage on Sales . . . . 960 

Cash at Bank .. .. 2,245 

Cash in Hand .. .. 68 

Sundry Debtors .. ., 47,800 

Purchases . . . . 83,290 

Manufacturing Wages .. 9,915 

Rent and Taxes . . • . . 1,765 

Office Expenses .. .. 2,778 

Carriage on Purchases . . 897 

Discount . . . . 422 

Drawings Account .. 6,820 

Slock on 1st April 1931 .. 21,725 

Manufacturing Expenses , . 2,680 

Sales Returns . . . . 7,422 

Insurance . . . . 570 


Rs. 2,51,681 


Credits. 

Rs. 

R. Rainrao’s Capital Account 

. . 93,230 

Sales 

1,26,177 

Sundry Creditors 

. . 22,680 

Purchases Returns 

. . 3A72 

Bills Payable 

. . 6,422 


<■ 

c 


Rs. 2,51,681 


(Gross Profit, Rs. 18,266; Net Profit, Rs. 3,054; Balance Sheet Total, Rs. 1,19,866.) 


34. From the following faaleinces extracted from the books of J, Jehangir on 30th 
June 1931, prepare Pinal Accounts after making entries in regard to the following 
adjustments and the closing of accounts. 


Rs. 

Stock on 1st July 1930 .. 96,000 

Wages . . . . . . 28,000 

Salaries . . . . . . 4,000 

Railway Charges, etc. on 
Purchases . . . . 5,000 

Purchases ., .. 1,20,000 

Interest on Overdraft . . 200 

Bills Receivable . . . . 6,000 

Rent . . . . . . 2,000 

Plant & Machinery . . 20,000 

Travelling Expenses .. .. 5,000 

Repairs to Plant ^ .. .. 1,600 

Cash in Hand . . . . 200 

Cash at Bank . . . . 1,800 

Building . . . . 5,000 


Returns Inwards 
Sundry Debtors 
Office Expenses 
Income Tax 
Drawings 

J. Jehangir’s Capital 
Bills Payable 

The Consolidated Bank Loan 
(Cr.) 

Sales . . , . 

Reserve for Bad Debts 
Discount on Purchases 
Sundry Creditors 
Returns Outwards 


Rs. 

1,000 

35.000 
5,000 

500 

6.500 

50.000 

5.000 

4.000 
2,50,000 

5.000 

4.000 
23,300 

1.500 
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Stock on 30th Jnne 1931 was Ks. 35,000. Write off Bs. 3,000 Bad Debts and rhain- 
tain a Reserve of 5% on Debtors. Depreciate Plant and Machinery by 10%. JAllow 
interest on Capital at 5% per annum. Wages and Salaries are unpaid to the e.xtent of 
Rs. 1,500 and Rs. 450. Rent at Rs. 200 per month for the last two months its unpaid, 

(Gross Profit, Rs, 39,000 ; Net Profit, Rs. 16,250 ; Balance Sheet Total, Rs. 96,400.) 


35. Prepare Trading and Profit and Loss Account^ and Balance Sheet as on 
30th September 1931 from the following balances;— 


A. Arthur’s Capital Account 
A. Arthur’s Drawings Account 
Bills Receivable 
Plant and Machinerj’ 

Sundry Debtors (including E 
Madan for dishonoured bil 
Rs. 1,000) 

Loan Account (Cr.) at 6% 
Wages — ^Manufacturing 
Returns Inwards 
Purchases . . 

Sales 

Commission Received 
Rent and Taxes 


Rs. 

1.19,400 

10,550 

9,500 

28,800 


62,000 

20,000 

40,970 

2,780 

2,56,590 

3,56,430 

5,040 

.5,620 


Rs. 

Stock on Isl October 1930 . . 89,680 

Salaries and Wages . . , . 11,000 

Travelling Expenses . . . . 1,880 

Insurance (including Premium 
of Rs. 300 per annum paid upto 
31sl March 1932) .. 400 

Cash 530 

Bank .. .. .. 18,970 

Repairs and Renewals . . 3,370 

Intel est and Discount (Dr) .. 5,870 

Bad Debts . . • • 3,620 

Sundi 5 ' Creditors .. .. .59.630 

Fixluies and Fittings .. 8,970 


Stock on hand en 30th September 1931 was Rs. 1,28,960. 
Write off half of B. Madan’s dishonoured bill. 


Create a Resor.'e of 5% on Sundo’ Debtors. 

Charge 5% Interest on Capital. 

Manufactui ing W-nges include Rs. 1,200 for erection of new machinery purchased 
last year. 

Depreciate Plant and Machinery by 5% and Fixtures and Fittings by 107i> per 
annum. 


Commission earned but not received amounts to Rs. GOO. 

Interest on Loan for the last two months is not paid. 

(Gross Profit, Rs. 96,570 ; Net Profit, Rs. 59,118 ; Balance Sheet Total, Rs. 2,53,708.) 


30. From the fallowing balances of M. Manc-cklal, prepare Tiading and Piofit 
and Loss Account and Balance Sheet as at 31st December 1931 : — 


Capital Account 
Creditors — Trade 
„ Expenses 
Rent Received 
Ihirdhases Returns 
Sales 

Bad Debts Reserve, 1st January 
1931 

Advertising Development 
Goodwill 

Plant and Machinery 
Travellers’ Samples 
Stock on 1st January’ 1931 
Debtors 

Cash at Bank !! 


Rs. 

20,500 

15.000 
3,400 

300 

2,000 

1.44,800 

300 

4.000 
2,500 

10.000 

1,350 

16,000 

7,300 

1.000 


Cash in Hand 

Drawings 

Purchases 

Carriage Inwards 

Wages — ^Manufacturing 

Power 

Rent and Insurance 
Salaries and General Wages 
Discount Received 
General Charges 
Sales Returns 
Travellers’ Commission 
„ Salaries 
Discounts allowed 


Rs. 

55 

2.500 

85.500 
750 

11.500 

4.500 
9,950 

17,200 

900 

4,300 

300 

1,445 

4,550 

2.500 


vivfU Closing Stock was Rs. 11,500, but there has been a loss by fire on December 
wrlri,- lOiOOO, not covered by Insurance. Depreciate PJant and 

I'Xvn ^ Travellers' Samples by 33 Il3%. Increase the Bad Debts Reserve 

50% off Advertising Development Account. Annual Premium on 
insurance expmng Ist March 1932 was Rs. 600. 

Gross Profit, Rs. 49,750; Net Loss, Rs. 3,045; Bninnee Sheet Total, Rs. 33,355.) 
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37. From tlie following Trial Balance at 30th June 1911, prepare a Trading 
Account, Profit and Loss Account and Balance Sheet, after carrying out the instructions 
at the foot of the account: — 


T. Williams, Capital 
Do. Drawings 
Sales 
Purchases 
General Expenses 
Mill and Warehouse 
Stock, 30-6-10 
Coal and Power 
Rates 
Wages 

Debtors and Creditors 
Discounts 

Bad Debts Reserve 
Commission 
Horse Expenses 
Bills Payable 
Cash in Hand 
A. B. Bank 
Income Tax 
Oil 

Allowances 
Macliinery, 30-G-10 
„ Additions 
Ijoans, A. Jones 
' „ W. Jackson 

„ T. Robinson 

] 


£ s. 

d. 

£ s. 

d. 



24,503 19 

0 

750 0 

0 





76,793 18 10 

•57,520 15 

0 



2,511 11 

9 i 



11,000 0 

0 



21,218 9 

1 



2,242 2 

4 



315 4 

4 



7,206 12 

2 



6,287 16 10 

2,511 12 

8 

2,441 10 

6 

897 14 

0 



.50 18 10 

317 1 

4 



199 16 

7 





3,854 0 

7 

84 IS 11 





1,255 1 

.3 

283 16 

3 



71 12 11 



31 17 

8 



3,906 0 

0 



311 11 

6 





2,126 18 10 



3,006 8 

2 



1,700 0 

0 

116,700 12 

2 

116,700 12 

2 


The Slock on 30th June 1911 was £23,339 11s. Od. After creating a Bad Debts 
Reserve of 5 per cent on Debtors, allow discount of 2} per cent on Debtors and Creditors ; 
provide for Depreciation of Machinery, not including additions, at the rate of 10 per 
cent per annum ; allow 5 per cent Interest on Loans and Capital (ignoring Interest on 
Drawings) ; allow for bonus to Jones and Jackson of 7J per cent each on the net 
profit falling io Williams, ' (Incorporated Accountants ) 27 

(Gross Piofit, £ll,873-lSs.-4d. ; Net Piofit, £3,950-0s.-ld. ; 

Balance Sheet Total, £44,075-65.-9(1.) 


38. From the following Trial Balance, extracted from the boolcs of Rakhaldas 
Ramji, prepare a Trading and Profit and Loss Account for the year ended 30th Sep- 
tember 1925, and a Balance Sheet as on that date : — 


R. R ’s Capital Account 

R. R.’s Drawings Account 
Land and Buildings 

.. . 



Dr. 

Rs. 

6,480 

25,000 

Plant and Machinery 

, , 




14,270 

Furniture and Fixtures 
Carriage (Inwards) 





1,250 

4,370 

Wages (Manufacturing) 

* , 




21,470 

Salaries 





4,070 

Bad Debts Reserve (as on 1st October 1924) 
Sales 

„ Returns 



1,760 

Bank Charges 

• • 




140 

Coal. Gas and Water 

, , 




720 

Rates and Taxes 

• ** 




840 

Discounts Account (balance) 
Purchases 

• • 


« « 

« * 


42,160 

„ Returns 

• • 


«« 



Cr. Rs. 
90,000 


2,470 

91,230 


120 

s,m 
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Bills Eeceivable 

Ikade Expenses 

Sundry Debtors 
„ Creditors 

Dr. Es. 

1,270 

1,990 

37,800 

Cr. Es. 

12.170 

Stock (1st October 1924) 
Apprentice Premium (paid by an 

26,420 

apprentice in factory’) 

500 

Fire Insurance 

Cash at Bank .. * .. 

Cash in Hand 

490 

13,000 

850 



Es. 2,04,950 

2,04,950 


Charge Depreciatioit on Land and Buildings Account at 2J%, on Plant and 
Machinery Account at 10%, and on Furniture and Fixtures Account at 107o. Make a 
reseti'c of SCo on the Sundry Debtors lor Bad Debts. CaiTy fonvard the follo^ving 
unexpired amounts ; — 


(1) Fire Insurance 

(2) Rates and Taxes 

(3) Apprentice Premium 


Es. 

125 

240 

400 


Charge 5% Interest on Capital but not on Drawings. The value of Stock as on 
30th September 1925 was agreed at Rs. 29,390. (Mote. — ^No Journal Entries for adjust- 
ments are required) . 28 

(Gross Profit, Rs. 32J80 ; Net Profit, Rs. 18,538 ; Balance Sheet Total, Rs. 1,19,128.) 


39. From the following Trial Balance taken 
December 1925, prepare Manufacturing and Profit 
Balance Sheet as at that datet — 


Capital Account 
Opening Stock 
Discounts 
Advertising 
Goodwill 

Bad Debts Reserve 
Bills Payable 
“Wages 

Duty and Clearing Charges 

Factory Rent 

Carriage Inwards 

Returns Inwards 

SiJaries 

Interest 

' Plant and Machinery 
Sales 

Gas and Water 
Returns Outwards 
Office Rent 
Purchases 
Bills Receivable 
Cash at Bank 
Casli in Hand 
Office Furniture 
Sundry Creditors 
Taxes 

Printing and Stationery 
Sund^' Debtors 
Drawings Account 
General Expertses 
Insurance , , 


from the books of R. Mehta on 3lst 
and Loss Account for the year and 


Dr. Es. 
85,600 


4,700 

9,500 


7.500 
1,200 
1,600 
3,300 

4.500 

15.000 

20.000 

700 

L500 

2,62,700 

2,000 

6,660 

25 

2.500 

300 

475 

18,000 

12.500 
1,360 

420 


Cr. Es. 
87,940 

350 


1,800 

1,200 


400 

3,60,000 

1,900 


8,450 


Es, 4,62,040 4,62,040 
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Hie Closing Stock was valued at Rs. 39,800. Tlic following adjustments are 
required :—Rs. 250 owing for premises sub-let, but not received. Increase the Reserve 
for Bad Debts to Rs. 2, WO. Depreciate Plant and Furniture at 5%. 29 

(Gross Profit, Rs. 34,000 ; Net Profit, Rs. 10,020 ; Balance Sheet Total, Rs. 95,110.) 

40, From the following Trial Balance of A. Adamji, prepare Trading and Profit 
and Loss Account (after passing the requisite Adjusting and Closing Entries), for the 
year ended 3lst December, 1931 and a Balance Sheet as on that date: — 

TRIAL BALANCE. 


Debits. 


Rs. 

Plant and Machinery- 


19,720 

Manufacturing Wages 


34,9G5 

Salaries 


15,965 

Fixtures and Fittings 


9,480 

Carriage Inwards 


1,980 

„ Outwards 


2,150 

Freehold Works 


25,000 

Manufacturing Expenses 


9,455 

Insurance and Taxes 


4475 

Goodwill 


30,000 

General Expenses 


8,l42 

Factory Fuel & Power 


1,276 

Stmdry Debtors 


78,140 

Lifting— Factory 


98G 

Stable Expenses for distribution 

2,473 

Stock, 1st January 1931 


34,170 

Horses and Carts 

• 

5465 

Purchases 

» 

97,165 

Sales Returns 

• 

3,170 

Discount 


928 

Bad Debts . , 


1,485 

Interest and Bank Cliargcs 


475 

Cash at Bank 


7,540 

Cash in Hand 


145 


Rs, 3,94,150 


Cremts. 

Rs. 

A. Adamji’s Capital Account , 

. . 80,000 

Sundry' Creditors 

. . 54,160 

Bank Loan 

. . 10,000 

Purchases Returns 

. . 1440 

Sales 

Reserve for Bad and Doubtful 

2,46,850 

Debts 

, . 2,000 


Rs. 3,94,150 


Adjustments : — 

1. Stock on 31st December 1931 was Rs. 29,030. 

2. Depreciation — Plant and Machinery, 10 per cent; FiKturcs and Fittings, 5 
per cent; Horses and Carts, Rs. 1,000. 

3. Bring Reserve for Bad and Doubtful Debts to 5 per cent. 

4. Unexpired Insurance Rs. 300 and Taxes Rs. 190. 

' 5. A commission of one per cent on the Gross Profit to be provided for Works 

Manager. 

6. A commission of 5 per cent on Net Profit (after charging the Works Manager's 
commission) to be credited to the General Manager. 

(Gross Profit, Rs. 94,453 ; 'Net Profit, Rs. 50,209-14-0 ; Balance Sheet Total, Rs. 1,97,057.) 
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CAPITAL EXPENDITURE. 

All expenditure which results in the acquisition of permanent assets 
which are intended to be continually used in the business for the purpose of 
earning revenue is Capital Expenditure. Further, any amount expended 
which tends to extend or improve existing assets, so as to enhance the 
revenue-earning capacity by increasing production or reducing cost of pro- 
duction may rightly be treated as Capital Expenditure. Thus, the cost of 
Land, Building, Plant, Tools, Fixtures and similar assets acquired by any 
concern by way of permanent equipment, so that with the help of these 
the business may be carried on, would be treated as Capital Expenditure. 

REVENUE EXPENDITURE. - 

All establishment and other expenses incurred in the conduct and 
administration of the business come under the heading of Revenue Expen- 
diture. Further, all expenses incurred by way of repairs, replacements and 
renewals of existing assets, which do not in any way add to their earning 
capacity but simply serve to maintain the original equipment in an efficient 
working order, are properly chargeable to revenue. Thus, office salaries, 
rent, taxes, insurance, advertising and other expenses incidental to the carry- 
ing on of a business, as also amounts expended on repairs to assets forming 
part of permanent equipment would be treated as items of Revenue 
Expenditure. 

ITEMS CHARGEABLE TO REVENUE. 

The follo%ving items are usually chargeable to Revenue : — 

1. All expenses incurred in the ordinary conduct and administration 
of the business, such as Rent, Salaries, Wages, Insurance, 
Advertising, etc. 

2. Expenses incurred by way of repairs, renewals and replacements 
for the purpose of maintaining the existing permanent assets of the 
business, such as Works Building, Plant, Machinery, Tools, Fixtures, 
etc., in a state of original working efficiency. 

3. Cost of goods bought for re-sale. 

4. Cost of Raw Materials and Stores acquired for consumption in the 
course of manufacturing. 

5. Wages paid for. manufacture of products for sale. 

6. AH other amounts expended in the manufacturing and distribution 
of the products handled. 

7. Loss arising from wear and tear and obsolescence of assets utilised 
in business. 

8. Annual amount to be written off the Lease. 

9. Interest on Loans borrowed for business. 

10. Loss arising from sale of Fixed Assets. 

11. Annual fees paid for renewal of patents'. 

12. Maintenance of Office Car or Motor Van including replacement of 
Tyres, Tubes, Wheels, etc. 

13. Maintenance of Electric Lights and Fans. 

14. Book values of assets discarded or totally damaged or destroyed by 
fire or other reasons. 
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rCElMS CHARGEABLE TO CAPITAL, 

The following items are usually chargeable to Capital : 

1. Cost of Goodwill. 

2. Cost of Fi'eehold Land and Buildings. 

3. Cost of Lease acquired. 

4. Cost of Plant, Machinery, Tools and Fixtures acquired for equipment. 

5. Cost of Trade Marks, Patents, Copyrights, Patterns and Designs. 

6. Cost of Office Car, Motor Van or Lorrj^ 

7. Cost of installation of Lights and Fans. 

8. Cost of any other asset acquired by way of equipment. 

9. Expenses on erection of Plant and Machinery. 

10. Actual additions and extensions to existing assets. 

11. Structural improvements or alterations to existing assets whereby 
their revenue-earning capacity is increased. 

12. Development Expenses in case of Mines and Plantations. 

13. Administration Expenses in industrial enterprises incurred during 
the period of construction and equipment. 

14. Cost of experimenting when the same results ultimately in acquisi- 
tion of a patent. 

EXCEPTIONS TO THE GENERAL RULES. 

The following are exceptions to the above general rules : — 

Legal Costs and Architect’s Fees. — ^These are, as a rule, revenue charges ; 
but Legal Charges and Stamp Duty paid for conveyancing on acquisition of a 
property, and Architect’s Fees paid for supervising construction of a propertj’^ 
can be capitalised, as they form an additional cost of the asset acquired. 

■- Brokerage and Stamp Duty. — Normally, these are revenue items ; but 
brokerage paid on acquisition of a property or on purchase of shares, stocks 
or other securities, as also the stamp duty involved thereon can be treated 
as an additional cost of the purchase and capitalised. 

Parliamentary Expenses. — ^Parliamentary Esepenses incurred in promot- 
ing BUls for granting licences to Railways, Tramway Companies, Gas Works, 
Electric Lighting Companies and such other concerns, are capitalised under 
Special Acts. 

Productive Wages. — ^This is a revenue charge ; but in a manufacturing 
business where tlie ffi-m’s o^vn men are employed in making extension to 
the factory building, or in erecting plant or manufacturing tools for own 
requirements, the wages paid for such purposes would be capitalised. 

Repairs — Repairs and renewals are normally treated as items of revenue 
expenditure ; but if an old property has just been acquu-ed in a dilapidated 
state, and an amount is expended to put it into a tenantable condition the 
same can rightly be added to the cost of the asset. Similarly, if an old 
machine is purchased and a sum is spent by way of repairs and replacements 
to put It in running order- and thus render it revenue-earning, the same can 
tairiy be treated as an additional cost of the machine. 
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Advertising. — Ordinarily, amounts expended on advertising own factory 
products or other goods dealt in, ivith a view to enhance the sales, are 
chargeable to revenue. But where a newspaper concern expends abnormally 
heavy amounts on advertising in the beginning of its career, or where a 
manufacturing concern advertises largely its patented products at the initial 
stages of the business, this may have the effect of creating a future goodwill 
and may be capitalised. 

Interest. — ^Although, ordinarily, a revenue charge, interest paid on 
subscribed capital, by public utility concerns during construction of works, 
is allowed to be capitalised by statute, under certain terms and conditions. 

Freight and Carriage. — ^This is a revenue charge but freight or carriage 
paid on newly acquired plant or similar fixed asset will form additional cost 
of the asset in question and will be capitalised. 

Development Expenses. — ^In concerns like Collieries, Mines, Tea, Rubber 
and other Plantations, all expenses incurred during the period of development 
and upto the time they begin to earn are charged to Capital. 

Preliminary or Formation Expenses. — ^These are initial expenses incurred 
in connection with the formation of a public company and die obtaining of 
the share capital. These expenses, although revenue in their nature, are 
allowed to be capitalised and can be shown as an asset in the Balance Sheet, 
under the Indian as well as the English Companies Acts. There is nothing, 
however, to prevent their being ivritten off against profits over a period of 
years, and it would be sound and prudent to do so, provided there are 
sufficient profits to write these off. 

Underwriting Commission and Brokerage on Share®. — ^These items are 
equally of a revenue nature as above, but are allowed to be capitalised and 
can be shown in a Company Balance Sheet as an asset, under the Indian 
and the English Companies Act^ 

Cost of Issue of Debentures, or Discount on Issue of Debentures. — ^This 
item represents expenses or loss arising at the time of issue of Debentures 
by a Public Company, and altbough revenue by nature, it is allowed to be 
temporarily capitalised and apportioned equally over the number of years for 
which the Debentures are to run. 

Additions to Leasehold. — Addition to a Leasehold Building is a capital 
expenditure and can be debited to Leasehold Account. But the cost of the 
original Lease as also the cost of additions thereto must be charged off to 
revenue equitably over the period covered by the Leasehold. 

Expenses relating to Patents. — ^All expenses relating to experimenting 
and subsequent acquisition of Patents including the Patent Agent’s Fees are 
allowed to be capitalised, but fee paid for Renewal of Patents is a revenue 
cbai’ge. ^ 

DEFERRED REVENUE EXPENDITURE.'--^ 

Where heavy expenditure of a revenue nature is incurred, the benefit 
of which is likely to extend beyond the year in which it takes place, it is 
customary and legitimate to allow such an expenditure to be temporarily 
capitalised and to be spread equally over the number of years for which it is 
anticipated the benefit would be enjoyed by the business. It need hardly 
be stated, however, that as to within what number of years the 
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whole amount should be written off. will depend on the circum.siancos attach- 
ing tq each particular ca-se. Items .such as PrcUininartj Expenses, Erolcrrapc 
071 Shares and Cost of Issue of DebctUvres or Discount o;i Issue of Debentures 
as explained above, may well be clns.sed under this head. Further instances 
of Deferred Revenue Expenditure' items arc ; 

(a) Cost of Removal of Busbicss to a more convenient locality. 

(b) Cost of Rcmoi'al of Works and the incidental expenses incurred in 
connection with the dismantling, removing and re-ercetion of plant and 
inachinerj', 

(c) Exceptional Rcimrs of a non-recurring nature b.\' way of over- 
hauling of the entire plant or a .section thereof. 

(d) Advertising payment made under a contract extending over a term 
of years, or an abnormally hea\w amount expended on advertisement in any 
one year in order to popularise a now product. 

In all such cases, inasmuch as the benefit to be derived from the amount 
expended would last for a number of years to come, it i.s deemed sound 
and equitable that each of these years concerned be Inirdened wdth a propor- 
tionate share of such expense, and not that the whole amount ho charged off 
to the revenue account of the very j’ear in which it had been so expended. 

DEVELOPMENT EXPENSES. 

As each business is started %vith a view to earn income in a specific 
direction, it is but necessary that all expenditure incurred upio the stage at 
which die business may be said to be sufficiently equipped to earn should 
be capitalised. But once the income has begun to bo earned, a most careful 
distinction will have to be drawm between Capital and Revenue Expendittire. 
Thus, in Tea, Rubber and other Plantation undertakings as also in Mining 
concerns, all expenditure incurred during the period of development and 
upto the time that they reach the profit-earning stage is treated as Capital 
E^enditure. After that, only such expenditure as would add to the earning 
capacity of the undertaking as originally equipped, by the acquisition of an 
additional asset or improvement of an existing asset, w'ould be treated as 
Capital Expenditure. Similarly, on the flotation of a new manufacturing 
concern, all revenue expenses incurred upto the time that such concern is 
able to commence working can be capitalised and added to the cost of 
construction of works. 


STRUCTURAL ALTERATIONS. 

Where structural alterations are made on a property to satisfy local 
bye-laws, but which do riot in any \vay add to the revenue-earning capacity 
of the asset in question, or where alterations have to be made on an existing 
asset so as to put it in proper repairs, the amount spent should be charged 
to revenue. Thus, if additional emergency exits have to be consti-ucted in a 
theatre under the rules of local authorities, or if necessary alterations have 
to be made on a roof to prevent leakage of rain water, the cost should be 
charged to rev^ue. But where alterations are done to any existing plant 
whCTeby Its efficiency or capacity is increased, such cost may fairly be 
capitalised, ther, if as a result of alterations done on a buildingf the 

afcLTJ'fimendC be treated 

as Capital E^enditure. Similarly, if a theatre or cinema hall is re-fumished 
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ture is by way of re-painting and putting the property in thorou^ repairs, 
the same must be charged off to revenue, although an abnormal amount 
spent in this manner may be treated as a Deferred Revenue Expenditure 
item and spread over a reasonable number of years. 

There are occasions when an amount expended cannot wholly be treated 
as either Capital or Revenue Expenditure, but will have to be most carefully 
apportioned between Capital and Revenue. So nearly do certain items 
approach the border line where the two classes of expenditure may be said 
to merge into each other, that even experts are frequently in disagreement 
as to their proper allocation. A glaring instance of this may be taken as 
that of extensions, alterations and improvements to business premises or 
plant. In a case of this nature, it would not be sound or prudent on the 
one hand to treat the whole amount expended as Capital Expenditure, 
inasmuch as the original value or the earning capacity of the asset in 
question may not have increased to a like extent. On the other hand, it 
would not be fair to burden the Revenue with the whole of the amount 
expended, in face of the fact that a portion of such expenditure may have 
resulted in adding to the capital value of the asset by enhancing its earning 
capacity. To the extent, therefore, to which such expenditure represents any 
structural alteration or improvement therein, so as to add to its original 
state of efficiency for the purpose of earning more income, the same would 
be capitalised, and to the extent to which the expenditure serves to restore 
the original working condition of the asset, the same must be charged to 
revenue. 

The main point for guidance seems to*be to examine carefully as to what 
effect the expenditure %vill have on the value of the fixed assets of the 
business. Does the amount expended actually increase the value of those 
assets, so that they are capable of earning for the business a larger amount 
of profit than, before ? And is there any reasonable likelihood of such 
increased profit being maintained in the future ? If the answer to these 
questions is in the affirmative, then such expenditure may be treated as 
Capital Expenditure. If the expenditure merely places the earning power 
of the business on the same footing, as it had originally obtained by reinstat- 
ing worn out or exhausted assets, then the expenditure must be charged 
against Revenue^ 

• In so dissecting the expenditure, it has always been regarded as sound 
and desirable to err on the safe side by charging a proportionately larger 
sum to revenue than would be justified from the results, in order that tlie 
asset account concerned may not be shown in the books at anything more 
than its real value. A good illustration on this point may be quoted. Some 
extensive alterations were done recently to a Cinema Building. Apart from 
important structural alterations, the entire property was put in thorough 
repairs, and the interior of the theatre including the sitting accommodation 
was absolutely re-furnished and made more attractive and comfortable. This 
resulted immediately in a substantial increase in revenue. A careful analysis 
of the total sum expended elicited the fact that only 16% of the total expen- 
diture related to repairs and re-painting, and that 84% represented improve- 
ments to building and cost of re-fumishing. It was then decided to treat 
20% of the entire expenditure as a revenue charge and capitalise 80%. The 
book value of the old assets abandoned had naturally to be written off, but 
as this sum as 'also the 20% to be charged to revenue amounted to an 
abnormally heavy bm-den on the Profit & Doss Account, the same was 
distributed over a period of three years. 
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REPLACEMENT OF OLD WORKS BY NEW. 

Occasionally, old works have to be pulled down and re-instated by new 
works of greater earning capacity, or the existing plant has to be discarded 
due to new inventions and replaced by one more costly and efficient. Such a 
circumstance would call for a careful adjustment between capital and revenue, 
and the important point to be decided is “ should the loss represented by the 
book values of the assets discarded be considered- as part of the cost of new 
equipment and capitalised ? ” Take the case of a Railway Station originally 
costmg Rs. 1,00,000 having now to be replaced by a new and larger one costing 
Rs. 2,25,000. The question tliat arises is, ‘ what proportion of the Rs. 2,25,000 
should be charged as Capital Expenditure ? ’ In such a case, the one method 
usually followed is to capitalise the entire present cost of new equipment, and 
to charge 'off to revenue the book value of the old asset phis the cost of 
dismantling, less the proceeds from the sale of old materials and the value of 
the old materials utilised in new construction. A more conservative method 
would be to charge off to revenue the present cost of replacement and to 
capitalise only the actual betterment. 

Assume, furtlier, that a. Tramway Company converts its horse traction 
into an electric traction, and an enormous amount of loss is sustained due to 
the horses and the old rolling stock having had to be disposed of at con- 
siderable sacrifice. Would it be sound and proper to capitalise such a- loss 
by treating it as forming part of the cost of new equipment ? 

Opinion on this matter unfortunately is divided, but it may safely be said 
tliat although the legality of such a procedure may not be questioned, it can 
never be said to be a sound policy to follow from the view point of finance. 
In fact, it is never sound to permanently capitalise an amount which is not 
represented by any tangible asset. But the amount of loss arising from the 
old assets having had to be discarded, being abnormally heavY) need not 
necessarily be charged off to revenue in one year, but may be distributed 
over a reasonable period of years. Where such a replacement does not 
result in any increase in the revenue-earning capacity of the business, the 
whole of the cost of renewal may be treated as a revenue charge, and may 
be spread equitably over the number of years for which it is estimated the 
benefit of such replacement will be felt. 


GENERAL BROAD RULES. 

In general, the following broad rules can safely be laid down ; — 

(a) Capital Expenditure is visible and is represented by an asset or 
improvement in tlie value of an asset and serves to increase the profit-earning 
capacity of the undertaking, whereas Revenue Expenditure simply maintains 
an existing asset but does not increase profits. 

(b) It is not sound to capitalise permanently an expenditure that is 
not represented by any asset. 

(c) When an asset is replaced by one more efficient and costly than the 
original, the capital value of the old asset remaining in the books must be 
written off and the cost of the new asset must be capitalised. A still better 

f “"^^r^tance, would be to estimate the present 
to Revonop affor ft rt stood, and to charge tliis amount 
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(d) Any abnormal loss resulting from the replacement of obsolete 
plant or other equipment by one more up-to-date and efficient need not 
necessarily be charged off to revenue in the year in which such replacement 
has taken place, but maj' be spread over a reasonable number of years. 


(e) Heavy expenditure of a revenue nature, the benefit of which is 
likely to extend beyond the year in which it takes place, may be temporarily 
capitalised by such amount being charged off to Revenue proportionately 
over the number of years likely to enjoy the benefit of such expenditure^ 


ILLUSTRATION 22. 


The Modern Industries removed their Works to a more suitable premises: — 

(tt) A sum of Rs. 4.750 was expended on dismantling, removing and re-instalUng 
Plant, Machinery and .Fixtures. 

(b) The removal of Stock from the old Works to the new one cost Es. 500. 

(c) Plant and Machinery which stood in the books _ at EsT 75,000 included a 
machine at a book value of Rs. 1,700. Tliis being obsolete was sold . oil 
at Rs. 450, and was replaced by a new machine which cost Rs. 2,400. 

(d) The freight and cartage on the new machine amounted to Rs. 150 and the 
erection charges cost Rs. 275. 

(c) The Fixtures and Furniture appeared in the books at Rs. 7,500. Of these 
some portion of the book value -of Rs. 1,500 was discarded and sold oil 
at Rs. 600 and new Furniture of the value of Rs. 1,200 was acquired. 

(/) A sum of Rs. 1,100 was spent on painting the new factory. 

State which item of expenditure would be charged to Capital and which to 
Revenue. 


Solution. 

(a) Rs. 4,750 expended on removmg and re-installing Plant and Fixtoes will 
have to he treated as Revenue Expenditure. In view of the fact, however, that the 
benefit to be derived from the removal will last for a number of years to come and in 
view also of the fact that the expense is of a non-recurring nature, there can be no 
objection to its being treated as a Deferred Revenue Expenditure item and spread over 
a term of years, say from tln-cc to five years, and a proportionate amount charged 
each year to Revenue. 

(b.) Tile expenses incurred in removal of stock may also be dealt with in the 
same manner as above. 

(c) The difference between the book value of the machine sold, viz., Rs. 1,700 

and the amount realised on sale, viz., Rs.' 450 will have to be charged off to Revenue 
as Depredation. Rs. 2,400, the cost of new machine, will have to be capitalised, 

(d) Rs. 150 expended on Freight and Cartage and Rs. 275 on erection of the 

new machine can be debited to Plant and Machinery Account and thus capitalised. 

(e) In this case also, the difference of Rs. 900 between the book value of the 

Furniture discarded and the amount Realised therefrom will be written off to Revenue 
Account and the cost of the new Furniture will be capitalised. 

if) The sum expended in painting the factory cannot be treated as capital 
expenditure, but^will have to be charged off to Revenue. It may, however, be dis- 
tributed over a period of three years in order that the Revenue Account of any one year 
may not be burdened with a heavy expen^ture of a non-recurring nature. 

ILLUSTRATION 23. y 

state clearly how you would deal with the following in the hooks of a Theatrical 
Company: — 

(a) Amount expended on equipping the theatre with sitting accommodation, 
decoration, carpets, gas and electrical fittings, Rs. 15,750. 

(b) Purchase of Organ, Piano and other musical instruments for the theatre, 

Rs. 3,350. • 

(c) Amount expended in providing 'Uniforms of Staff, Rs. 650. 
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(d) After tliroe years, the Organ whidi had originally cost Hr. 1,500 and wWch 
had been depreciated by 10% each year was sold for Rs. 750 and w.as 
replaced by a more up-to-date one costing Es. 1,800. 

(c) Under orders of tire local authorities, altcration.s had to bo made in the 
location of some of the exits which cost Rs. 250. 

(f) Due to a leahage of rain water tlirough the roof, tlic wall-paper got damaged 
and renairs had to be done to the roof ns also the w.alf-pnpcr, the whole 
costing Rs. 750. 


Solution. 

(a) The whole of the amount expended on equipping the tlientre with sitting 
accommodation, decoration, carpets, gas and electric fittings will be capltaH.'^cd. 

(b) The cost of Organ, Piano and other music.al instruments will be c.apilaliscd. 

(c) The amount expended on Uniforms of Staff will be capit.albed, 

(d) The difference between the book value of the Organ, Rs. 1,050 and th" 
amount realised from sale, viz., Rs. 750 will have to be charged off to Revenue and 
the whole cost of the new Organ ^vill be capitalised. 

(e) The necessary' alterations made in the location of Exits under orders from 
local authorities would not in any way add to the capital value of the theatre and 
the cost thus incurred cannot tlicrcforc be capitalised. Tlie amount c.xpendcd will have, 
therefore, to be written off to Revenue. 

(/) The amount expended on repairs to the roof .and wall-paper must be 
charged off to Revenue. 


FIXED, FLOATING OR CIRCULATING CAPITAL. 


Capital is spoken of as Fixed and Floating ox- CiratlafinR according to its 
nature. To the extent to which it consists of assets which arc intended to 
he held by way of permanent equipment for the purpose of being employed 
in the production of revenue it is fixed, and the assets representing such 
fixed capital are termed Fixed Assets. Thus, the fixed assets of a manufac- 
turer would be land, factory building, fixtures, plant, machinery, loose tools 
and patents. Circulating Capital, on the other hand, is represented by that 
which has been acquired for resale or is constantly changing, or is capable 
of constantly changing its nature, such as stock-in-trade, stock in cour.'ie of 
production, cash, book debts, bills receivable, etc. 

But what is a fixed asset in one business may he a floating asset in 
another, and the proper classification of assets must, therefore, depend upon 
the nature of the particular business. Thus, land would be a fixed asset to 
a manufacturing concern, whereas to an estate or land company whose 
business is to deal in land, and whose income is thus derived from the 
purchase and sale of land, it becomes a floating asset. Whereas machinei'y 
would he a fixed asset to a manufacturer who has acquired it to equip his 
factory', to a machinery' dealer, the same would represent his stock-in-trade 
and would, therefore, he a floating asset. Motor Vans of a Dairy Company 
are its fixed assets, while to a firm dealing in motors, the same would be 
floating assets. Horses belonging to a Tramway' Company are fixed assets, 
while they would he floating assets to a horse dealer. 

The following are further instances of Fixed Assets : 


In a Railway Company, the Fixed Capital Expenditure will consist of 
land, stations and other structural works, permanent way, engines wagons 
carriages and other roUing stock and the cost of promoting any Special Act. 

In an Electric Lighting Company, the Fixed Capital Expenditure will 
consist of land and buildings, plant, mains (including cost of laying), trans- 
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In a Gas Company, capital expenditure will be represented by land and 
buildings, plant and machinery, storage w'orks and other structures, mains 
and service pipes (including cost of laying), meters and cost of licence and 
promoting Special Act, if any. 

In a Rubber Company, expenditure in connection with lands and build- 
ings, machinery and other permanent works, development expenditure 
incurred on the preparation and planting up of fresh areas and that incurred 
in connection vdlh the upkeep and maintenance of planted areas which have 
not yet reached maturity, will be treated as Fixed Capital Expenditure. 

• In a Colliery Company, the Fixed Capital Expenditure will consist of 
land and buildings, underground and overhead plant and machinery, wagons, 
cost of driving tunnels and sinking shafts and all other development expenses. 

In a Hotel Company, the Fixed Capital would be represented by pre- 
mises, furniture and fittings, glass and crockery, cutlery and plate, bod and 
table linen and kitchen utensils. 

VALUATION OF FIXED AND FI.OATING ASSETS. 

As Fixed Assets are held not with a view to resale but are acquired 
by way of permanent equipment to enable the concern to earn profits for a 
period of years by their use, they are valued at original cost less an estimated 
amount of deterioration such assets .are deemed to have undergone in each 
period owing to the use made thereof. On the other hand, as Floating Assets 
are produced or acquired day a concern in the course of its business and 
are held wth a view to resale or immediate realisation into cash, they should 
always be valued on the basis of either cost or market price whichever is 
lower at the date of the Balance Sheet. 

In other words, whereas fixed or permanent assets arc unaffected by 
market fluctuations and are always valued on the standpoint of their utility 
to the concern owning them, the values of floating or circulating assets are 
always modified by market fluctuations for the reason that, as it is the 
intention of the concern to convert these assets into cash, they should not 
be assessed in the Balance Sheet at more than they are likely to realise, even 
though tliey may have cost more. 

The further necessity of clearly distinguishing between Fixed and 
Floating Assets is still more felt in the case of Companies which are obliged 
to present their periodical accounts under the Double Account System 
whereby Fixed Assets and Liabilities are shown in quite a different state-' 
ment to the one in which the Floating Assets and Liabilities appear. 

PERIODICAL STATEMENTS OF ACCOUNTS. 

' A discussion of Capital and Revenue naturally leads us to a consideration 
of the varied final statements prepared by concerns of different nature, such 
as Revenue Account, Income and Expenditure Account, Receipts and Pay- 
ments Account, and Receipts and Expenditure on Capital Account. Tliese 
terms are, no doubt, frequently very loosely employed in commercial circles, 
but it is necessary that the student should have a clear understanding of 
what each such statement means and in what particular respects one differs 
from the other. 

Revenue Account. — ^This is another term for Profit & Loss Account and 
is used by Insurance Corppanies and undertakings such as Railways, Gas, 
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Water and Electric Light Companies, etc., which have to suhinil their 
periodical accounts in forms as fixed by the several statutes. 

Receipts and Payments Account. — Receipts and Payments Account 
is a summary of actual cash receipts and payments extracted from tlie Cash 
Book covering a particular period. All cash received and paid during the 
period, whether on account of capital or revenue, would be included in tliis 
account. The receipts are entered on the debit side and the payments on 
the credit. Athletic and sports clubs, charitable institutions, etc., where the 
• object of the enterprise is of supplying a want and not that of profit-maldng, 
generally present periodical accounts in this form to their members and 
subscribers. The account commences with the opening balance of cash and 
similarly closes with the balance of cash at the end of the period. As it is a 
mere summary of cash transactions, it does not include any income or 
expense outstanding and naturally fails to reveal the actual income or 
expenditure of the period it covers. 

Income and Expenditure Account. — This is a Revenue Account prepared 
by non-trading concerns, such as educational institutions, hospitals, libraries, 
etc., and includes all income eaiued during a given period (whether actually 
received or not), and all expenditure incurred for the purpose of earning 
such income (whether actually paid or not) . This account serves exactly 
the same purpose as the Profit & Loss Account in a trading concern. The 
income in this case will be set out on Uie credit and the expenditure on the 
debit side. It \vill naturally include revenue items only and will serve to 
indicate either the excess of income over the expenditure during the period, 
or vice versa. As this account takes the place of a Profit & Loss Account, 
it presupposes the books having been maintained on Double Entry principles 
and must always be accompanied by its relative Balance Sheet. 

Important Points of Distinction between Receipts & Payments and 
Income & Expenditure Accoimts. — The main points of distinction between 
a Receipts and Payments Account and an Income and Expenditure Account 
may be summarised as under ; — 


Receipts and Payments Account. 

1. Is a summarised statement of 
cash transactions of a parti- 
cular period. 

2. Must necessarily commence 
mth the opening balance of 
cash brought over from the 
preceding period, if any. 

3. Restricts itself to cash trans- 
actions only and does not 
take any account of outstand- 
ing income or expenses. 

4. Makes no distinction between 
capital and revenue receipts or 
payments, and includes both 
capital and revenue items. 

5. Receipts are shown on the 
debit side and the payments 
on the credit. 


Income and Exjjenditvrc Account. 

1. Takes the place of a Profit 
and Loss Account in non- 
trading concerns. 

2. Does not commence with any 
balance. 


3. Includes all income whether 
received or accrued and all 
expenses whether paid or 
outstanding. 

4. Includes revenue items only. 


5. Income is shown on the credit 
side and the expenses on the 

debit. 
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6. Does not necessarily include 
items relating to the period it 
covers, and may include 
receipts or payments apper- 
taining to preceding of suc- 
ceeding period. 

7. Difference between the two 
, sides would represent balance 

of cash at the close. 

8. Need not necessarily he 
accompanied by a Balance 
Sheet. 


6. Must bring into account 

only income or expense 

belonging to the period under 
review. 


7. Difference between the two 
sides would mean either 
excess of income over expen- 
diture, or vice versa. 

8. Must always be accompanied 
by its relative Balance Sheet. 


Ckvnversion of a Receipts & Payments Account into an Income & 
Expenditure Account. — ^The steps necessary to convert a Receipts and Pay- 
ments Accomit into an Income and Expenditure Account will be as under : — 

1. Exclude the opening and closing Cash or Bank Balances. 

2. % Eliminate all the items of capital receipts and payments. 

3. Exclude income of the previous period or any income received in 
advance. 

4. Provide for accrued income, i.e., income earned during the period 
and not received. 

5. Exclude expenditure either of the preceding period or the succeeding 
period. 

6. Provide for expenditure due and not paid. 

7. Bring into account items such as bad debts, depreciation, etc., as 
would affect the net income. 

Hie statement thus prepared will embody only revenue items of a 
particular period and will serve to indicate the excess of income over expen- 
diture or the excess of expenditure over’ income of that periods 
ILIiUSTEATION 24. 

From tlie following Keceipts and Payments Account of a Charitable Institution 
and the further information supplied, prepare an Income and Expenditure Account for 
the year ended 31st December 1940: — 

EECEIPTS AND PAYMENTS ACCOUNT. 


1940 

Rs. 

I) Rs. 

1940 


Rs. 

Jan. 1 

To Balance 

!! ■ 

Dec. 31 

By Charities 

, 14,500 


Cash on Deposit 5,000 



„ StaS Salaries 

i 2.600 


„ on Current 

1 


„ Rent and Taxes 

1,200 


Account 2,400 



„ Printing and Stationery 

300 


Cash in Office 300 

f 


„ Postage 

1 100 



1 7,700 


„ Advertisements 

1 250 

Dec. 31 

„ Donations 

8,000 


„ Purchase of Furniture ... 

750 


„ Subscriptions .. i 

I 4,000 


„ Investmenl85%Rs. 15.000 



„ Endowment Fund Receipts! 

1 15,000 


Tax Free Loan at par 

15.000 


„ Legacies 

i 6,000 


„ Advance against contract 



„ Interest on Investments ...| 

1 9,500 


for Extension of 1 



„ Interest on Deposits 

, 150 


Premises 

5,000 


„ Sale of Old Furniture 

1 75 


„ Balance:— Rs. 



1 



Cash on Deposit 8,000 






„ on Current 





Account 2,000 





Cash in Office 725 

i 




i ■ 

10,725 

* ■ Rs. 1 

1 50.425 


Rs. 

! 50,425 

1 1 


. - 

' J 
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It was decided to treat one-half of die total amount received on account of 
Legacies and Donations as Income. Es. 200 were owing for Kent, Rs. 300 for Staff 
Salaries and Rs. 5G for Advertisements at the end of the financial year. Interest on 
Investments Rs. 500 had accrued but was not received. 


Solution. 

INCOME AND EXPENDITURE ACCOUNT. 
For the year ended 31st December 1940. 


Expenditure 


Rs 

Income 

Rs. 

To Charities 


14,500 

By Donations 

4,000 

„ Stafi Salaries 


2,900 

„ Subscriptions 

4,000 

„ Rent and Taxes 

... 

1,400 

„ Legacies 

3.000 

„ Printing and Stationery 


300 

„ Interest on Investments 

10,000 

„ Postage 
„ Advertisements 

„ Excess of Income over Expenditure 

HEifl 

„ Interest on Deposits 

150 


Rs. 

21,150 

1 

Rs. 

21.150 


Note. — The student will note that items of Capital Receipts and Capital Expenditure 
have been omitted and that outstanding Income and Expenses have been brought into 
account. 

ILLUSTEATION 25. 

From the following particulars, which relate to a Commercial and Literary Society, 
prepare a Receipts and Payments Accoimt, an Income and Expenditure Account and a 
Balance Sheet as at 31st December 1939. 

BALANCE SHEET as at 31st December 1938. 



Rs. 

• 

Rs. 

Outstanding Creditors 

Capital Fund : — 

425 

Cash at Bank 

Government Securities 

3,000 

10,000 

Excess of Income over Expenditure 

15.575 

1 

Accrued Interest 

Outstanding Subscriptions 

Library Books 

F umiture and Fittings 

125 

400 

1,000 

1,475 

Rs. 

16 00^ 

Rs. 

16,000 


The transactions for the year 1939 were; — Received from Subscriptions 'Rs. 2,500; 
Proceeds received from entertainment and lectures Es. 1,000 ; Received from Interest on 
Securities Rs. 475 ; Entrance fees received Rs. 500 ; Sale proceeds of old chairs Rs. 75. 

Paid for Rent Rs. 600 ; for Printing, Rs. 150 ; for Advertising, Es. 200 ; for Petty 
Disbursements, Rs. 55 ; and for Purchase of Government Securities, Rs. 2,500. 

Paid for Outstanding Creditors, Rs. 425 ; for Furniture, Rs. 400 ; for Library Books 
Rs. 300 ; for Cost of Entertainments, Rs. 750. ’ 

On 31st December 1939, the following Liabilities were outstanding: for Printing 
Rs. 75 and for Rent, Rs. 100. 

S ”” ™ R,. ,S0 „<. 
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Solti tion. 

RECEIPTS AND PAYMENTS ACCOUNT. 
For the year ending 31sf Dcccmhcr 1939. 


1 

‘ RrcEIPTS 

1 

Rs. 

Payments 

Rs. 

j Rs. 

To Balance of Cash on 1st January 


By Capital Expenditure : — 



1939 

i 3,000 

Government Securities ... 

2,500 ! 


„ Subscriptions received ...| 

1 2^00 

Furniture 

400 1 


» Proceeds from Entertainments and 


Library Books 

300 1 


Lectures 

1 1.000 


' 3,200 

t> Entrance Fees 

j 500 

„ Outstanding Creditors ... 

i 

'i 425 

1 , Interest on Securities 

475 

„ Expenses Paid : — 



.. Sale Proceeds of Old Chairs 

' 75 

Rent 

600 ! 

l! 


i 

( 

1 

Printing ... 150 

Petty Diibursemenls ... 55 

Advertising ... 200 

Cost of Entertainments... 750 

„ Balance of Cash on 31-12-1939 

i 

{ 

J 

' 1,755 
! 2,170 

*• Rs. 

} 7,550 


Rs. j 

1 7.550 


INCOME AND EXPENDITURE ACCOUNT, 


For the year ending 31st December 1939. 


Expenditorh 

Rs. 

Rs 

Income 


j Rs. 

To Expenses 

Rent 

Printing 

Advertising 

Cost of Entertainments ... 
Petty Disbursernents ... 

700 

225 

200 

750 

55 

1 

1 

1 

, 1,930 

i 2.495 

By Subscriptions 
„ Entrance Fees 
„ Proceeds from Entertainments 
and Lectures ... 4 .. 

„ Interest on Securities 

j 2,425 

1 500 

' 1,000 

J 500 

„ ExcessoflncomeoverExpenditure 



{ 


Rs. 

4,425 


Rs. 

1 4,425 


BALANCE SHEET as at 31st December 1939. 


Liabiuties Rs. 

Outstanding Creditors ; — 

For Rent .,. 100 

„ Printing ... 75 

Rs. 

Assets 

Cash 

Government Securities ... 

Accrued Interest 

Rs. 

2,170 

12,500 

150 

Capital Fund : — 

175 

Outstanding Sutecriptions 

Library Books 

325 

1,300 

1,800 

Balance from last year ... 15,575 

Add Excess of Income ( 

over Expenditure this 
year ... 2,495 

18,070 

Furniture and Fittings ... 

Rs 

18,245 

Rs. 1 

18,245 
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ILLUSTRATION 26. 


The Balance Sheet of a Public Library sliowed as follows on 1st July 1931:— 


Liabilities ' 

' Rs. 

Assets 

Rs. 

Rs. 

Outstanding Creditors for Expenses .... 

, 700 

Cash at Bank 

... 

4,000 

Creditors on Open Accounts 

1 4,300 

Sundry Debtors :— 



Capital Fund : — ' 

1 

For Subscriptions 



Accumulated Excess of Income over 1 

I 

outstanding ... 

1|000 


Expenditure ... ...|j 70,000 

For use of Lecture Hall 

400 

1,400 



Investments Jn 5% Government Loan 

, 6.000 



Library Books 


20,000 



Furniture and Fittings ... 


3,500 



Building 

... 

40.000 


I 

1 

Prepaid Insurance 



Rs. 

i 

1 75,000 


Rs. 

75,000 


1 

1 

i 



1 


The Cash transactions for the year ending 30th June 1932, were as follows: — 



Rs. 


Rs. 

To Bank Balance on 1st July 1931 

4,000 

By Payments to Creditors on Open 


„ Entrance Fees 

1,200 

Account ... 

4,300 

„ Subscriptions .. 

, 12,500 

„ Additions to Library Books 

1,400 

„ Proceeds from Lectures and 

I 

„ Electric Lighting and Power 

300 

Entertainments 

4,500 

„ Municipal Taxes ...| 

1,100 

„ Rent received from use of Hall 

; 1,500 

„ Repairs to Building ...j 

800 

„ Interest on Investments 

; 200 

„ Insurance >„ 

350 

„ Sale of old Newspapers 

1 450 

„ Electric Installation Expenses 

2.000 

„ Sale of old Furniture 

100 

■ „ Payment to outstanding Creditors 




of last year 

700 



„ Printing and Stationery 

500 



„ Sundry Expenses ’ ... 

250 



Postage 

420 



„ Subscriptions to Periodicals 

1,400 



„ Cost of Investments bought 

3,000 



„ Salaries 

3,600 



„ Balance at Bank, 30-6-1932 

4,330 

Rs. 

i 24,450 

) Rs. 

1 24,450 


Insurance was prepaid to the extent of Rs. 75 and Subscriptions outstanding 
amounted to Rs. 1,800. Rs. 250 were owing for use of Lecture Hall and Rs. 300 for Interest 
on Investments bad accrued due. There were Creditors outstanding for New Steel Shelves 
acquired during the j-ear amounting to Rs. 1,750. There were also owing for Salaries 
Rs. 500 and Stationery Rs. 75. Entrance Fees are to be capitalised. 

Vou are required to prepare an Income and Expenditure Account and a Balance 
Sheet for the year ended 30th June 1932, after providing 2% Depreciation on Building. 
5% on Electric Installation and Furniture and Fittings, and 10% on Library Books • such 
Depreciation to be calculated on the opening balance of the Assets in question. 
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ffolutton. 

INCOME AND EXPENDITURE ACCOUNT. 


For the year ended 30f^ June 1932. 


Exi’EN’dituhe 

1 

Bs. 

iNCOMi; 

! Rs. 

To Salaries 

...ii 4.100 

By Subscriptions 

1 13,300 

„ Subscriptions to Periodicals 

t 

1.400 

,. Proceeds from Lectures, etc. 

4,500 

„ Municipal Taxes 

• #* 

1 -1.100 

„ Rent from use of Lecture Hall ... 

1,350 

„ Repairs to Building 

*«• 

! 600 

„ Interest on Investments 

500 

Printing and Stationery 
i> Postage 
„ Insurance 

... 

, 575 

420 
> 375 

„ Sate of old Newspapers 

450 

„ Electric Lighting and Power 


I 300 



,, Sundry Experrsea 
„ Depreciation: — 

Library Boohs 

Building 

Furniture, etc. 

RsT 

2,000 

800 

175 

1 250 

1 

2,975 


1 

Excess of Income over Expenditure 

i 7.805 




Rs. 

20,100 

Rs. 

20,100 


BALANCE SHEET ns at 30th June 1932. 


LiABiUTifis & Capital Fukd 

Rs. 

Assets 

Rs. 

Rs. 

Outstanding Creditors 

«« 

1.730 

Building 

40,000 


Liability for Expenses 

• «< 

575 

Less Depreciation at 2% 

800 


Capital Fund ; — 

Rs. 




39.200 

As per last Balance Sheet 

70.000 

1 

Furniture, Fittings, etc. 

3,500 


Add Entrance Fees 

1,200 

1 

Additions during the year 

3,730 


„ Excess of Income over 






Expenditure 

7.805 


7,250 




79.005 

Sate of old Furniture 100 ; 





„ Depreciation 

175 

971 ; 







6,975 




Library BooLb 

20,000 




t 

Additions during the year 

1,400 






21,400 





Less Depreciation 

2,000 







19,400 




Investments at Cost ' 

• • 

9,000 




Subscriptions outstanding 

• • 

1,800 




Interest accrued due 

• • 

300 




Rent „ „ 


250 




Prepaid Insurance 


75 




Cash at Bank 

... 

4,330 


Rs. 

81,330 


Rs. 

81,330 


ILLUSTRATION 27, 

The following is the Receipts and Payments Statement of tlie Bengal Sports Club, 
for the year ended Slst December 1931 ; — 

8 
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— 

1 

Rs. 


! Kb. 

To Balance, 1-1-1931 

...| 

2,400 

By Secretary’s Salar>» 

3,600 

„ Entrance Fees 

...i 

500 

„ Upkeep of Grounds 
„ Wages of Grounds-men 

2,100 (e) 

„ Subscriptions 

1 

...t 

8,700(0) 

...1 2,400(d) 

„ Proceeds of Concerts 

^ j 

1,500 

„ Ground Rent 

...i 150 

„ Interest on Investments 


500(fc) 

„ Printing and Postage 
„ Sundry Repairs 
„ B.ilance, 31-12-1931 

...* 200 
175 
...' 4,975 


Rs. 

13,600 

• 

Rs. 1 13,6C0 


(a) This item includes Subscriptions outstanding brought over from previous 
year, Rs. 500. 

(b) This amount includes Rs. 100 in respect of interest accrued in tho preceding 

period. 

(c) This item includes Rs. 300 applicable to tlie previous year. 

(d) This item includes Rs. 150 applicable to the previous year. 

Other Ledger Balances at tlic commencement of the financial period were; — 
Capital T\ind Rs. 40,100 ; Income and Expenditure Account Credit Balance broujtht 
forward Rs. 8,900 ; Club Premises and Grounds (os per valuation) Rs. 30,000 ; Investments 
Rs. 10,000 ; Sports Materials Rs. 2,450 ; Furniture and Fixtures Rs. 4,0OO. 

From the abov'c particulars, prepare a Balance Sheet at the commencement of the 
period, an Income and Expenditure Account for the period and a Balance Sheet as 
at the dose of the period. 

Entrance Fees arc to be capitalised. Tlic outstanding Liabilities on 3Lst December 
1931 were: — ^Wages Rs. 200 and Printing Rs. 300. Interest accrued and outstanding 
on Investments was Rs. 120. Depreciate Club Premises by 2^, Furniture by 57o and 
Sports ISquipment by 331/3%. ' » 


Solution, 


THE BENGAL SPORTS CLUB. 


BALANCE SHEET as at Ist January 1931. 


Capital Fund 

Income and Expenditure Account ; — 
Credit flalance brought forward 
Outstanding Creditors for Expenses ... 


Cash Balance 

Club Premises 
Investments 

Furniture and Fixtures . 
Outstanding Interest 
Outstanding Subscription 
Sports Equipment 

Rs. 

49.450 



INCOME AND EXPENDITURE ACCOUNT. 


I Rs. 

... 2,400 

.... 30,000 
.... 10,000 
... 4,000 

100 
500 

.. j 2,450 

Rs. |i 49,450 
1 —^: 


For the year ended 31st December 1931. 


Expenditure 

Rs. a. p. 

Income 

Rs. a. p. 

To Secretary's Salary 

3.600 0 0 

By Subscriptions 

8,200 n n 

„ Wages of Grounds-men 

2,450 0 0 

„ Proceeds of Concerts 

1,500 h h 

„ Upkeep of Grounds 

1,800 0 0 

M Interest on Investments 

520 n 0 

„ Printing and Postage 

300 0 0 



„ Sundry Repairs 

- 175 0 0 



„ Ground Rent 

150 0 0 



„ Depreciation: — Rs. a. p. 

' 



Sports Equipment 816 10 8 




Premises, etc. 600 0 0 




Furniture, etc. 200 0 0 



1 


.1,616 10 8 


1 

„ Excess of Income over 



1 

Expenditure 

128 5 4 


1 

i 

Rb. 

10.220 0 0 

Rs. 

10.220 0 0 
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THE BENGAL SPORTS CLUB. 
BALANCE SHEET as at 31st December 1931. 


Liabilities & Capital Fond 

Rs. a. p. 

Assets 

Rs. a. p. 

Outstanding for Expenses 

300 0 0 

Premises, Grounds, etc. as Rs. 


Capital Fund as per last Rs. a. p 


per last Balance Sheet 30,000 


Balance Sheet 40,100 0 0 


Less Depreciation 600 


Add Entrance Fees 500 0 0 



29,400 0 0 


40,600 0 0 

Furniture and Fixtures as 


Income and Expenditure 


per last Balance Sheet 4,000 


, Account: — 


Less Depreciation 200 


Credit Balance as per 


— 

3,800 0 0 

last Balance Sheet 8,900 0 0 


Sports Equipment as per 


Add Excess of Income 


last Balance Sheet 2,450 0 0 


over Expenditure 


Less Depreciation 816 10 8 


this year 128 5 4 



1,633 5 4 


9,028 5 4 

Investments as pet last Balance 




Sheet 

10,000 0 0 



Interest Outstanding 

120 0 0 



Cash Balance 

4,975 0 0 

Rs. 

49,928 5 4 

Rs. 

49,928 5 4 


1 

„ . __ - 




Capital Receipts represent any additional Capital brought in, or amounts 
received by way of loans, deposits or the sale proceeds of any fixed assets. 

Revenue Receipts embrace income derived from sales, interest, discounts, 
commission, etc. 

Receipts & Expenditure on Capital Account. — ^This is the statutory term ' 
for the Capital Account Statement which companies adopting the Double 
Account System have to publish. On the right-hand side of this statement 
appear the receipts on accoimt of shares, stock, debentures and other fixed 
loans, and on the left-hand side appear the cost of construction and other 
items of fixed capital expenditure. 

Trading Capital is represented by the amount made up of fixed and 
floating assets. 

Working Capital is the amount left for working the business with, after 
the purchase price of the necessary fixed assets has been paid. 

Watered Capital is represented by the issue of additional Capital without 
any extra payment in cash, such as bonus shares. 

Capitalised Profits are profits which are retained and sunk in the purchase 
of additional assets, instead of being distributed or withdrawn from the 
business. 

Wasting Assets are those assets of a fixed nature which become valueless 
through effluxion of time, such as Leases, Patents, or those which decline 
in value through wear and tear*, such as Plant and Machinery, or those that 
become exhausted or consumed through being worked, such as mines, 
quarries, cemeteries, etc. 

Fictitious Assets are those items which although not representing any 
tangible value and which cannot be realised, appear on the assets side of a 
Balance Sheet, such as Brokerage on Shares and Preliminary Expenses not 
written off, debit balance on Profit and Loss Account, unexpired Insurance 
or Taxes, etc. 


advanced accounttkc 


IIG 


Liquid Asscis arc those Avhich ore readily convertible Into cash, and «rc 
tlius immediately nvailnblo for mooting liabilities. 'Iliese arc Cash, Bilb 
Receivable, Gilt-edged Socuritic.s, etc. 

EXAhUNAllON QUESTIONS. 

Note.— The figures in bold type at the end of most of the problems 
indicate their corresponding numbers in the Author's ‘'TyTICAE 
PROBLEMS IN ADVANCED ACCOUNTING’' where full solutions of 
tlicsc •will be foimd. 

CAPITAL & REVENUE. 

3. Define (a) CapK.il Expcndlltirc, nnd (b) Rovenuo Espendifure, nnd ffivc six 
e-xamplcs o£ each. 

2. Explain fully why a strict distinction between Coplhil nnd Rcvcntie Expenditure 
is necessary in accounting. 

3. Give six instances of items usually chargeable to Revenue nllowcd to be 
capitalised under certain conditions. 

4. 'How should Development Expenses incurred in Ten nnd Rubber Plantations 
and in Mining concerns be dealt witli ? 

5. 'What arc ‘Structural Alterations’, and how should they be treated in .accounts? 

C. 'What do you understand by Deferred Revenue Expenditure 7 Give three 
examples of the same. 

7. 'What circumstances would call for an amount expended being apportioned 
between Capital and revenue ? IVIiat should be the main point of guidance under cuch 
a circumstance ? 

8. 'Where any doubt exists xis to the proper allocation of expenditure between 
Capital and Revenue, what would bo the safe method to follow ? 

9. 'What are the two distinct methods followed in the allocation between Cnpit.al 
and Revenue Expenditure, when old assets have to be abandoned and have to be 
replaced by new and more costly ones? 

10. State what in your opinion is the best method of dc.iling with an abnormally 
heavy loss arising from replacement of obsolete plant or other equipment 

D. How would you deal with an amount expended witli a view to advertise 
a new product? 

12. State whether the following are Fixed or Floating Assets : (o) Horses, 
(b) Land, (c) Building, (d) Motor Vans, (e) Plant and Machinery, (/) Furniture, 
(g) Goodwill, and (h) Patents. 

13. Explain fully the distinction between a Receipts and Payments Account and 
an Income and Expenditure Account. 

14. Given a Receipts and Payments Account of a particular period, what stops 
would you take to construct therefrom an Income and Expenditure Account ? 

15. Define Watered Capital, Capitalised Profits and Working Capital. 

v/lC. Explain how you would deal with the following : — 

(a) A second-hand machine was bought for Rs. 750, but further Rs. 275 had 
to be spent thereon in order to bring it into working condition. 

A Railway Station which had originally cost Rs. 75,000 and the present book 
value of which vvas Rs. 30,000 had to be demolished and a new one had to be built 
costing Rs. 1,50,000. The cost of labour and material has gone up by 
20% since the old station was built. 

. (c) Factory Plant and Machinery had to be removed to a more commodious 

DUUdmg and the expenditure thus involved was analysed as imder: — 
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4VO. 

Cost of Dismantling the Machinery .. .. 8,400 

Cost of Removal of Plant, Machinery, Fixtures, etc. .. 2,500 

Cost of re-erecting the Machines , , . . . , 12,500 

Book value of machines discarded .. 15,000 

Cost of new Plant and Machinery acquired .. .. 24,500 


Rs. 62,900 


^17, Discuss the items herein and state your reasons as to why you would rpgard 
each item as either a capital or a revenue charge : — 

(a) A firm acquired a premises for Rs. 1,10,000 and spent Rs. 7,500 on re-painting it. 

(b) Later on, heavy wooden partitions were put up in the same building which 
resulted in enhancing the rents realisable. 

(c) A sum of Rs. 15,000 v^as expended by a large factory in overhauling its entire 
Machinery which resulted in adding three years to its working life. 

(d) A Cinema Company spent Rs. 12,000 in improving its sitting accommodation 
and Rs 2,000 in re-painting and re-decorating. The book value of the old fixtures 
discarded was Rs. 3,000 but the latter realised Rs. 500 on sale. 

'-'Is! Would you consider the following as a Revenue or a Capital Charge ? State 
your reasons in each case. 

(o) Cost of conveyancing in connection with a newly acquired property. 

(h) Expenses incurred on developing a new area for rubber plantation 

(c) Heavy legal expenses incurred by a Newspaper Company to defend a libel 

suit. 


(d) Labour and material expended by a Factory in manufacturing part of its 
own Loose Tools. 

♦/ 19. State clearly how you would deal with each of the following items : — 

(a) Cost of experimenting on a chemical product which did not result in a success 

(b) Cost incurred in acquiring a Patent. 

(c) Amount expended on the roof of a new Theatrical Structure to stop leakages, 

(d) Cost of new Emergency Exits erected in a Cinema Hall to meet with local 
bye-laws. 

(e) Cost of new Staff Liveries in the same concern. 

(/) Cost incurred in replacing an old Church Organ. 


INCOME AND EXPENDITURE ACCOUNT. 


20. From the partindars given below, prepare an Income and Expenditure Account 
and a Balance Sheet of the Cosmopolitan Gymkhana for the year ended 31st December, 
1930 


Receipts. 


Rs. 

Payments. 


Rs, 

Life Members’ Fees 


4,000 

Land & Building 


24,500 

Donations 


25,000 

Tournament Expenses 


1,100 

Entrance Fees 


5,000 

Furniture 


1,500 

Tournament Fund 

, , 

1,500 

Purchase of Sports Materials 

1,200 

Revenue Receipts. 

Rs 


Revenue Payments. 

Rs. 


Subscriptions 

2,200 


Salaries 

1,200 


Bar Receipts 

1,300 


Printing & Stationery .. 

125 


Interest on Securities 

300 


Telephone 

200 


Cricket Fees 

500 


Gardening 

130 


Tennis Fees 

450 


Cricket 

250 


Billiard Fees 

300 


Insurance 

120 


Sundries 

275 


Tennis 

400 




5,336 

Billiards 

480 





Sundries 

100 





Bar Expenses including 






purchases 

1,500 







4,503 




Investments 


6,000 




Bank Current Account Balance . . 

l,8(f0 




Cash in Hand 

. . 

220 


Rs. 

40,825 


Rs. 

40,825 
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Sufcscrjptioii Jfees outstanding for the year 1930 and unpaid amounted to Rs. 450 J 
included in the receipts is an amount of Rs. 125 representing Subsciaptions for 1931 
received in advance. Salaries unpaid for 1930 amounted to Rs. 175 and Insurance 
Prepaid to Rs. 30. One half of the Entrance Fees received is to be credited to Revenue, 
and Donations and Life Members’ Fees are to be capitalised. Interest accrued and 
not received amounted to Rs. 120. Sports Materials are valued at Rs. 750 and the Bar 
Stock at Re. 400 at the end of the year. Depreciate Furniture by 5% and Land and 
Building by ^ 

(Kxc^ss of Income ovcv ExpoTidititTC^ Rs, 2,882-8-0 j Golwtice Sheet Totctl, Rs, 35,082-8-0.) 

ll. Ihe ioMcfwing patllcclOTa relate te the BlesCk Sports Club'. — 

INCOTdE AND EXPENDITURE ACCOUNT. 


For the year ended 31st December 1931. 


Rs. 

To Secretary’s Salary . . . . 1,500 

„ Printing & Stationery . . 2;200 

„ Advertising .. .. 1,600 

„ Audit Fees . . . - 500 

„ Tire Insurance . . • . 1,000 

„ Depreciation on Sports 

Equipment , . . . 9,000 

„ Balance — Excess of Income 

over Expenditure . ■ 14,300 


By Entrance Fees 
„ Subscriptions 
„ Rents Receivable 


Rs. 30,100 } 


Rs. 

10,500 

15,600 

4,000 


Rs. 30,100 


EECEIPTS and PAYMENTS ACCOUNT. 


For the year ended 31st December 1931. 


Rs. 

To Balance, 1st January . . . 4,200 

„ Entrance Fees 1930 . . . . 1,000 

„ do. 1931 ., .. 10,000 

„ Subscriptions 1930 .. .. 600 

„ do. 1931 . . . . 15,000 

„ do. 1932 .. .. 400 

., Rents Received . . . . 3,000 


Rs. 34,200 


By Secretary’s Sala^ . . 

„ Printing & Stationery 
„ Advertising 
„ Fire Insui^ce 
„ Investments Ptirdiased 
„ Balance, 31st December 


Rs. 

1,000 

2,600 

1,600 

1,200 

20,000 

7,800 


Rs. 34,200 


The Assets on 1st January 1930 included Club Grounds and Pavilion Rs. 44,000, 
Sports Equipment Rs. 25,000 and Furniture and Fixtures Rs. 4,000, Prepare the Opening 
and Closing Balance Sheets. 32 

(Balance Sheet Total on 1'1-31, Rs. 78,800 ; Balance Sheet Total on 31-12-31, Rs. 94,100.) 

22. From the following Receipts and Payments Account of a Charitable Institution, 
and the subjoined information, prepare a General Income and Expenditure Account for 
the year ended 31st December 1934 : — 


1934 Rs. 

Jan. 1 To Balance: — 

Cash on Deposit 5,000 
Cash on Current 
Account 1,160 

Cash in Hand 70 

Dec. 31 „ Donations and 
Subscriptions 
„ Legacies 

„ Special Fund Donations 
„ Interest on Investments 
.. Interest on Deposit 


RECEIPTS AND PAYMENTS ACCOUNT. 


Rs. 


6,230 

12,720 

4.000 

1,700 

1.350 

240 


1934 
Dec. 31 


Rs. 

12,650 
750 
2,750 
370 
260 
180 


By Payments to Pensioners 
„ Rent, three quarters 
„ Office Expenses & Salaries 
j, Collector’s Commission 
„ Printing Year Book, etc. 

„ Postage 
., Gratuities from Special Fund 1,430 
„ Investment of Rs 5,000 

in 3% Government Loan 3,000 
„ Balance : — Rs. 

Cash on Deposit 4,000 
Cash on Current A/c. 730 
Cash in Hand 120 


4,850 


Rs. 26,240 ’ 


Rs. 26,240 
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The Committee of Management resolve that one-half of legacies received shall be 
treated as income, the remainder being Capital, and that the "Special Fund” should 
be separated from the “General Funds”. A quarter’s rent was unpaid at 31-12-1934. 
Sundry persons owed Es. 150 for Advertisements in the Year Book. Interest on Invest- 
ments Es. 300 had accrued due but was not received. 33 

' (Excess of Expenditure over Income, Rs. 450.) 

23. From the following particulars compile the accounts for the year ending 
31st December 1910, to be submitted to the Annual Meeting of the Members of a Golf 
Club:— 


1 . 

2 . 

3. 

4. 

5. 

6 . 

7. 

8 . 

9. 

10 . 

11 . 

12 . 

13. 

14. 

15. 

16. 

17. 

18. 

19. 

20 . 


b s. 

Entrance Fees and Subscriptions, received on account of 

1909 (these were estimated at £9 9s.) . . . . 10 10 

Subscriptions received on account, 1910 .. 1,050 0 

Entrance Fees received on account, 1910 .. .. 73 10 

Entrance Fees and Subscriptions received on accotmt of 

1911 52 10 

Locker Eents received for 1910 .. .. .. 35 0 

Green Fees received for 1910 . . . . . . 120 0 

Expenses, including rent, for 1910 (of these £800 have 

been paid) ' .. .. .. .. 900 0 

liabilities of 1909, paid in 1910 (these were estimated 

at £70) .. .. 60 0 

Subscriptions owing for 1910, £21 taken as . . . . 12 12 

Stock (House Account) 1910 . . - . . . . 150 0 

Capital Expenditure, including Lease, 1909 . . . . 1,000 0 

Capital Expenditure in 1910 .. .. .. 200 0 

Capital Expenditure written off . . . • . . 250 0 

Profit on House Account including refreshments, after 

providing for the staff . . . , . . . . 50 0 

Cash in hand . . . . . . ^ , 124 18 

Kenewals pmd in. 1910 . . . . . . . . 91 3 

Interest paid in 1910 .. .. .. .. 20 0 

Loan on Security of the Lease .. .. .. 500 0 

Surplus from 1909 Account . . . - . . . • 494 0 

Fee to Treasurer’s Clerk for 1910 not paid . . . . ^ 20 0 

(Chartered Accountants.) , 


34 


(Excess of Income over Expenditure, £71-0-0 ; Balance Sheet Total, £1,237-10-0.) 


24. The following is the Statement of Assets and Liabilities of the International 


Library as at 30-6-1924: — 

Liabilities. Rs. 

Outstanding for Expenses . . 650 

Capital Fund: — 

Accumulated Excess of Income 

over Expenditure .. 44,350 


Assets. 


Rs. 

Cash 


3,200 

Furniture 


4,850 

Debtors: — 

Rs, 


Subscriptions outstanding 

750 


For use of Ijectirre Hall 

350 


- 

— 

1,100 

Books Account 


16,850 

Investments 


5,000 

Building . , 

f • 

14,000 

- 

Es, 

45,000 


Rs. 45,000 
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The following were the Cash Transactions for the year:— 


Balance 


Rs. i 

3,200 ' , 

Entrance Fees 

. . 

2,600 , 

Subscriptions 

• . 

8,500 

Received on Sale of old 


600 

Furniture 

, , 

Received on Sale of old 
Newspapers 


60 

Rent of Library Hall 

, , 

1,040 

, Proceeds from Lectures 

and 


Entertainments 

* • 

3,000 


rs7 

19,000 


By Salaries' 

„ Municipal Taxes 
„ Insurance on Building 
„ Additions to Library 
„ Outstanding Creditors 
year paid 
„ Repairs 

„ Electric Installation 
Expenses 

„ Printing & Stationery 
„ Postages 
„ Sundry Expenses 
„ Balance 


of last 


Rs. 

2,400 

700 

500 

1,250 

650 

250 


4,500 

400 

50 

150 

8,150 


Rs. 19,000 


It was ascertained that Rs. 1,100 was outstanding by way of Subscriptions and 
Rs. 375 for use of Library Hall. Insurance on Build&g was prepaid to tl^ 
of Rs. 175. There were Creditors outstanding for expenses to the extent or Ks. ouu. 

You are required to prepare an Income and Expenditure Account and a Balance 
Sheet as at 30-6-1925 after providing for Depreciation on Building @ 2fe per cent ana 
writing down Investments by 5 per cent, and Library Books by 10 per cent. 35 

(Excess of Income over Expenditure, Rs. 8,215 ; Balance Sheet Total, Rs. 53,365-0-0.) 

25. The under-noted Receipts and Payments Account of the Bombay Athletic 
Society is for the year ended 31st October 1925. Other Ledger balances of the "Society 
on that date arc : — 

Capital Account (Donations, etc.) Rs. 30,250 ; Club House and Grounds (as per 
valuation), Rs. 20,000; Investments at cost, Rs. 9,620; Furniture and Fixtures, Rs. 3,200; 
and Income and Expenditure Account (Cr. balance brought forward), Rs. 2,965. 


RECraPTS AND PAYMENTS AtiCOUNT. 


Rs. 

To Balance, 1st November 1924 .. 745 

„ Subscriptions .. .. 6,800 

„ Entrance Fees ., .. "260 

„ Interest on Investments .. 420 

,. Proceeds of- Lectures, Con- 
certs, etc. ' .. 2,590 

i 

t 

Rs. 10,815 ! 


Balance b/d. .. .. 720 


Rs. 

By Upkeep of Grounds . . 4,750 (c) 

„ "Wages of Grounds-men . . 4,680 

„ Ground Rent . . . . 105 

„ Printing & Stationery .. 4G5 (b) 

„ Postages & Petties . . 95 

„ Balance c/d. . . . . 720 


Rs. 10,815 


For the year ended 31st October 1925. 


(n) This item includes Bs. 250 applicable to the previous year, 
(b) This item includes Bs. 100 applicable to the previous year. 


Entnuiec Fees are to be capitalised. The outstanding items at 31-10-1925 are 
Printing and Stationery, Rs. 80 ; The Social Literary Association owed Rs. 105 for the 
\^c 01 the So^^y s Hall. Charge 10% for Depreciation on Furniture, etc. Construct 
the Income and Expenditure Account for the year and Balance Sheet as at 31-10-1925. 3f 

(Excess of Expenditure over Income, Us. 230 ; Balance Sheet Total, Rs. 33,325.) 

-t. - ^*"2” fobowing particulars, prepare Receipts and Payments Account 

income and Expenditure Account and Balance Sheet of the Bombay Golf Club for th< 
year ended 30* June 1925. The Club'.s Articles of AE,socialion provide that half of ead 
onjnnl mcmlyr 6 subscription, and the entrance fees of other members arc to b( 
e.spi<a!iscd. and hall ot any surplus o£ Revenue is to be placed to a rSc^c InSid 
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Receipts for the j/car.— Subscription, from 140 origmal members at Rs. 50 ; 200 
additional members’ Entrance Fees at Rs. 10 ; and Subscriptions at Rs. 50. Interest on 
Fixed Deposit Rs. 180. Sales of provisions and liquors Rs. 6,380. Half year’s grazing 
rent to 31st December 1324 at Rs. 450 per annum. Loan Rs. 9,000 at 4 per cent. 

Payments for the year. — Club Manager’s Salary Rs. 2,500 ; Greenkeeper’s Wages 
Rs. 1,500 ; Rent Rs. 5,500 ; Interest on Loan Rs. 360 ; Cost of Annual Dinner Rs. 1,000 ; 
Sund^ Expenses Rs. 535 ; Taxes and Insurance Rs. 730 ; Servants’ Wages Rs. 585 ; Fuel, 
Lighting and Cleaning Rs. 515 ; Liquors and Provisions purchases Rs. 8,735 ; Furniture 
purchased Rs. 600 ; Furnishings purchased Rs. 200 ; Repairs Rs. 125 ; Printing and 
Stationery Rs. 390 ; A, builder (Club Premises Account) Rs. 2,750 ; B, joiner (Club 
Premises A/c.) Rs. 5,225 ; C, arriiitect (Club Premises A/c.) Rs. 1,200 ; D, painter 
(Club Premises A/c.) Rs. 525. 

On 30th J\xne 1925, cash in hand was Rs. 5,260 ; cash oii Fixed Deposit at 6% 
Rs. 3,000 (balance from last year) ; Stock of Liquors and Provisions Rs. 2,870. 

Rent Rs. 500 ; Servants’ Wages Rs. 15 ; Greenkceper’s Wages Rs. 300 ; Rs. 265 for 
Liquors purchased and Plumber’s Bill (Club Premises A/c.) Rs._ 1,300 have not been 
paid. Subscriptions of 10 original members have not been received. 

Charge Depreciation on the total cost of Club Premises at 3 per cent, on Furniture 
at 5% and on Furnishings at 15 per cent. 37 

(Receipts and Payments Account Total, Rs. 38,235 ; Excess of Income over 
Expenditure, Rs. 685 ; Balance Sheet Total, Rs, 23,265.) 

27. Given below is the Receipts and Payments Account of the Indian Gymkhana 
for the period ending 31st December 1920: — 




Rs. 




Rs. 

To Donation Account being dona- 


By Buildings 

. , 

40,000 

tions received 


50,000 


Expenses ineurred on 

Quad- 


„ Reserve Fund, being 

life 



rangular Matahes 


900 

members’ fees and entrance 


it 

Furniture 


2,100 

fees received 


4,000 

ft 

Revenue Payments: — 

Rs. 


„ Quadrangular Match Fund, 



Salaries 

1,800 


being amounts received for 



Cricket 

600 


meeting expenses of 

the 



Tennis 

. 540 


specific Matches — 


10,000 


Insurance (paid upto 



„ Revenue Receipts: — 

Rs. 



the year ending 



Subscription fees 




30th Sep. 1921) ., 

360 


(including Rs. 100 




Gardening 

170 


for 1921) 

3,200 



Printing, etc. 

30 


Lockers Rent 

100 



Telephone 

250 


Interest on Securities 

100 



Sundries 

150 


Cricket 

400 





3,900 

Sundries 

50 


»> 

Investments (at cost) 


18,000 

Tennis 

350 



Balance 


3,500 

Billiards 

200 






- 


4,400 


C 




Rs. 

68,400 



Rs. 

68,400 


Subscription Fees Outstanding for the year 1920, Rs. 300 ; Salaries unpaid for 
December 1920, Rs. 170. . 

Prepare from the details given above an Income and Expenditure Account of 
the Gymkhana for the period ended 31-12-1920, and the Balance Sheet as on that date. 

, •• (G. D. A.) 38 

(Excess of Income over Ea:pcnditure, Rs. 800 ; Balance Sheet Total, Rs. 64,170.) 



CHAPTER IV 


BILLS OF EXCHANGE, PROMISSORY NOTES 
AND CHEQUES. 

Bill of Exchange. — A BiU of Exchange is an unconditional order in writ- 
ing signed by the maker, directing a certain person to pay on demand, or at 
a fixed or determinable future time, a certain sum of money to or to the 
order of a certain person or to bearer. 

The maker of a bill of exchange is called the Drawer ; the person who 
is directed to pay is called the Drawee ; the person to whom the money is 
to be paid is called the Payee. 

A Drawee of a bill of exchange is not liable on it until he has accepted 
it. After the drawee of a bill has signed his assent across the face^ of the 
bill and delivered the same, he is called the Acceptor, and the bill itself is 
called the Acceptance. 

An acceptance, however, may be general or qualified. If the acceptor 
simply signs his name across the face of the bill with or without the name 
of the bank where payment will be made, the acceptance is general ; but if 
he adds a remark to the effect that payment will be made only upon a 
certain condition being fulfilled or that only a part of the suna named will be 
paid, or that payment will be made at a certain place or time only, the 
acceptance is qualified. A General Acceptance is, therefore, one which 
assents to the order of the drawer without any qualification. A Qualified 
Acceptance on the other hand, varies in express terms the effect of the bill 
as drawn ; and the holder of a bill may refuse a qualified acceptance and^ 
treat the bill as dishonoured by non-acceptance. '' 

An Acceptance may he qualified in five different ways, as follows : — 

1. Conditional. — ^“Accepted subject to delivery of Bills of Lading”. 

2. Partial. — A bill drawn for Rs. 300 “accepted for Rs. 100 only”. 

3. Local. — ^“Accepted payable at the Central Bank of India only”. 

4. Qualijied as to time. — A bill drawn at two months, “ accepted payable 
at three months ”. 

5. An acceptance by some of the drawees, not all. — ^A bill drawn on A., 
B. and C. accepted by A. and B. only. 

Promissory Note. — ^A Promissory Note is an unconditional promise in 
WTriting made by one person to another, signed by the maker, engaging to 
pay on demand or at a fixed or determinable future time, a certain sum of 
money to or to the order of a certain person or to bearer. 

Cheque. — Cheque is a written order drawn by a customer of a bank, 
requiring his banker to pay on demand a specified sum of money to the 
person named therein or to bearer. 

A Bill of Exchange, Promissory Note, or Cheque is called a Negotiable 
Instrument as it is a document which by endorsement and delivery or by 
mere delivery passes the full title to the benefit of the instrument to the 
transferee. 

When a promissory note, bill of exchange, or cheque is transferred to 
any person, so as to constitute that person the holder thereof, the instrmnent 
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is said to be negotiated. A Bill to Bearer can bo negotiated by delivery only. 
A Bill to Order can bo negotiated by endorsement and delivery. When the 
maker or holder of a negotiable instrument signs his name, for the purpose 
of negotiation, on the back thereof, he is said to endorse the same and is 
called the Endorser. If the endorser signs his name only, the endorsement 
is said to be In Bank, and if he adds a direction to pay the amount mentioned 
in the instrument to or to the order of a specified person, the endorsement 
is said to be In Full, or a Special Endorsement, as “Pay to A. or order — 
Jones ”, and the person so specified is called tl\e Endorsee of the instrument. 

A Restrictive Endorsement prohibits the further negotiation of the bill, 
or stipulates that it shall be dealt with only in the manner directed in the 
endorsement, as “ Pay to A. onl3’ — Jones or “ Paj* to A. for the Account 
of B. — Jones”. 

An Endorsement Sans Rccours (without recom*se) is used where a 
person endorses a bill as an agent, but expressly relieves himself from liability 
as an endorser to all sub.coquent endorsees, as “Pay A. or order Sans 
Recours—Jones 

A Facultative Endorsement is whore the endorser waives some right to 
which he is entitled, as “ Pay A. or order, Notice of Dishonour waived — 
Jones ”. 

A Promissoiy Note can also be negotiated in just the same way as a 
bill of exchange. 

Referee in Case of Need is a per.«on to v;hom the holder of a bill maj' 
resort in case of dishonour by non-acceptance or non-payment by the drawee. 
The name of such referee may be inserted in the bill bji- the drawer or any 
endorser. The usual form is : “ In case of need apply to A., B. & Co. — 
Jones”. 

Liability of Maker, Drawer and Acceptor. — ^The maker of a promissory 
note or cheque, the drawer of a bill of exchange until acceptance, and the 
acceptor are respectively liable thereon as principal debtors, and the otlier 
parties thereto are liable thereon as sureties for the maker, drawer or 
acceptor, as the case may be. 

Liability of Endorser. — ^The endorser is bound to every subsequent 
bolder, in case of dishonour by the drawee, acceptor or maker, to compensate 
such holder for any loss or damage caused to him by such dishonour, pro- 
vided due notice of dishonour has been given to such endorser. 

The Holder of a bill is one who receives and retains possession of the bilL 

Holder in Due Course means any person who, for consideration, became 
the possessor of a promissory note, bill of exchange or cheque, before the 
amount mentioned therein became payable, and without having sufficient 
cause to believe that any defect existed in the title of the person from whom 
he derived his title. Ibe duty of the holder of a bill is to present it for 
pa3nnent at the place where it is payable and on the date on which the 
payment is due ; otherwise, the drawer and endorsers are released from 
liability. 

The Maturity of a promissory note or bill of exchange is the date at 
which it falls due. 

Days of Grace. — Every promissory note or bill of exchange which i.s 
not expressed to be payable on demand, at sight or on presentment, is at 
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maturity on the third day after the day on which it is expressed to be 
payable. 

Time of Payment. — ^Bills drawn “ on demand ” and “ at sight ” are payable 
upon presentation to tlie drawee or acceptor. As to the bills drawn “after 
date”, the period begins to run from the date of the bill. When a bill is 
drawn “after sight”, the term of the bill begins to run from the date of 
“ sighting ”, i.e,, when presented for acceptance. In such a case, the date 
must be stated in the acceptance in order to fix the maturity of the bill. 

Calculation of Time of Payment — ^Where a bill is payable at a fixed 
period after date or after sight, the time of payment is determined by 
excluding the day from which the time is to begin to run and by including 
the day of payment. Thus a bill drawn on 5th March at 2 months after 
date would matoe on the 8th of May. 

Signatitre in Representative Capacity. — ^When a person signs a bill in a 
representative capacity, either as drawer, acceptor or endorser, he must 
clearly specify'^ such representative capacity on his signature, as othemvise, 
he would become personally liable oh such hill. 

Thus, a person representing a firm should sign, 

“Per pro. C. P. Row & Co., 
Lai Mohan ”, 

In a Limited Company, the signature will take the following form : — 

“For and on behalf of Indian Patents, Ltd., 
R. Gupta, 

Director.” 

Inland BilL — promissory note, or hill of exchange, or cheque, drawn 
in British India, and made payable in, or drawn upon any person resident 
in British India, is called an Inland Bill. 

Foreign Bill. — ^Any such instrument not so drawn or made payable, is 
called a Foreign Bill- 

Usance is the customary lime at which Foreign Bills are made payable 
in ,a particular country. For instance, the usance between London and 
Bombay is thirty days after sight 

Dishonour by Non-Acceptance. — ^A bill of exchange is said to he dis- 
honoured by non-acceptance when the drawee makes default in acceptance 
upon being duly required to accept tiie bill. 

Dishonour by Non-Payment,— -A promissory note, bill of exchange or 
cheque is said to he dishonoured by non-payment, when the maker of the 
note, acceptor of the bill, or the drawee of the cheque, makes default in 
payment, upon being duly required to pay the same. 

Notice of Dishonoxn:. — ^When a bill of exchange is dishonoured by non- 
acceptance or non-payment, or when a promissory note or cheque is dis- 
honoured 1 ) 5 ' non-pa 5 Tnent. the holder thereof must give notice that the 
instrunjont has been so dishonoured to all other parties whom he seeks to 
hold liable thereon. 

\yiicn a drawee of a bill refuses to accept the same, or, having accepted 
u, refuses to honour it by’ paying the amount when due, the holder of the bill 
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hands it to a notary public, who again presents the bill for acceptance or 
payment, and, in case of meeting with, another refusal, he notes the non- 
acceptance or non-payment by writing on a slip of paper the answer given to 
his demand, which he attaches to the bill. 'This is called Noting a Bill. 

A formal declaration by a notary pubBc tliat he had presented a 
dishonoured foreign bill of exchange, either for acceptance or for payment, 
that his demand was answered as set forth in his certificate, and that he 
formally protests against the drawee’s refusal to accept or to pay, as the 
case may be, is called a Protest and the act is called Protesting a Bill. Inland 
Bills do not require to be protested. A Foreign Bill must be protested 
after it has been noted for dishonour, in order to retain the liability of the 
drawer and endorsers. 

Acceptance for Honour Supra Protest is where a bill having been pro- 
tested for dishonour by non-acceptance, any person not being a party already 
liable thereon, with the consent of the holder, accepts it for the honour of 
any of the parties concerned. 

Payment for Honour Supra Protest is where a bill has been protested 
for non-payment, and any person intervenes and pays it for the honour 
of any party liable thereon, or for tlie honour of the person for whose account 
the bill is drawn. 

Bank Draft is a bill of exchange drawn by a banlcer on one of his agents 
or correspondents. 

Accommodation Bill. — A bUl which is dra\vn, accepted or endorsed with- 
out receiving value in exchange’'for it, but simply to oblige a party, and assist 
him to obtain money by negotiating it, is known as an Accommodation Bill. 

Bearer or Order Cheque. — ^A cheque may be drawn payable to bearer 
or order. A Bearer Cheque is paid by the bank to the person presenting 
it. An Order Cheque must be endorsed by the person in whose favour it 
is drawn before it will be paid by the banker. 

A cheque may be negotiated just like a bill of exchange and may pass 
through several hands with or without endorsement, as the case may be, 
before it is presented for payment. 

A Crossed Cheque is one that has two parallel lines drawn across the 
face of it, generally with the words “& Co.” between the lines. A banker 
will not give cash in exchange for a crossed cheque to anyone but to another 
banker ; but a customer paying the same in his current account will get 
credit for the amount of the cheque. The object of crossing a cheque is 
to prevent anyone, having fraudulently obtained possession of it, cashing 
it over the bank’s counter. 

A cheque crossed with or without the words " & Co.” between the two 
lines is said to be Crossed Generally ; if the name of any particular banlc is 
inserted between the lines, the cheque is said to be Crossed Specially arid it 
must then be presented for payment through the banlc thus specially named. 

When a cheque bears the words Not Negotiable across the face of it, it 
means that the holder of such a cheque has no better title to it than the 
person from whom he received it had. Thus, if we gave cash or sold goods 
in exchange for a Not Negotiable Cheque which had been stolen, we might 
have to make good the loss to the person from whom the cheque was stolen. 



126 


ADVANCED ACCOTJNTINQ 


The following are illustrations of General Crossings : — 
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The following are illustrations of Special Crossings : — 
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Dishonoured Cheques. — ^When a person draws a cheque in excess of the 
amount deposited by him with his banker on current account, without 
previously arranging for an overdraft, the banker will ordinarily refuse 
payment, and the cheque would be said- to be dishonoured. The cheque 
would be returned to the payee with a slip indicating the reason for such 
refusal in any one of the following ways : — 

R/D = Refer to Drawer 
N/S = Not sufficient funds 
I/F = Insufficient funds 
N/A = No assets 
N/E = No effects 

The payment of a cheque is sometimes refused and the cheque is returned 
by the bankers for other reasons indicated on a slip as under: — 

“ Effects not cleared ” = The proceeds of cheques or bills paid in by 
the drawer have not been collected and credited to drawer’s account. 

“Payment stopped ”= Notice to stop payment has been received from 
the drawer. 

“ Endorsement irregular ” = The endorsement by the payee on the back 
of the cheque is not properly made. 
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mp u -o Bombay, 5th October, 1937. 

Rs, 500, 

Three months after date pfe^ or Hiy order the sum of Five 


Stamp. 


Hundred Rupees for value rec^n 


^ te! 


J. Rustomji 


To Messrs. Hormusji & Co,, 

Bombay. 


In this case, J. Rustomji is the drawer and also the payee. Hormusji & 
Co., are the drawees and have become acceptors on accepting the bill. The 
acceptance is general in this case. 


Stamp. 


Rs. 750. 


^ Bombay, 17th September, 1937, 
►e .9 o 

P, S 

^ ^ o ^ 


Two months after date p&St& Sir§th & Co,, or order the sum of 
Rupees Seven Hundred and ^alue received. 

r? CD 0 T RtjrtOTW.TT 


To Messrs. Green & Co., 


J. Rustomji 


Bombay. 


In this case, J. Rustomji is the drawer. Smith & Co., are the payees and 
Green & Co., the drawees and acceptors. The acceptance is qualified as to 
place. 

(3) 


Stamp, 


Bombay, 10th July, 1938. 


Rs. 1,000. •g.'o 

On demand pay to me or ray^jSer the sum of Rupees One Thousand 
for value received. | 

Q J. Rustomji 

To Messrs, Dawood & Co., 

Bombay. 
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The above is another instance of general acceptance. 

Foreign bills are usually made in sets of three and each, bill is transmitted 
separately and at a different time. When one of the bills is paid, the other 
two become void. 

SPECIMEN OF A SET OF FOREIGN BILLS OF EXCHANGE. 

( 1 ) * 


! Stamp. I Bombay, 15th January, 1938. 

l ! I 

i ' ; 

j £G00. 

i Three months after sight, pay this First of Exchange (second and 
i third of the same tenor and date unpaid), to the order of Messrs. John 

! Jones & Co., the sum of Six Hundred Pounds sterling for value received, 

! which place to account as advised. 

I P. SORABJI 

! To Messrs. Jaclcson & Co., 

London. 


( 2 ) 


i Bombay, 15th January, 1938. 

i £600. 

! Three months after sight, pay this Second of Exchange (first and 
i third of the same tenor and date unpaid), to the order of Messrs. John 
. Jones & Co., the sum of Six Hundred Pounds sterling for value received, 
, which place to account as advised. 

: P. SORABJI 

: To Me.ssrs. Jackson Sz Co., 

) London. 


( 3 ) 


Bombay, 15th Jamuiry, 1938. 

.ccoo. 

'riirce inonth.s after sight, pay this Third of Exchange (first and ! 
second of the same tenor and date unpaid), to the order of Messrs, John ’ 
Jonc'" Co., the sum of Six Hundred Pounds sterling for value received, 
which place to account as advised. ’ 


To Jackson £.• Co., 

London. 


P. SORABJI 
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FORMS OF PROMISSORY NOTES. 
( 1 ) 


Stamp, i Bombay, loth February, 1938. 


Rs. 50. 

One month aftei* date I promise to pay Messrs. Turner & Co. or 
order, the sum of Rupees Fifty for value received. 

John Jones 


( 2 ) 


Stamp. 


Bombay, 1st January, 1938. 


Rs. 300. 

Three months after date we promise to pay B. Brown or order, 
the sum of Rupees Throe Hundred for value received. 

John Jones 
B. COWASJI 


This is called a Joint Promissory Note aud both the signers are liable 
on it jointly. 


( 3 ) 


1 Stamp. ' Boinhny, 15tli Nove^nber, 1938. 

Rs. 300. 

Six months after date we jointly and severally promise to pay 
B. Brown or order the sum of Rupees Three Hundred for value received. 

, John Jones 
B. COWASJI 


This is called a Joint and Several Promissory Note, and therefore the 
makers are liable either jointly or separately for the payment of the amount 
when it falls due. 

9 
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Advantages of Bills of Excliauge.— The adVv'intageR of a Bill of Exchange 
may briefly be summarised as under ; 

1, As il is a written and signed acknowledgment -of debt, it affords 
conclusive proof of indebtedness, and there can Iiardly be any 
defence to an action at Law on a debt due on a Bill of Exchange. 

' 2. As it fixes the date of payment, the creditor knows when to expect 
his money, and the debtor also knows when he will be galled upon 
to pay. 

3. The debtor thus enjoys his full period of ci'edit, as he can never he 
called upon to pay the amount of the bill before the due date. 

4. Tire creditor need not necessarilj' lock up his money till the due date 
of the Bill, as tire latter can be turned into cash by being discounted. 

5. It is a negotiable instrument and can be transferred from band to 
hand in settlement of debts between persons and firms in tire same 
or different countries, 

6. It affords an easy means of transmitting money from one place to 
another. 

7. It enables traders to help each other financially by lending their 
names on accommodation bills. 

Bilk Receivable and Payable. — ^As a Bill of Exchange is an order drawn 
by a creditor on a debtor, it will be a Bill Receivable to the drawer and . 
a Bill Payable to the acceptor. As a Promissory Note is a promise drawn 
by a debtor in favour of a creditor, it will be a Bill Payable to the maker 
and a Bill Receivable to the creditor. The forms of Bills Receivable Book 
and Bilk Payable Book have already been given and explained on previous 
pages. It now remains to show the entries necessary to record the various , 
phases of the bilk. 


BILLS RECEIVABLE ENTRIES. 

On receiving a Bill Receivable duly accepted, entries are made in the 
Bills Receivable Book with full details of the Bill. From this book, the 
Personal Account of the party from whom each bill is received is credited 
and the monthly total of the Bills Receivable Book is debited to Bills 
Receivable Account, 

The holder ,of a Bill Receivable liJay deal with it in any one of the 
following ways : — 

1. He may retain it till the due date. 

On tlie Bill being met by the acceptor on the due date, an entry will be 
passed through the debit side of the Cash Book from where Bills Receivable 
Account would be credited. 


2. He may negotiate it to a creditor in payment of 
•> 


aej)t. 


•> 

^s will need a Jouraal entry debiting the Creditor’s Account 
creditmg Bilk Receivable Account. ^ 
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3. He inaj" discount it before the due date. 

On discounting a Bill Receivable, an entry will be made on the debit 
side of the Cash Book, showing the cash received in the cash or bank 
column, discount allowed in the discount column, and the total amount will 
be credited to Bills Receivable Account. 

4. He may send it to his bankers for collection. 

When a Bill Receivable is sent to a Bank for collection, an entry 
should be passed through the Journal debiting an Account styled ‘‘‘Bank 
Account for Collection of Bills ” and crediting Bills Receivable Account. 
On the Bill being collected, the amount will be credited in the Pass Book 
by our Bankers, in which case, an entry will have to be passed debiting 
Bank Account (Current Account) and crediting “ Bank Account for 
Collection of Bills Tlie Debit Balance on the latter Account will always 
represent the amount of Bills lying with Bankers*, for collection. 

Note. — Debiting Bank Current Account with the amount of a Bill 
Receivable at the time it is sent to the Bankers for collection would be 
quite incorrect inasmuch as the Bankers never give credit to their customers 
for such amounts until the Bills are collected by them on the due dates. 
Besides, such debits to. the Bank Account will wrongly inflate the Bank 
Current Account Balance. 

ENTRIES ON DISHONOUR OF BILLS RECEIVABLE. 

1. When a Bill Receivable, that has been retained by the holder till 
the due date, is dishonoured by the acceptor on presentment for payment, 
the Journal entry in the books of the holder would be, to debit the 
Acceptor’s Account and credit Bills Receivable Account. 

2. When a Bill Receivable has been negotiated to a creditor, and the 
creditor notifies us as to the dishonour of the bill by the acceptor, the 
entry would be to debit the Acceptoi-’s Account and credit the Creditor’s 
Account. If an immediate payment is made to the creditor, the credit would 
be to Bank Account. 

3. When a Bill Receivable already discounted is dishonoured, the entry 
would be to debit the Acceptor’s Account and credit Bank or Cash Account. 

4. On dishonour of a Bill Receivable that had beeii sent to the Banker.? 
for collection, the entry would be to debit the Acceptor’s Account and credit 
“ Bank Account for Collection of Bills ”, 

In each case, a note as to the dishonour will have to be made in the 
Bills Receivable Book against the original entry of the bill, in tlie “How 
disposed of ” column. 

It needs to be pointed out that the whole object of the entry on dishonour 
of a Bill Receivable is to re-adjust the personal account of the acceptor to it? 
foi'mer position prior to acceptance. Of course, the acceptor’s account would 
need to be further debited with Notarial Charges as would result from 
such dishonour. The acceptor’s account worild thus stand to he debited in 
every case of dishonour. As to the corresponding credit to be given, the 
same would depend on circumstances as under : — 

(a) If the Bill Receivable is not negotiated but is retained till the due 
date, Bills Receivable Account would be credited, thus nullifying the debit 
previously given when the Bill was received duly accepted. 
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(b) In case the Bill was discounted witli Bankers, the latter would 
naturally look to us for payment, and the credit would, therefore, be -given 
to Bank Account on the payment being made to them. 

(c) If the Bill was negotiated to a creditor in satisfaction of our debt 
to him, the creditor would have to be paid off by us, and the credit would 
naturally be to Bank Account. 

(d) In case the Bill had been sent to our bankers for collection, the 
credit would be to the Bank Account for Collection of Bills. 


ENTRIES ON RENEWAL OF BILLS. 

It happens sometimes that the acceptor of a Bill finds himself unable 
to meet his acceptance on the due date. Under such a circumstance, 
rather than allow such a bill to mature and then dishonour it on presentation, 
he would approach the drawer of the bill before the due date and request 
him to cancel the original bill and draw on him another one for an extended 
period. The acceptor in this case, would, of course, have to pay interest 
for the extension of time. Thus, the cancellation of a Bill already in 
circulation and before maturity in return for another Bill for an extended 
period is called Renewal of the BiU. Sometimes, the acceptor pays a part 
of the amount of the Bill in cash and requests for ’a new Bill to be drawn 
on him for the balance plus interest. In case of Renewal of a Bill, before 
passing an entry in respect of the new Bill and the part cash received, if 
any, it is necessary' to pass an entry cancelling the original bill by mqans 
of a Journal entry. 

The entries necessary in case of renewal of a Bill Receivable would bo 
as follows: — - 

1. Debit the Acceptor’s Account aird credit the Bills Receivable 
Account with the amount of the old bill through the Journal. This entry wll 
cancel the old bill, 

2. Debit the Acceptor’s Account with the amount of the interest charged 
and credit the Interest Account through the Journal, 

3. Debit Bills Receivable Account and credit the Acceptor’s Account 
with the amount of the new bill. This entry will be passed through the 
Bills Receivable Book in the ordinary way. 

4. If the intere.sl is paid for in cash, the entry will be made in the 
Cash Book from where the Acceptor’s Account would be credited. A nolo 
as to the renewal of the old bill will be made in the “ How disposed of ” 
column of the Bills Receivable Book against tl\e original entry of the old bill. 


BILLS PAYABLE ENTRIES. 


When a bill is accepted by a trader, full parlicular.s thereof are a-eeorded 
in the BilLs Payable Book. Each item in this book is debited to the account 
of the cretlitor whoso bill has been accepted, and the total amount of the 
bills accepted during each month is credited to Bills Payable Account. 

Pajincnt. — On paj-ment of a Bill Payable on duo date, the entry will be 
made on the credit side of the Cash Book from wliere tlic Bill.s Payable 
Accomvt would be debited. 


Bishononr. — ^Wlien a Bill Payable is dishonoured, a Journal ontrv will be 
passed debiting the Bills Payable Account and crediting the person on w}ios« 
■‘ccount U was accepted. A note as to the dishonour will have to bo made 
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iri the Bills Paj'^ablc Book against tlie original entry of the bill, in the 
“ How disposed of ” column. 

Keuewal. — ^When a Bill Payable i.s renewed, a Journal entry will be 
passed cancelling the original bill by debiting Bills Payable Account and 
crediting the Creditor’s Account. A note as to renewal would also be 
made in the Bills Payable Book against the entry of the original bill. Tlie 
new acceptance would be passed tlirough the Bills Payable Book and posted 
in the Ledger as any other Bill Payable. The interest payable will be 
debited to Interest Account and credited to the Acceptor’s Account, and will 
be included in the amount of the new Bill, if not paid in cash. 

Retiring a Bill imder Discount. — “ Retiring a Bill under Discount ” means 
cither receiving payment of a Bill Receivable or making payment on account 
of a Bill Payable before maturity. ^When a Bill Receivable is retired under 
discount, the entry will be : — 

Bank . . . , Dr. 

Discount . . . . Dr. 

To Bills Receivable Account. 

When a Bill Payable is retired under discount, the entry will be : — 

BiUs Payable Account . . Dr. 

To Bank 
„ Discount 

SPECIRIEN BILL TRANSACTIONS. 


1. Received from Brown his own acceptance at 2 months for Rs. 600 
and Smith’s acceptance to him for Rs. 400. 



Brown 

j To Jones 


... Dr. 
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5, BrowTi’s acceptance returned dishonoured by Bank, blotaiial cliargea 
paid by Bank Rs. 5. . 


1 


Dr. ^ 


I Ks. i 

j Rs. 

Brown 

1 To Bank 

#«• 


1 

j 605 ' 

1 60S 


6. Received from White his Promissory Note at 21 days for Rs. 500. 


Bills Receivable Account 



... Dr. 

L.F.li 

ii 

Rs. 

500 

To White 




1 

1 



7v Endorsed over the above Promissory Note to Green & Co., in pay- 
ment of our acceptance due to-day. 


1 



L.F. 

Rs. 

1 Bills Payable Account 

To Bills Receivable Account 

1 

••• 

... Dr. 


500 


8, White’s Promissory Note dishonoured, Green & Co. paying Notarial 


chax-ges Rs. 5. 






f 

White ... ... ... Dr. 

To Green & Co. or Bank 

L,F.' 

Rs. i 
505 ! 

Rs. 

505 

9. 

Bell gave his acceptance at 2 months for Rs. 850. 





Bills Receivable Account ... ... ... Dr. 

To Bell 

L.F. 

! Rs. 

1 E50 

1 Rs. 

850 


10. Renewed Boll’s acceptance for further 1 month, charging him Rs. 20 
for interest and including the same in the new Bill. 


1 

i Bell 

1 To Bills Receivable Account 
* (to cancel the old Bill). 

Dr- 1 ! 

1 ! 

850 1 

ll 

!• 

Rs. 

850 

i Bell 

, i To Interest 

... Dr. ^ 

20 > 

1 

20 

1 Bills Receivable Account 

To Bell 

j (for the amount of the new Bill). 

f 

... Dr. I 

! 

1 j 

870 i 

r 

[ \ 

870 

11. Accepted Morton’s draft at 1 month for Rs. 350. 



} 

? 

1 Morion 

\ To Payable Account 

|l,f.' 

... Dr. 

■' j 

j 'r:~~ 

350 

1' i 

Rs, 

350 
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12. Renewed oui' acceptance in favour of -Morton, including Rs. 10 
for interest. 


Bills Payable Account 

To Morton 

(to cancel old acceptance). 

... 

... Dr. 

L.F. 

Rs. 

350 

Rs. 

350 

Interest 

To Morton 

... 

... Dr. 


10 

10 

Morton 

To Bills Payable Account 
(for the new acceptance). 

••• 

... Dr. 


o 

CO 

360 


13. Gave Grey a Promissory Note at 3 months for Rs. 900. 


1 



L.F. 

Rs. 

( Grey 

1 To Bills Payable Account 

1 


... Dr. 


900 

1 


14. Retired Promissory Note in favour of Grey Rs. 25 being received 
as rebate. 


1 

L.F. 

Rs, 

Rs. 

Bills Payable Account ... ... ... Dr. 


900 


To Bank 



875 

1 „ Discount 



25 


15. Received Sen & Co.’s acceptance for Rs. 100 from S. Sircar.- 



L.F. 

Rs. 

Bills Receivable Account ... ... ... Dr. 


100 

To S. Sircar 



(Being the acceptance of Sen & Co., received from 



S. Sircar). 


1 

i 


. IG. P. Das handed us a Promissory Note for Rs. SO. 


e. 




L.F. 

Rs. 

Rs. 


Bills Receivable Account ... ... Dr. 


80 



To P. Das 

(Being the Promissory Note received from P. Das). 



80 

’ 


17. Accepted draft drawn on us at 3 months after date for Rs. 500 
by Rustom & Co., in favour of Sorab & Sons. 



L.F. 

!i Rs. '■ Rs. 

Rustom & Co. ... ... ... Dr. 

To Bills Payable Account 

(Being the acceptance of the draft drawn upon us | 

at three months' date) 


|t* 500 1- 

[j ^ 500 

j ! 

1 
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18. Row & Co.’s Promissory Note for Rs. J25 was duly taken up this 


: 

— 



( 

( 

L.F. 

Rs. 

j Rs. 

1 Bank — ••• ••• R*-- 

1 To Bills Receivable Account 


125 

1 125 

! (Being the amount received in discharge of Row 
! & Co.'s Promissory Note). 


I 

! 

f 


I 


19. Our Promissory Note for Rs. 100 to Souza & Co. was redeemed 
today. N. 


j 

1 ~ ' 

1, 

LF.i! Rs. Rs. 

i 

1 Bills Pavable Account — P*". 

' !i 100 , 


1 To Bank 

j 100 


1 (Being the payment made in dischaigc of our 

i 


j Promissory Note). 

h 


20. Krishna & Co. forward us Smith’s acceptance to them for Rs. 425, 
payable at Chartered Bank. 


f 

L.F. 

Rs. 

Rs. 

1 Bills Receivable Account ... ... ... Dr. 


1 425 


1 To Krishna & Co. 



425 

1 (Being the acceptance of Smith received from 




1 Krishna & Co). 





21. Returned duly accepted P. Kanoba’s Draft on us for Rs. 700 in 
favour of Birdy & Co. 


i P. KanoOa 

1 To Bills Payable Account 
1 (Being our acceptance given to P. Kanoba's Draft). 


Dr. 


L.F. 


Rs. 

700 


Rs. 

700 


nxUSTRATION 28. 


Chinoy & Co., Mcrdiants, receive on the dale.? given below, tlic following Bills, 
drawn by tbcm and .accepted lespcctnyly Ijy A. Roy, B. Bo.'c, C. Sainpal, and Sor.ab £. Co. 

A. Roy, 1st January 1937, Rs. 1,125 one month, payable at Central Bank. 

B. Bose, 13tb January 1937, Rs, 4,200 three months, payable at Bank of India. 

C. Sampat, 2nd February 1937, Rs. 5,535 three months, payable at Tata Bank. 
Sorab & Co., 12th March 1937, Rs. 15,000 six months, payable at Bank of Bombay. 
Roy’s Bill was duly met, 

Bose's Bill was discounted at 5% and was duly met. 

Sampat’s Bill was dishonoured, but he paid Rs. 3,000 on account on Gth May 1937, 
and accepted a new Bill for the balance with interest at 5% at three months, v/hich was 
duly paid. 


Sorab t Co.’s BUI was an Accommodation BUI, the proceeds on discount to be 
equally divided between Chinoy & Co. and Sorab & Co., Discount This was dulv 

met, each parly finding half. 

Roy, Bose and Sampat svere debtors for the amount of their respective Bills at 
the d.atcs of acceptance. 


Receivable Book. Open Ledger Accounts. Write un and 
post ,Dllb Receivable Book, C^i Book, and Journal to complete the transactions. 
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Solution. JOURNAL ENTRIES. 


1937 





L.F. 

f Rs. a p. 

Rs. a. p. 

Mar. 12 

Sorab & Co. 

»*• 


Dr, 


1 93 12 0 



To Discount Account 





i 

93 12 0 


(Being iheir share of discount on accommo- 






dation Bill). 





1 


May 5 

C. Sampat 



Dr. 


5,535 0 0 



To Bills Receivable Account 




1 

15,535 0 0 


(Being the amount of dishonoured Bill 




1 


transfened to his personal account). 



1 


» 6 

C. Sampat 


... 

Dr. 


1 31 11 0 



To Interest 



*• i 


1 

31 11 0 


(Being three months’ interest charged to 

i 


> 



him on the new Bill). 



1 


1 




A. ROY. 



■ 


1937 


Rs. a. p. 

1937 




Ks. a. p. 

Jan. 1 

To Balance 

1,125 0 b 

Jan. 1 

By Bills Receivable 

1,125 0 0 



B. B 

OSE. 





1937 


Rs. a. p. 

1937 




Rs. a. p. 

Jan. 13 

To Balance 

4,200 0 0 

Jan. 13 

By Bills Receivable ... 

4,200 0 0 



C. SA 

MPAT. 





1937 


Rs. a. p 

1937 




Rs. a. p. 

Feb 2 

To Balance 

5,535 0 0 

Feb. 2 

By Bills Receivable m 

5.535 0 0 

May 5 

„ Bills Receivable ... 

5,535 0 0 

May 6 

,, Cash ‘ 

: 

3.000 0 0 

» 6 

„ Interest 

3i 11 0 


„ BillslReceivable"' .. j 

2,566 11 0 


Rs. 

11,101 11 0 




...j 

11,101 11 0 



SORAB 

& CO. 





1937 


! Rs. a. p. 

1937 




Rs. a p. 

Mar. 12 

To Cash ... 1 , 7,406 4 0 

Mar. 12 

By Bills Rccci\ able .. I 

15,000 0 0 

12 

„ Discount 

93 12 0 






Sept. 15 

„ Cash 

7,500 0 0 







Rs. 

15,000 0 0 




Rs. i 

15,000 ■'0 0 


Bin 

^ RECEIVA 

J3LE ACCOUNT. 

}i 



1937 


( 

: Rs. a. p. 

1937 

• 

j Rs. a. p. 

Sept. 15 

To Sundries 


Jan. 13 

By Cash— Bose ... 

1 4,147 8 0 





„ Discount 

1 52 8 0 




Feb. 4 

„ Cash — Roy 

1,125 0 0 




Mar. 12 

>1 >, — S. & Co. 

14,812 8 0 




«• l> 

„ Discount 

( 187 8 0 


- 


May 5 

„ C. Sampat 

5,535 0 0 




Aug. 9 

„ Cash — Sampat 

1 2,566 11 0 


Rs. 

28,426 U 0 


Re. 

28,426 11 0 



J 

- 
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advanced ACCOUNlli^tS 


Sollifion, 

rNTKIES IN BIIOGILAL £. CO.’S BOOKS 


1. 

C. Narandas ... ... ... Dr- 

To Bills Receivable Account 
(Being the dishonoOr of the acceptance gt\ en to us by 
the former). 

L.F.J 

1 

i 

Rs. 

COO 

‘Rs. 

600 

2 

C. Narandas ... ... ... Hf- 

To Bank 

(Being the payment made by us to our Bankers cn dis- 
honour of the Bill after the same had been discounted 
by U5). 

1 

600 

1 600 

I 

1 

1 

3, 

C. Narandas ... ... ... Dr. 

To Cox & Co. 

(Being the dishonout o( the Bill after it had been 
endorsed in favour of our creditors). 

1 

1 

1 

1 

_ 1 

600 

i 

{ 600 


Note. — 1£ Cox L Co. insist on being paid inuncdiately and on a payment being made 
to them, the entry would be : — 



C. Narandas 

To Bank 

Dr. 

L.F. 

Rs. 

600 


4. 

C. Narandas 

To Bank for collection of Bills Account 
(Being the entry for the dishonour of the Bill after the 
. same had been sent to Bankers for collection). 

Dr. 


600 



ILLBSTKATION 31. 

P draws a Bill for Rs. 400 on Q. Q aceepts it end duly returns it to P. P endorses 
it over to R and R endorses it to S. The latter discounts it receiving Rs. 390 in cash. 
The Bill is then dishonouied on due date, the noting diarges incurred by the bankers 
amounting to Rs, 10. Pass the necessary Journal Entries in the books of all the parties 
concerned, assuming that the Bill is taken bj’ P on dishonour, 

Solution. 


ENTRIES IN P’s BOOKS. 


Bills Rcceh able Account 

ToQ 

(Being the acceptance received from him). 

! 

Dr. , 

t 

1 

L.F. 

(1 

|i 

1' 

!i 

1 Rf. 
400 i 

1 1 

! Rs. 
400 

' R 

To Bills Receivable Account 

1 (Beirg the endoixement made in favour of R). 

Dr. 

! 'i 

1 

! { 

400 ! 

t 

400 

' Q 

To Bank 

(Being the amount u-iid with Noting Charges on dis- 

Dr. 

i 

' 

410 ! 

1^ 

1. 

410 

' honour of the Bill by Q). 


1 

1 

I 1 


1 

( 
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ENTRIES IN Q’s BOOKS. 


1 

P ... ... ... ... ... Dr. 

To Bills Payable Account 
(Being the acceptance given to P). 

L.F. 

Rs. 

400 

j Rs. 

1 400 


Bills Payable Account ... ... ••• Dr.- 

Notarial Charges ... ... ... ... •> 

To P 

(Being the entry for the dishonour of our acceptance 
toP). 


400 

10 

1 

1 ■ 

410 

ENTRIES IN R’s BOOKS. 


Bills Receivable Account ... ... ... Dr. 

ToP 

(Being the entry for receiving a Bill endorred in cur 
favour from P). 

n 

Rs. 

400 

Rs. 

400 


S ... ... ... ... ... Dr. 

To Bills' Receivable Account 
(Being the.endorsement of the Bill in favour cf S). 

1 

400 

400 

ENTRIES IN THE BOOKS OF S. 


Bills Receivable Account ... ... ... Dr. 

ToR 

(Being the entry for receiving a Bill er.doned in our 
favour by R). , 

L.F. 

Rs. 

400 

Rs. 

400 

- 

Bank ... ... ... ... Dr. 

Discount ... ... ... 

To Bills Receivable Account 
(Being the entry for discountirg the Bill with the 

Bankers). 


.390 

10 

400 


Notf.. — ^N o further entry need be passed in tlio books of S. ns the bankers have been 
paid by P. 

ILI.USTRATION 32. v ' 

Jayaram having accepted a BUI for Rs. 500 is unable to meet tiie same. Before the 
due dale, he requests Gangaram to receive Rs. 320 in cash (Rs. 20 being for interest) 
and to draw on. iiim a new bill for Rs.' 200 for a further period of three months, and 
cancel the old bill which is shortly to become due. Gangaram agrees to this proposal. 
Pass entries in the books of both the parties tO the transactions. 

Solution. 

The transactions would be recorded as follow.s; — 






3^42 abvanced accounting 


ENTRIES IN THE BOOKS OF GANGAEAM. 



Jayaram 

To Bills Receivable Account 
(For cancellation of the old Bill). 

Dr. 

't '' 

L.F. Rs. 
jl 500 1 

i' 

Rs. 

500 

Bank ... ... ... — ... 

To Jayaram 
„ Interest Account 

(Being the amount received frem Jayaram including 
interest). 

Dr. 

1 

1 

1 

I 

i 

l! 

li 

320 

300 

! 

1 

\ 

Bills Receivable Account 
, To Jayaram 

(Being the amount of new Bill accepted by him). 

Dr. 

1 

1 

1 

!i 

II 

ii 

i 

2C0 

i 

j 200 

ENTRIES IN THE BOOKS OF JAYARAM. 



- 


Bills Payable Account 

1 To Gangaram 

1 (Being the cancellation of the old Bill). 

Dr. , 

i 

1 

L.F.: 

1 

Rs. 

500 

j Rs. 
i 500 


Gangaram ... i.. 

Interest Account ... 

; To Bank 

1 (Being the cash paid in part payment of the old Bill 
' including Rs. 20 for interest). 

Dr. 1 
.. 

1 1 
1 1 

1 300 

1 20 

.1 

f- 

1 320 

Gangaram ... 

To Bills Payable Account 
' (Being the amount of the fresh acceptance). 

Dr. 

1 

t 

1 2C0 

1 

200 


ILLUSTRATION 33. ' 

For tiiG mulunl accommodation of X and Y, X draws a Bill on Y for Rs. 800. Y 
accepts the Bill and returns it to X. X discounts the same with his bankers and 
receives Rs. 780. The pi'oceeds are shared equally between X and Y. On the due 
date. X remits his proportion to Y who meets the Bill. Pass the necessarj' entries in 
the books of X and Y. . 


ENTRIES IN X's BOOKS. 


1. 

1 Bills Receivable 

ToY 

... 

... 

... Dr. 

L.F.j' 

' '1 

Rs. ■ 
800 

{ Rs. 

j 800 

O 

Bank ... 

Discount 

To Bills Recehable 

... 

... 

... Dr. 

... If 

1 ) 

i i 

r 

; n 

7S0 
20 . 

! 

! 

’ 800 

3. 

Y 

To Cash 
., Discount 

... 

... 

... Dr. 

1 'i 

: 3 

1 

400 ; 

1 

] 

i 390 

4. 

Y 

To Cash 

... 

... 

... Dr. 

1 I: 

4C0 

t 

1 400 



BILLS Ot' EXCHANGE, PROMISSORY NOtEs AND CHEQUES 143 


ENTRIES IN Y’s BOOKS, 




L.F. 

Rs. 1 

j Rs. 

1. 

X ... ... ... Dr. 



1 


To Bills Payable 

I 

800 j 

j 800 

2, 

Cash ... ... ... Dr. 

1 

390 ' 



Discount ... ... ... .. 


10 



ToX 



400 

3. 

Cash ... ... ... Dr. | 


400 



ToX 1 



O 

O 

4. 

Bills Payable ... ... ••• Dr. 

1 

800 

i 


To Bank 

1 i 


O 

o 

00 


ILLUSTRATION 

Roy, for the mutual accommodation of himself and Romer, draws upon the lattei' 
a bill at 3 months’ date for Rs. 800 dated 1st January.^ The Bill is discounted by Roy 
at 5 per cent, and half the proceeds are remitted to Romer. 

Romer, at the same time, draws a bill at 3 months on Roy for Rs. 400._ After 
securing Roy’s acceptance, the Bill is discounted at 6% by Romer, who remits half 
the proceeds to Roy. Romer becomes bankrupt on 31st March, and 4 annas in the Rupee 
is received on 15th May as first and final dividend from his estate. 

Write up Journal and Ledger Entries in the books of the parties. 


Soltdion, 


ROY’S BOOKS (Journal Entries). 


Jan. 1 

Bills Receivable Account ... 

To Romer 

(Being the amount of the Bill accepted by Romer). 

Dr. 

f 

L.F. 

\ Rs. 
600 

Rs. 

800 

1 

»# tt 

Bank Account 

Discount „ 

To Bills Receivable Account 
(Being the amount received on discounting the Bill). 

Dr. 

*9 

[ 

790 1 

! ' 

I' 

{ 800 

»» >» 

Romer 

To Bank Account 
„ Discount „ 

(Being our remittance of half the proceeds to Romer). 

Dr. 

i 

{ 

:| 400 

J i 

1 1 

1 

(j 

! 

1 


Romer 

To Bills Payable Account 
(Being our acceptance of Rtroer’s Bilil. 

Dr. 


'' 400 1 

i 

400 

»» »» 

Bank Account ... ... ... Dr. 

Discount „ ... ... ... .> 

To Romer 

(Being the receipt of hall share of proceeds item Rcmer). 

1 i 

: i 

1 

! 197 

3 

* 200 

April 4 

Romer 

To Bank Account 

(Being the amount paiti to Bank on dishonour of the 

Bill by Romer). 

Dr.j ] 

, ! 

. i 
) \ 
. 1 

800 

1 

: 1 

‘ 800 

>» >» 

Bills Payable Account 

To Bank 

(Being the payment of our acceptance at maturity). 

Dr. 

! 

\ 

) 

400 

r i 

' 400 

4 
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ROY’S BOOKS (Journal Entries)— Contd. 




! 

L.F. 

'i 

Rs. ,1 

Rs. 

May 15 i 

Bank 

Dr. i 


' 150 |i 

ISO 

, To Rotner 

1 (Being the receipt of a dividend of 4 annas in the Rupee 

1 

i 

> 

^ t 




in tul) satisfaction of our claim against Romer for 

1 Rs. 600). 





*1 »» 

I Bad Debts Account 

To Romer 

( (Being the balance on Romer's Account irrecoverable 

1 

Dr. j 

1 

1 

1 

y 

i <150 



f now written off as bad debt). 



1 



HOMER’S ACCOUNT (In Hoy’s Books). 



Rs, 

' 


! Rs. 

n. 1 To Bank Account 

1 395 

Jan. 1 

By Bills Receivable Account 

1 600 

„ Discount 

5 


„ Bank Account 


„ Bills Payable Account .. 

400 


„ Discount 

3 

iril <1 „ Bank Account 

800 


,, Bank 

150 

t 


May 15 

„ Bad Debts 

450 

' Rs. 

1 

1,600 


Rs. 

WIm 


HOMER’S BOOKS (Journal Entries). 


- — 



; 

*~ — 

Jan. 1 ' 

i 

Roy ... ... ... ... ... Dr. 

To Bills Payable Account ' 

(Being our acceptance of Roy's Dill). 

h,V 1 

{ 

i Rs. ' 

1 800 

1 

Rs. 

800 

*> 

t 

Bank Account ... ... ... ... Dr. , 

Discount Account... ... ... ... „ i 

To Roy 

(Being iVie receipt ol half thare of proceeds fttm Rcy) I 

! 

\ 

395 

5 

400 

«t If 

Bills Receivable Account ... ... ... Dr. 

To Roy 

(Being the acceptance of our Bill by Rcyl. 

1 

i 

1 

400 

i 

400 

*• >» 

Bank Account ... ... ... ... Dr. 

Discount Account... ... ... ... „ 

To Bills Receivable Account 
(Being the amount received on disconnlire the Bill) 

1 

i 

1 

1 

1 394 

1 6 

[ 

400 

»» , 

Roy ... ... ... ... ... Dr. 

To Bank Account 
„ Discount Account 

(Being the remittance of half the proceeds to Roy). 

! |j 200 ’* 

i i! . 

197 

n 

April 4 

B‘Jls Payable Account ... ... Dr 

To Roy ; 

(Beirg the dishonour of the Bill on beccniirg ba^nipt). i 

! i 

^ I 

i 1 

1 

1 800 

BOO 

May 15 

To Bank ” *" - 

(Being the payment of a dividend of 4 anna*: in the 
, Rupee in full satisfaction of Roy’s claim for Rs. 6Cf ), 

i 

i \ 

! i 

1 150 

i 

! 

150 


1 1 I 






Note. — The above balance representing a liability will be transferred to the Statement 
of Affairs of Romer prepared for the jJurpose of Bankruptcy proceedings. 

DOCimiENTABY BELLS. 


Documentary Bills are Bills of Exchange which are accompanied by 
various documents, such as bill of lading, dock warrant, delivery order, 
policy of insurance and invoice. These bills are la^:gely dealt with by 
bankers who make advances upon them. 

The following is a specimen of a Documentary Bill in ordinary use : — 


Stamp. Calcutta, 25th January, 1938, 

Exchange for Rs. 5,000. 

Two months after sight of this First of Exchange (second and tliird 
of the same tenor and date unpaid) pay to us or our ord er the sum of 
Rupees Five Thousand, value received against | J. & Co. j _= 30 cases of 
Goods per S.S. “ Hindustan ”, and place to account as advised. Shipping 
documents attached to be surrendered on acceptance. 

Banerji & Son. 

To Jones & Co., 

'' London. 

The above bill will be endorsed in favour of the Bank with whom the 
same is discounted. When a banker advances against shipments, he sends 
the bill abroad with the bills of lading attached for payment. When the 
documents are given up against acceptance, the banker has then to rely upon 
the acceptor, regarding whom he should have satisfactory information. 

EXAMINATION QUESTIONS. 

Note.— The figiires in bold type at the end o£ most of the problems 
indicate their corresponding numbers in the Author’s “ TYPICAL 
PROBLEMS IN ADVANCED ACCOUNTING” where fuU solutions of 
these wiE be found. 

1. How does a Bill of Exchange differ from a Promissory Note ? 

2, Give examples of a Joint Promissory Note and a Joint and Several Promissory 

Note. 


10 
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Before maturity of the firat bill, P requests Q to assist him m t^mg it up by 
advancing him. Rs. 1,000 in cash and drawing a third bhl on him for a amount at 
3 months date from the due date of the first bill, plus interest at 5% per annum. 
Q does tile needful and discounts the new bill at 5%. 

Just before the maturity of the second bill for Rs. 4,000, P again requests Q to assist 
him to the extent of Rs. 2,500. In order to help P, Q arranges with P to draw on 
him (Q) two Bills for Rs. 1,000 and Rs. 1,500 at 2 months and 3 months respectively 
from the due date of the second hUl. Q duly accepts these two bills and /earners them 
to P, who discounts them at 5%. He then duly meets the hfil for Rs. ^000. Q also 
meets his two acceptances on maturity. On 30th May, P becomes bankrupt leaving 
his third bill unpaid and nothing was recovered from his estate in respect of the claim. 


Make the necessary Journal and Ledger Entries in the books of both the parties 
to record the above transactions. 

21. On 1st' October 1931, X drew a Bill on Y for Rsj 500 and Y drew a Bill on X- 
for a similar amount, both the bills being for a term of 3 months. Both bills were 
discounted at the bank at 6 per cent. On the due date Y met his biil._ X, htweveij 
notified Y of his inability to meet the bill, and Y, therefore, had to take it up. X paid 
Y Rs. 200 on 3rd January 1932 and accepted another Bill drawn on him by Y at tvm 
months date for Rs. 305, including interest. This acceptance having been met by X 
on the due date, pass Journal entries in the books of both the parties. 46 


22. What is an Accommodation Bill? A is a merchant who has transactions 
with B in Accommodation Bills. Give the entries in the books of B which you would 
make in respect of the following transactions: — 


On 1st January — , A draws on B at 3 months for £500, and discounts fte 
acceptance with the London and County Bank, Ltd., receiving £495 in cash of which 
he hands £247-10-0 to B. On 31st March, in order to provide funds to meet this bill, 
B draws on A for £550 at three months, and discounts the acceptance with Brown, Janson 
& Co., receiving £545 in cash, of which he hands £22-10-0 to A. On the 29th June, 
A is made a bankrupt. {Chartered Accountants.) 47 


23. Jones, for the mutual and temporary accommodation of himself and Brown, 
draws upon the latter a bill of exchange at three months for £600 dated 1st January 
— . Jones discounts this bill immediately at his Bankers, the rate of discount being 
5 per cent, and hands half the proceeds to Brown. Brown, for a similar purpose, and 
at the same time, draws a bill at three months on Jones at £300. flhis he disdounts 
at his Bankets at 5 per cent and hands half the proceeds to Jones. Brown becomes a 
bankrupt on 31st March — , and a first and final dividend of 5s. in the £ is paid on 
his estate on 30th June — . Write up Brown’s Account in Jone’s books. Assume, in. 
each case, that one-half of the charge for discounting the bill is chargeable to Brown and 
one-half to Jones. (London Chamber of Commerce.) 48 


.j24/on 1st January — f A owes B £6,000 for which B receives two acceptances 
from^, one for £2,000 payable in two months, the other for £4,000 payable in four 
naonths, in each case from 1st January. B duly discounts both tiiese acceptances with 
his bankers on 3rd January, at 4 per cent. Before the first bill becomes due, A 
requests B to_ assist him in taking it up by providing hhn with £1,000 in carii, and 
drawing a third bill on A for that amount at three months from the due date of the 
first hill plus interest at 5 per cent per annum ; B agrees to his proposal and advances 
the money, discounting the bill with his bankers at 4 per cent. A week before the 
second bill for £4,000 falls due, A again asks B to assist him to the extent of £2,500. 
B, however, is not in a position to do this, as his bankers will not discount any more 
of A’s acceptances, and he arranges with A to draw on him (B) two bills for £1,131-16-8 
and £1,408-3-4 at two months and three months respectively from the due date of the 
£4.000 hm. B duly accepts these two bilb and remits them to A, who discounts them 
with his hankers at 4 per cent and assisted by the proceeds, duly meets the £4 OOf) bill 
B also meets his two bills on maturity. On 7th June, A becomes banknmt leoirir.,, bis 
third bill unpaid. Make the entries in B’s books. (MTSber^^ommZf.f 49 

.♦El a same for the mutual accom- 



rs-dgouSerfo;:"^. 2,040"^S tteTelp of wMch°thTt«tl-^"-' -ond bill 

• to X. Before the due S and Rs. 360 are 

X a dividend of 8 annas in the ^rjee ^ 
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Pass the necessary entries in the books of X and Y respectively. 50 

2G. Before the due date of the bill for Es. 300, 

_ (a) X, the acceptor, approaches us and pays Rs. 100 in cash and, asks ns to draw 
on him another bill for Rs. 215, Rs. 15 being for interest, and we agree to it. 

(b) X pays us Rs. 25 for interest and we draw another bill, for the full amount 
which he accepts. 

(c) X pays us Rs. 115 and accepts another bill for Rs. 200. 

(d) X pays us Rs, 100 in cash and endorses over to us a bill of his for Rs. 75 
and we draw on him a fresh bill for the balance plus Rs. 20 for interest. 

Pass the necessary Journal entries to record the above transactions. 51 

27. Q accepts a three months bill drawn on him for Rs. 1,000 dated tSe 1st 
April 1937. On Ist May, P discounts it at 5%. On 15th June, Q not being able to 
meet the bill offers P 450, and asks him to draw on him another bill for three 
months for the balance plus interest at 5%. P agrees to this arrangement, but before 
the second bill becomes due, Q becomes bankrupt. 

Pass entries in P's books. 52 

28. A bill at 4 months' date for Es. 659, due on 24th January 1936 was accepted 

by D and W. A few days before it matured, they foimd that they could not me^ it 

and wrote to the drawers E and C, requesting them to renew the bill for three months, 

adding interest at 5 per cent and Rs. 5 for stamp and expenses. The ^awers expressed 
their willingness to do so conditionally upon D and W lodging security with them for 
the amount of the renewed bill. D and W offered as security the following five 
customers’ bills ; 

(1) H. G, B. & Co.’s bill Rs. 210 due 14th February 1936. 

(2) N. & Co.’s bill Rs. 173 due 26th February 1936. 

(3) J. H. & Co.’s bill Rs. 90 due 25th March 1936. 

(4) G. B. & Co.’s bUl Es. 83 due 19th April 1936. 

(5) S. W. & Co’s bill Rs. 113 due 26th April 1936. I 

Each of the above five bills was discounted by E and C with their bankers, and 
D and "W’s renewed bill was paid into the bank one month after its acceptance.. 
Bills 1, 2 and 4 were duly honoured. BUI 3 was dishonoured and returned to E and C, 
who drew a cheque for its rbnormt, plus Rs. 10 noting expenses. D and W being 
called upon made good this amount ten days later. BUI 5 reached maturity the same 
day as D and W’s renewed bill, and both were dishonoured. 

Show B/R Account and D and W’s Account in E and C’s Ledger. 53 

29. On 1st January 1937, A drew and B accepted a bill at 3 months for SI, 000. 
On 4th January A discounted the bill at 6% and remitted half the proceeds to B. 
On 1st February 1937, B drew and A accepted a bUl at 3 months for £400. On 4tli 
February, B discounted the bill at 6% and remitted half the proceeds to A. A and B 
agreed to share the discounts equally. 

At maturity A met his acceptance, but B failed to meet his, and recourse was 
had to A ; A drew and B accepted a new bUl at 3 months for the amount of the original 
bUl plus interest at 5% per annum. 

On 1st July 1937, B became bankrupt. A first and final dividend of 10s. in the £ 
was paid by his Trustee in Bankruptcy on 31st October 1937. B obtained his discharge 
on 5th December 1937, and agreed to pay A the unsatisfied balance of his account ; this 
was paid on lOtrv February 1938. 

Write up B’s account in A’s books and state how you would advise A to treat 
the balance on the account when preparing his Balance Sheet as on 31st December 1937. 

Make calculations in months. (.Chartered, Accountants.) 54 



CHAPTER V. 


SYSTEM OF SELF-BALANCING LEDGERS. 


The agreement of the hooks of a financial concern is a matter o£ _Ae 
very -utmost importance. Anything short of an absolute balance proviaes 
a possibility of the existence of serious discrepancies, and though, a small 
difference probably consists of an imimportant oversight, it may conceal 
several grave errors. The important part, therefore, which a Trial Balance 
plays in_the preparation of final accounts may thus be realized. 

In the -case of a small business, where all the accounts can easily be 
accommodated in a single Ledger, if the presence of a clerical error is 
detected by the disagreement of the Trial Balance, it wll not ..be a very 
difficult matter to spot the mistake, as all the transactions of the period under 
consideration can be run throu^ in a short time. In the case of a large 
business, however, where there are several Ledgers in. use, the search for an 
error or errors, whose existence would be indicated by the disagreement 
of the one Trial Balance as prepared from them all, would involve an 
immense amount of labour and time before the same could be located. It is 
in order to facilitate the location of clerical errors, at the time of balancing 
in case of a large business involving the use of several Ledgers, that the 
system of Self-Balancmg Ledgers has been devised. 

The sj'stem of Self-Balancing Ledgers consists in so arranging each 
Ledger, as to contain ■within itself all the materials of a complete Trial 
Balance, so that a Trial Balance can be prepared from each Ledger separately 
• without the help of any other Ledger. In order to make each Ledger self- 
balancing, an extra account called “ General Ledger Adjustment Account ” 
has to be opened at the end of each of the Trade Ledgers. In a similar 
way, ^ extra Adjustment Account for each of the Trade Ledgers, ^\'ill have 
, to be opened at the end of the General Ledger. The postings to these 
Adjustment Accounts in each Ledger would be of the contra entries to 
those that already appear elsewhere in the same Ledger. -These contra 
postings v/ould, no doubt, be made in monthly totals in order to save ■un- 
necessary labour.- For the purpose of enabling these contra postings to be 
done in totals, it would be necessary to have the original records so ruled 
as to have a separate column for items that go in each particular Ledger, or 
to have a separate set of original records for each Ledger. There being 
contra entries to those that appear elsewhere in the same Ledger, it is 
natural that a Trial Balance can now be prepared from each Ledger sepa- 
rately. The search of errors would thus be brought within very narrow 
limits, for, in case of disagreement of the Trial Balance of any particular 
Ledger, it would be necessary to re-check only such transactions as are 
posted in that Ledger. 

For ■ffie purpose of illustration, let it be assumed that there are three 
Ledg^ in a business, viz., a Bought Ledger (containing all the Trade 
Creditors’ Accoimts), a Sold Ledger containing all the Trade Debtors’ 
Accounts) and a General Ledger (containing all the other Accounts), and 
it is proposed to keep them on the Self-balancing System. 


start with, a General Ledger Adjustment Account must be opened 
Ledger and also in the Sold Ledger. At the same time, at 
the end of the General Ledger, a Bought Ledger Adjustment Account ^d 


t 
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a Sold Ledger Adjustment Account will have to be opened. The only thing 
that now remains to be done is to complete the double entry of each Ledger 
by taking the monthly total of. each original recoi'd and passing therewith 
a reverse entry to those that have already been posted in that Ledger under 
the ordinary principles of Double EntrjL 

In order to clear up any doubts or difficulties that the reader may have 
m thoroughly understanding the application of the principles of Self-balancing, 
it has been thought necessary to take each Trade Ledger separately and 
show, step by step, how the same is worked under this System. 

SELF-BALANCING OF THE BOUGHT LEDGER. 

Credit Purchases. — ^Prom the Invoice Book, the original Double Entry 
would be to credit the individual Personal Account in the Bought Ledger 
and debit the monthly total to Purchases Account in the General Ledger. 
Thus, so far as credit purchases are concerned, it is the Bought Ledger 
that has got the credits and the General Ledger, the corresponding debit ; and 
both these Ledgers would be self-balanced if a reverse entry was passed to 
the same extent on the debit in the Bought Ledger and on the credit in 
the General Ledger. An extra double entry will, therefore, be passed with 
the same total of the Invoice Book, debiting the General Ledger Adjust- 
ment Account in the Bought Ledger and crediting the Bought Ledger 
Adjustment Account in the General Ledger. ' 

Payments to Creditors. — ^The original Double Entry in regard to pay- 
ments to creditors and the discounts allowed by them would be to the debit 
of the individual Personal Account in the Bought Ledger and to the credit 
of the Cash or Bank Account and Discount Account in the General Ledger. 

It would be well to note here that Cash or Bank Account being an asset 
account and the Discount Account being a nominal account relate to the 
General Ledger. So far as payments to the creditors are concerned, there- 
fore, it is the Bought Ledger that has got the debits and the General 
Ledger, the corresponding credits. Now, if a reverse entry were passed < 
with the total amount of payments made to the creditors and the discounts 
allowed by them in the course of a month, both the Ledgers would self- 
balance. But, as the credit side of a Cash Book includes also payments 
other than to creditors on personal accounts, it would be necessary to have 
a special column on the credit side headed “ Bought Ledger Accounts ” and 
place therein the amount of cash and discount each time a payment is made 
to a creditor, over and above entering the same in the Cash or Bank and 
Discount columns as usual. The monthly total of this extra column will 
now represent the total amount of payments made to creditors in the course 
of a month, and it is %vith this total that an extra double entry will be passed, 
debiting the Bought Ledger Adjustment Account in the General Ledger and 
crediting the General Ledger Adjustment Account in the Bought Ledger. 

Bills Payable. — ^The ordinary Double Entry in regard to the Bills Payable 
accepted by us would be to debit the individual Personal Account in the 
Bought Ledger and to credit the monthly total of the Bills Payable Book to 
Bills Payable Account in the General Ledger. Thus, in regard to these 
transactions, it is the Bought Ledger that has got the debits and the General 
Ledger, the corresponding credit. A reverse entry with the same total, 
therefore, debiting the Bought Ledger Adjustment Account in the General 
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Ledger and crediting the General Ledger Adjustment Account in the Bought 
Ledger will self-balance both these Ledgers, so far as Bills Payable are 
concerned. 

Returns Outwards. — ^With regard to Returns Outwards, the usual Double 
Entry would be to debit the indhddual Personal Account in the Bought 
Ledger and credit the monthly total of the Returns Outwards Book to &e 
Returns Outwards Account in the General Ledger. A reverse entry with 
the same total, therefore, debiting the Bought Ledger Adjustment Account 
in the General Ledger and crediting the General Ledger Adjustment Accoimt 
in the Bought Ledger will self-balance both these Ledgers, so far as Returns 
Outwards are concerned. 

Allowances from Suppliers. — The original Entries recording allowances 
granted by creditors in respect of short weight or measure, defect in goods, 
etc., would be passed through the Journal debiting the particular Supplier’s 
Accoimt in the Bought Ledger and crediting Allowances Account in the 
General Ledger- For self-balancing purposes, therefore, the Bought Ledger 
would want a credit and the General Ledger a debit. Thus, the self-balancing 
entry with the periodical total of such allowances would be to debit the 
Bought Ledger Adjustment Account in the General Ledger and to credit 
the General Ledger Adjustment Account in the Bought Ledger. 

Trial Balance of the Bought Ledger. — ^As the Double Entry of every item 
that has appeared in this Ledger has been completed by the passing of tlie 
above adjustments entries, a Trial Balance of the Bought Ledger itself can 
now be prepared independently of the other Ledgers. The balances of the 
various Personal Accounts as extracted from this Ledger would be naturally 
on the credit, but the General Ledger Adjustment Account appearing in this 
Ledger would show a corresponding debit balance. 

"illustration 35. 

The following illustration will further explain how the extra Adjustment Accounts 
for the self-balancing of the Bought Ledger will appear when all the Adjustment Entries 
as above described have been passed. 

The Adjustment Account at the end of the Bought Ledger will appear as under: — 


GENERAL LEDGER ADJUSTMENT ACCOUNT 


1941 1 

. 1 

To Balance bjid. — ^ 

Total of Balances on i 
Suppliers' Accounts as 

Rs. 

1941 


Rs. 

Jan. 1 ) 

1 

Ian. 31 

»• t* 

By Cash Payments 
„ Discounts 

Returns Outwards 

5,600 

400 

300 


at the commencement i 



„ Allowances 

75 

31 

of thelraonth 

12.500 

ri ir 

„ Bills Payable 

2,000 

.. Credit Purchases ...' 

1 

7.200 

[ 

>t (t 

„ Balance c/d.— 

Total of Balances on Sup- 
pliers’ Accounts at the 
end of the month 

11,325 

1911 
Feb. 1 

Rs. 

'_19.700 


Rs. 

19.700 

To Balance b/d. 

1 11,325 

* 



1 __ 


o! the Blugh^'Scr^^"* Adjustment ‘Account will appear in respect 
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BOUGHT LEDGER ADJUSTMENT ACCOUNT 


1941 
Jan. 31 

>t »l 
>* 

It It 
It >» 
»» l» 


‘ To Cash Payments 
„ Discounts 
„ Returns Outwards 
„ Allowances 
„ Bills Payable 
i. Balance c/d. 

Rs. 

5,600 

400 

300 

75 

2,000 

11,325 

1941 
Jan. 1 
„ 31 

By Balance’b/fd. 

„ Credit Purchases 

Rs. 

12,500 

7,200 

Rs. 

19.700 

1941 
Feb. 1 

Rs. 

19,700 



By Balance bid. 

11,325 


The Debit balance at any date as shown by the General Ledger Adjust- 
ment Account opened at the end-ef the Bought Ledger will be equal to the 
total of the balances on the Creditors’ Accounts extracted from the Bought 
Ledger on. the same date. The reason is that all the items which have been 
posted in detail on the several Personal Accounts in the Bought Ledger bear 
their contra postings in total on the General Ledger Adjustment Account 
opened in the same Ledger.. This wiU help towards the completion of a 
separate Trial Balance from the Bought Ledger alone. 

It should further be noted that the Bought Ledger Adjustment Account 
opened at the end of the General Ledger contains the same figures as appear 
in the General Ledger Adjustment Account, but on the opposite sides, and 
must, therefore, necessarily show the same closing contra balance, from 
time to time, as is shown by the General Ledger Adjustment Account in the 
Bought Ledger. In fact, both these accounts are exact counter-parts of 
each other. The Bought Ledger Adjustment Account will help to self- 
balance the General Ledger so far as the postings from the Bought Ledger 
are concerned inasmuch as this extra adjustment Account bears contra 
•entries in respect of transactions with suppliers of goods which already 
appear elsewhere in the same Ledger. 

It need hardly be pointed out that both the above accounts result from 
the extra Entries passed at the end of each month for self-balancing pin*- 
poses from the totals of the Subsidiary Records concerned. Where there are 
several Bought Ledgers, each such Ledger will have a General Ledger 
Adjustment Account therein, and there will be a separate Bought Ledger 
Adjustment Account for each such Ledger, at the end of the General Ledger. 

One, more fact which needs to be emphasised is that the Bought Ledger 
Adjustment Account represents the sum total of the whole of the transactions 
with the suppliers of goods for a particular period, as it contains in a sinn- 
marised form and on the same sides all the entries which have been posted 
in detail in the Bought Ledger. 


SELF-BALANCING OF THE SOLD LEDGER. 

The Sold Xicdger may be made self-balancing in the same manner as 
above described by passing an extra reverse entry in the Adjustment 
Accoimt %vith tlie total of each of the subsidiary records from which postings 
have been made in that Ledger. 

Credit Sales.— From the Day Book, the various debits would go to the 
Accounts in the Sold Ledger, and the total of the monthly sales 
bf credS to the Sales Account in the General Ledger., In order to . 
make these two Ledgers self-balancing, an extra entry has to be passed with 
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tl\c prime tfitnl of the Dny Booh, tlehilmf. the Sold /xlHiflrio-nt 

Account in the Genernl Lodj^cr ond cretUtsuf: the Ceiscr.'il Adjust, 

mont Account in the 5sohI Ledger. 

Ca-sh Rweived from Cmtomers. — ^'Hu' cttfJi received from 
the discounlp nllowed to them are entered hi the nrr.iiuiry evriv on th« <1ehls 
pido of the Cnrdi Book in the Cosh, or B-inU tmd Dheount column'- /.nd s»fe;et! 
therefrom to the credit of the CiiPtomerr.* Account.'! in the Sold le-dtcr. A" 
Cn.di or Bank and Di'scount Account". relnJe to the Ceiicrel L-f'ilfrr, tt 1“: the 
latter Ledger that has got th.e debits niul the Sold I.-'-dct-r the rr?-dstc, hi 
regard to tlic transacUonf. *llie reverse entry to this '.votiM nsturahv !>«' to 
dehil the General Lediter Adjustment Account in the Sold Ivftircr and cri-drt 
the Sold Iicdger Adjustment Account in the General Lc^lyer with, th.e monthly 
total of cadi received from cuslomem and she discount?: rdlowid t^> thofu. 


In order to arrive at this total to 1 m' {jKi'.tt'fl to the Adjustment Account^, 
a Kcparate column will have to ix* onaneil on the dehit /ide of the Ca^h Biyak 
headed “ Sold Ix^dger Accounts and every tune c.'u.h i?' rtH-eivi-d from a 
cuKlomer and discount i.s allowed to him, over ami aliove fimv.'jnn the tmn?' 
in the Cash or Bank and Discount coliunnK as usutd, tlu* total of cash and 
discount will also havm to he placetl in thu- p-srlicular column, 

BilLs Rccelx'nhlc. — ^\Vith regard to Biiis Bccfdvabh', llm account of caelt 
individual customer is credited in the Sold Tj^’drer svith th.e amount of the 
hill he lias accepted, nn«l the correspondint; dehit is given to Bills H<^elvr.h!e 
Account in the General Ledger with the montlily total of the Bilb Beeeivjihle 
Book. Tlio reverse entrj’ to this v;ould lie to dtddt the General Ijodgcr 
Adjustment Account in the Sold Ledger and credit tlie Sold lAxlger Adjust- 
ment Account in the General Ledger witii the .same totnl. 

Returns Inwnnb, — Each customer is credited in tlie Sold Ledger with 
the amount of goods relumed, and the monthly total of the Rctunrs inwards. 
Book is debited to Rolumr. Inwards Account in the General Ijrdger. Tiie 
reverse enlr.v to this would be to debit the General Ledg'^r Adjustment 
Account in the Sold Ledger and credit the Sold I..edger Adjustment Account 
in the General Ledger. 

Bad Debts. — ^As each B.ad Dolil occurs, the account of the customer who 
has failed is credited in the Sold Ijcdgcr and Bad Debts Account is debited 
in the General Lodger. With the monthly total of tlie Bad Debts Account 
as ascerl<aincd from the General Ledger, n reverse entry would lx; ivniscd 
debiting the General Ledger Adjustment Account in tlie Sold Ix.*dger and 
crediting flic Sold Ledger Adjustment Account in the Gencr.al Ixidger. 

Dishonour of BilLs. — In regard to the total amount of Bilb Hcccismble as 
may have boon dishonoured each montli, an extra adjustment entry ivill 
have to he passed debiting Uie Debtors’ Ledger Adjustment Account (in Uio 
General Ledger) and crediting tlie General Lodger Adjiistmonl Account in 
the Debtors’ Ledger. Th’is entry will servo to counter-balance the dcbit.s 
• given to customers’ accounts in the Debtors* Lodger and the credib given to 
the Bilk Receivable Account in the General Lodger, in respect of Bilk 
Receivable dishonoured during the month. 

'Allowances to Customers.^ — The allowances, if any, granted to cu.slomor.s 
would he passed through the Journal debiting Allowances Account in the 
General Ledger and crediting the particular customer’s account in the Sold 
Ledger. The self-balancing entry ivith the rnonthly total of such .allowances 


SYSTEM OF SELF-BA3jANCING LEDGERS 


155 


would be to debit the General Ledger Adjustment Account in the Sold 
Ledger and credit the Sold Ledger Adjusfenent Account in the General 
Ledger. 

Trial Balance of the Sold Ledger. — ^A Sold Ledger Trial Balance can 
now be prepared without the help of any other Ledger, and this would not 
have been possible had it not been for the various contra entries that have 
been passed, as shown above. The several Personal Accounts, will no doubt, 
show debit balances, but the General Ledger Adjustment Account as opened 
therein will show a credit balance to the corresponding extent and thus serve 
to complete the Trial Balance of the Sold Ledger, 

ILLUSTRATION 3G. 

The extra Adjustment Accounts opened for the self-balancing of the Sold Ledger 
will appear thus; — ; , 


GENERAL LEDGER ADJUSTMENT ACCOUNT. 
(As opened at the end of the Sold Ledger). 


1941 

1 

Rs. 

Jan. 31 

To Cash Received 

16,400 


„ Discounts ...| 

500 


„ Returns Inwards ...; 

700 


Allowances 

450 

It fl 

„ Bills Receivable 

2.500 

t> l» 

„ Bad Debts 

600 

If If 

„ Balance c/d. 

17,150 


Rs. 

38,300 


1941 
Jan. 1 

By Balance b/fd. — 

Rs. 


Total of Debtors' 
Balances from Sold 
Ledger 


.. 31 

„ Credit Sales 

15,800 

tt II 

„ Dishonoured Bills 


1941 

Rs. 

38, 

By Balance bid. 

17,150 

Feb. 1 


SOLD LEDGER ADJUSTMENT ACCOUNT. 


(As opened at the end of the General Ledger). 


1941 

. _ — 

' 

Rs. 

1941 


Rs, 

Jan. 1 

To Balance b/fd. — 


Jan. 31 

By Cash Received 

16,400 


Total of Debtors’ 


»l >» 

„ Discounts 

500 


Balances from Sold 


ft 99 

„ Returns Inwards 

700 


Ledger 


*• »t 

„ Allowances 

450 

.. 31 

,, Credit Sales 

15,800 

»* »» 

„ Bills Receivable 

2,500 


„ Dishonoured Bills 


99 t» 

„ Bad Debts 

600 




• I If 

„ Balance c/d. 

17,150 


Rs. 

38,300 


Rs. 

38,300 

1941 






Feb. 1 

To Balance b/d. 

17,150 





From the above, it is clear that the General Ledger Adjustment Account 
in the Sold Ledger and the Sold Ledger Adjustment Accoimt in the General 
Ledgers are exact counter-parts of each other and that they contain the same 
figures and the same balances, but on the opposite sides. The General 
Ledger Adjustment Account in the Sold Ledger helps to self-balance the 
Sold Ledger, as it contains contra postings in totals of all the items which 
have been posted in detail in the Sold Ledger. The Sold Ledger Adjustment 
Account in the General Ledger serv.es to self-balance the latter Ledger so far 
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as the postings of the transactions %vith customers are concerned, a_s it con- 
tains contra-postings in totals of those which are already appearing else- 
where in the same Ledger. Besides, the Sold Ledger Adjustment Account 
in the General Ledger represents in a summarised form the sum total of all 
the transactions TOth customers during a particular period, which trans- 
actions have been originally posted in detail on the various Personal Accounts 
in the Sold Ledger. 


SELF-BALANCING OF THE GENERAL LEDGER. 

The SeK-halancing of the General Ledger will not need any further 
adjustment entries, inasmuch as every time that an adjustment entry is made 
with the total of any subsidiary record to self-balance a set of transactions in 
any Trade Ledger, the contra entry is made in the corresponding Trade 
Ledger Adjustment Account opened in the General Ledger., The Bought 
Ledger Adjustment Account and the Sold Ledger Adjustment Account 
which appear in the General Ledger wU now take the place of Debtors’ and 
Creditors’ Accounts in a summarised form and thus serve to complete the 
Trial Balance of the General Ledger. The debit balance of the Debtors’ 
Ledger Adjustment Account in the General Ledger must always correspond 
%vith the credit balance of the General Ledger Adjustment Account appear- 
ing in the Debtors’ Ledger. Similarly, the credit balance of the Creditors’ 
Ledger Adjustment Account in the General Ledger wU always agree with 
the debit balance of the General Ledger Adjustment Account in the Creditors’ 
Ledger. 

It need hardly he pointed out that in regard to the numerous other 
transacUons, which do not relate either to customers’ or suppliers’ accounts, 
no extra adjustment entry .will be necessary for self-balancing purposes 
inasmuch as both the original debit as well as the credit in respect of each 
such transaction would have found their place in the General Ledger. Taking 
the case of payment of staff 'salaries, we find that the Salaries Account and 
the Cash Account or the Bank Account both relate to the General Ledger. 
Let us take the case of cash received nn account /of a Bill Receivable. Here 
also, we find that the Cash Account and the Bills Receivable Account both 
belong to the General Ledger, and the original debit as well as the credit in 
respect of this transaction having appeared in the same Ledger, no self- 
balancing entry would he called for. Instances can thus be multiplied, and 
a little thought mil make it clear to the reader, that it is only in case of such 
transactions in respect of which the original debit or credit may have gone 
in any one of the Trade or Personal Ledgers and the corresponding credit 
or debit in the General Ledger, that contra entries to self-balance both 
those Ledgers would be needed. 


Ano tiler point which needs to be mentioned here is that the debit 
balance as shown by the Debtors’ Ledger Adjustment Account on any parti- 
cular date must necessarily tally rvith the total of the Customers’ Ledger 
balances as extracted on that same date. Similarly, the credit balance 
appearing on the Creditor’s Ledger Adjustment Account on any one date 
must nece^arily t^y the total amount of the List of Creditors obtained 
W the Creditor’ L;^ger. as at the s^e date. In other words, the 
aS:? 1 Adjustment Account and the Creditors’ Ledger Adjustoent 
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AiTaiigement of Lcdgfer Accounts. — ^For the purpose of px’oper working of 
the System of Self-balancing, it is important to bear in mind that in the 
Debtors’ Ledger or Ledgers will be opened only the accounts of our Trade 
Customers^ and in tlie Creditors’ Ledger or Ledgers will appear the accounts 
of our Trade Creditors only. Thus, for instance, if office stationery is bought 
on credit from Damodar, such an entry, wll go through the Journal, and 
the Stationery Account as also Damodar’s Account will both be opened in 
the General Ledger. Again, if some old factory plant is sold on credit, the 
entry will be passed through the Journal, and the purchaser not being our 
ordinary Trade Customer, his account will be opened in the General Ledger. 

'Tlie Ledgers including the accounts of customers are variously Icnoxvn 
as either Customers’ Ledgers, Debtors* Ledgers, Sold Ledgers or Sales 
Ledgers. Those including the accounts of Trade Creditors are styled either 
Creditors’ Ledgers, Suppliers’ Ledgers, Bought Ledgers or Purchases Ledgers. 
The Ledger wherein are found all the remaining accounts is variously styled 
as General Ledger, Nominal Ledger or Impersonal Ledger. 

Buj-ing & Selling Transactions ndth same Party . — Where transactions in 
buying and selling take place with the same parly, as it does happen some- 
times, it is necessary for the purpose of self-balancing that two separate 
accounts of the party should be opened, one in the Debtors’ Ledger to record 
our sales to him, and ^the other in the Creditors’ Ledger to record our 
purchases from him. At periodical intervals, however, on our settling account 
with the party, it would be necessary to transfer the balance of one account 
into the other. Usually, the smaller account is transferred to tlie larger. 
Thus either the Bought Ledger Account Balance may be transferred to the 
Sold Ledger Account or the Sold Ledger Account Balance to the Bought 
Ledger Account. Such transfers would be made through the Journal, and 
the question, of passing contra adjustment entries for self-balancing purposes 
should not then be over-looked. In a business where such transfers are of 
frequent occurrence, a separate Transfer Journal is maintained to facilitate 
periodical postings to the Adjustment Accounts. 

Transfer from one Trade Ledger to another. — ^When a transfer is made 
from one Trade Ledger into any other Trade Ledger, two extra adjustment 
entries would be needed. Thus, if the credit balance of Rs. 50 on Smith's 
Account in the Creditors’ Ledger is transferred to his account (or to any 
other account as per his instructions), in the Debtors’ Ledger, the extra 
adjustment entries needed would be as follows : — 


(1) 

Creditors' Ledger Adjustment Account ... 

(in the General Ledger) 

To General Ledger Adjustment Account 
(in the Creditors' Ledger) 

... Dr. 

L.F. 

Rs, 

50 

Rs. 

50 

(2) 

General Ledger Adjustment Account 
(in the Debtors' Ledger) 

To Debtors’ Ledger Adjustment Account 
(in the General Ledger) 

••• Of* 


50 

50 
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Again, if a debit balance of Rs. 100 on A’s Account in the Sold Ledger 
is transferred to his account in the Bought Ledger, the two adjustment entries 
would be as follows : — 


(1) 

General Ledger Adjustment Account- 
fin the Sold Ledger) 

To Sold Ledger Adjustment Account 
(in the General Ledger) 

... Dr. 

L.E. 

Rs. 

100 

Rs. 

100 

(2) 

Bought Ledger Adjustment Account 
(in the General Ledger) 

To General Ledger Adjustment Account 
(in the Bought Ledger) 

... Dr. 


100 

i 

100 


These two entries, in both the above cases, will serve not only to self- 
balance the Bought and Sold Ledgers, but will also adjust the Bought 
and Sold Ledger Adjustment Accounts in the General Ledger. The impor- 
tant point to note is that these accounts reflect in a summarised form the 
total position of the Creditors and the Debtors, as detailed in the Creditors’ 
and the Debtors’ Ledgers respectively. It follows, therefore, that whenever 
any self-balancing entry is made in any of the Personal Ledgers, the contra 
posting thereof must be made in the Adjustment Account representing that 
Ledger in the General Ledger. 


Rulings of Subsidiary Books. — Where there are several Bought and Sold 
Ledgers in use, the Purchases and Sales Books, BiU Books, Returns Books, 
Cash Book and Journal will have to be so ruled as to have extra columns 
for items that are posted therefrom to each particular Ledger. Where, how- 
ler, the number of Personal Ledgers is very large, separate Subsidiary 
Books will be required for each Ledger in order to prevent the numerous 
rulings rendering the books too cumbersome to be conveniently handled. 


P'-'^cbce, h has been found necessary to have an extra column for each 
Trade ledger (Debtors’ as well as Creditors’) on both the sides of the Cash 
1 ?°^' I moneys are always received from Debtors and, therefore, 

aU such entries from the Receipts Side of the Cash Book wiU be credited to 
the Persons Accounts concerned in the Sold Ledger. SimUarly, moneys are 

^ Creditors, and the postings in this behalf 
w ould fall to the debit of the respective accounts in the Creditors’ Ledger. 
< sel^m that any moneys are received from Creditors or cash is paid 

1 sometimes that a Creditor has been overpaid by 

overbid the excess. In a like manner, when a customer has 

® Thus it is that we do 

t from our Creditors and may have to pay sometimes 
CaSrB?Qk u/e, no doubt, very rare, but unless the 

S SgoiJZiS the self-balanctoB 


Private Ledger.— In some businesses, a Private Ledger nrovided witl 
n wittm up by a ..confidential clerk is maintained. Sucl 

of the wh^eaJh^ '^ther“cLS^t r^uld^aff T)rawings Accoimfc 

.0 tens ho„„tvs<I 4s 
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Furniture, etc. Under such a circumstance, the Private Ledger would he 
treated as a part of the General Ledger, and for the self-halancing of the 
General Ledger, it would only be necessary for the clerk in charge of the 
Private Ledger to supply the General Ledger-keeper with the periodical net 
ultimate total balance of the accounts appearing therein. The General 
Ledger-keeper would tlien need to open in his Ledger an account in the 
name of “Private Ledger” and enter therein the periodical balance-figure 
as received from the Private Ledger-keeper, on the proper side of this 
account according to whether it is a debit or a credit balance with the words 
“ To Transfer or By Transfer from the Private Ledger ”, This will help to 
self-balance the General Ledger, without any secret information relating 
to the accounts in the Private Ledger leaking out. 

ADVANTAGES OF SELF-BALANCING LEDGERS. 

Apart from its helping towards a speedy detection of errors in case of 
disagreement of a Trial Balance, and thus greatly facilitating the preparation 
of Final Accounts, soon after the completion of the financial period, in a large 
business, the System of Self-Balancing Ledgers has also other advantages 
as follows ; — 

(1) It fixes the responsibility of each Ledger-keeper as to the balancing 
of the Ledger or Ledgers under his charge ; 

(2) Coupled witlr a sound system of internal check, it helps to prevent 
or detect fraud on the part of those in charge of any of the Trade Ledgers ; 
and 

(3) It helps considerably towards the prepai'ation of interim accounts 
whenever required without having recourse to the extraction of balances 
from the Personal Ledgers. 

ILLUSTRATION 37. ‘ 

From the following particulars as extracted from the books of Messrs. Wadia & Co., 
who keep a Debtors’ Ledger, a Creditors’ Liedger and Ja General Ledger on the 
Self-balancing System, show how the various Adjustment Accounts will appear in each 
of the Ledgers, together with the necessary Journal entries an respect of the same. 

Rs. 

. . 45,750 

.. 54,900 

.. 20,500 
.. 22,700 

400 
600 
25,500 
450 

.. 30,700 

670 

^ 8,500 

• 12,000 
1,200 
.. 3.000 

.. 2,500 

345 
275 


Debtors’ Balance (1-1-1938) 

Creditors’ „ „ 

Transactions for the month of January : — 
Credit Purchases 
Credit Sales 
Returns Inwards 

„ Outwards ^ ... 

Cash received from Customers 
Discount allowed to Customers 
Cash paid to Creditors 
Discount received from Creditors ' 
Acceptances received from Debtors 
Creditors’ Bills accepted 
B/R returned dishonoured 
Bills Payable dishonoured 
Bad Debts written oS 
Sundry Charges debited to Customers 
Allowances from Creditors 
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Sotuhon. 


JOURNAL ENTRIES FOR SELF-BALANCING 

CREDITORS’ LEDGER. 

Dr. 

Cr. 

1938 

Jan. 31 General Ledger Adjustment Account 

To Creditors' Ledger Adjustment Account 
(For opening Balances on 1st January 1938). 

... 

Dr. 1 

1 

L.F. 

C.L. 

G.L. 

Rs. ' 
54,900 

i 

i 

Ks. 

54,90t) 

General Ledger Adjustment Account 

To Creditors’ Ledger Adjustment Account 
(Total Credit Purchases for the month as per Purchase 
Book). 

Dr. 

C.L.i 
G.'L. 1 

1 20,50P j 

1 1 

j h 

! 

20,500 

Creditors' Ledger Adjustment Account ... 

To General Ledger Adjustment Account 
(Returns Outwards for the month as per Returns Out- 
wards Book). 

Dr. 

1 

G.L, 

jC.L, 

1 1 

1 600 

1 i 

1 ! 

1 i 

1 ! 

600 

Creditors' Ledger Adjustment Account ... 

To General Ledger Adjustment Account 
(Cash paid to and Discount earned from Creditors as 
per special column of Cash Book). 

Dr. 

G.L. 

C.L. 

! 31,370 

f 

1 1 

31,370 

' Creditors’ Ledger Adjustment Account ... 

‘ To General ledger Adjustment Account 
(Total Blits accepted for the month). 

... 

Dr. 

G.L. 

C.L. 

1 12,000 ,1 

! 1 

12,000 

General Ledger Adjustment Account 

To Creditors’ Ledger Adjustment Account 
(Total Bills Payable returned dishonoured). 


Dr. 

*C.L. 

G.L. 

1 3, coo j 

i 1 

f 

3,000 

i Creditors' Ledger Adjustment Account ... 

, To General Ledger Adjustment Account 
( (Allowances receiv cd from Creditors). 

1 


. Dr. 

G.L. 

C.L, 

\ 

J 

1 275 '1 

'li ' 

h 

' 275 


JOURNAL ENTRIES FOR SELF-BALANCING DEBTORS’ LEDGER. 





Dr. 

Cr. 

1935 " - - 

Jan. 31 Debtors’Ledger Adjustment Account 

To General Ledger Adjustment Account 
(Opening Debtors' Balances). 

Dr. 

G.L. 

’d.l. 

i 

-j 

45,750 t 

! 

Rs. ~ 

45,750 

Debtors' Ledger Adjustment Account ... — 

To General Ledger Adjustment Account 
(Total Credit Sales for the month as per Sales Book). 

Dr. 

iG.L. 

' D.L. > 

1 

22,7C0 1 

22,700 

i ' ~ - - r- - -- 

’ t^gcr Adjusimenl Account 

DeVcors' ledger Adjustment Account 
^ (“cinms Inwards for the month as per Returns Inwards 
J BooV) 

Dr. 

iD.L. 
G L 

400 1 

1 

1 

400 

U«eml Lengtr Adjustment Account ... — 

ToDcbtots’ Ledger Adjustment Account 
(Ca'-h received fiom and Discount allowed to Customers 
as per special column of Cash Book) 

Dr. 

DL. 

G.L. 

1 

25,950 ! 

1 

j 

25,950 

General !.edger Adjustment Account 

To Debtors' LcdfCT Adiustroent Account 
(Total B Us Receivable for the month). 

Dr. 

‘D.L. 

G.L. 

8,500 i 

S,500 

debtors’ Ledger Adjustment Acco-jct 

To Gere rat Ledger A.djBS’mcnt Account 
fuirs Receivable returned disboaoured). 

Dr. 

ic L. 
iD.L. 

1 

1 ,200 1 

1 

1,200 
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JOURNAL ENTRIES FOR SELF-BALANCING DEBTORS’ LEDGER.— Contd. 


1918 i 
Jan. 31 1 

I 

General Ledger Adjustment Account 

To Debtors’ Ledger Adjustment Account 
(Bad Debts written off). 

1 

Dr. 1 

1 

] 

L.F.j 

1D,L.‘ 

G.L. 

1 Ks. 
j 2,500 

1 

1 

' Ks. 

2,500 

V 

) 

) 

i 

1 

5 

Debtors’ Ledger Adjustment Account 

To General Ledger Adjustment Account 
(Sundry Charges debited to Customers) 

Dr. ^ 

1 

G.L.’ 

D.L.j 

345 

1 

j 

! 345 

1 

,l 


Note. — ^There will be no further Journal entries to self-balance the General Liedger, 
as the series of entries passed as above will, apart from self-balancing the Debtors’ 
and Creditors’ Ledgers, help also to enable a separate Trial Balance to be prepared 
from the General Ledger. 


IN THE CREDITORS’ LEDGER. 
GENERAL LEDGER ADJUSTMENT ACCOUNT. 


.. - 

^Rs. 

... 

' Rs. ‘ 

To Creditors' Ledger Adjustment 


By Creditors’ Ledger Adjustment 


Account as under ; — 


Account as under : — 


„ Opening Balances 

54,900 

„ Returns Outwards 


„ Purchases 

20,500 

„ Cash and Discount 


„ Bills Payable dishonoured 

3,000 

,, Bills Payable 




„ Allowances 

275 



„ Balance cjd. ... 

34,155 

Rs. 

78,400 

Rs. 

78.400 

To Balance b/d. 

34,155 




m THE DEBTORS’ LEDGER. 


GENERAL LEDGER ADJUSTMENT ACCOUNT, 


To Debtors’ Ledger Adjustment 

Account as under : — 

■rsT" 

By Debtors’ Ledger Adjustment 
Account as under: — 

Rs. 

„ Returns Inwards 

400 

„ Opening Balances 

45.750 

„ Cash and Discount 

25,950 

„ Sales 

22,700 

.. Bills Receivable 

8,500 

„ Bills Receivable dishonoured 

1,200 

„ Bad Debts -I' „2.500 

„ Balance c/d. •• 32,645 

Sundry Charges 

345 

Rs. 

i 69,995 

Rs. 

69.99S 



By Balance b/d. 

32,645 


IN THE GENERAL LEDGER. 
CREDITORS’ LEDGER ADJUSTMENT ACCOUNT. 


To General Ledger Adjustment 

Account as under : — 

Rs. 

By General Ledger Adjustment 
Account as under : — 

i Ks. 

! 

„ Returns Outwards ' 

600 

„ Opening Balances 


„ Cash and Discount 


„ Purchases 


„ Bills Payable 
„ Allowances 
„ Balance c/d. 

12,000 

275 

34,155 

„ Bills Payable dishonoured 

m 

Rs. 

78.400 

Rs. 

78,400 


: 

By Balance b/d. 

34,155 


11 
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DEBTORS’ LEDGER ADJUSTMENT ACCOUNT. 


! 

( 

To General Ledger Adjustment 

Account as under . — 

Rs. 

fed General Ledger Adjustment 

O Account asunder: — 

Rs, 

„ Opening Balances .. 1 

45,750 

„ Returns Inwards 

400 

Sales 

22,700 

„ Cash and Discount 

25,950 

„ Bills Receivable dishonoured .... 

1,200 

„ Bills Receivable 

1 8,500 

„ Sundry Charges .. j 

345 

„ Bad Debts 

1 2,500 


,, Balance c/d 

' 32,645 

1 

Rs. 

69,995 

Rs 

M.995 

To Balance b/d. 

32,645 


1 


ILLUSTRATION 38. 

In a business where the system of Self-balancing of Ledgers is adopted, there 
are two Bought Ledgers, viz. (1) Inland, and (2) Foreign ; three Sold Ledgers, viz 
(1) Local, (2) Provincial, and (3) Foreign ; and one General Ledger. Give pro forma 
rulings of the Cash Book, Sales Book, Purchases Book, Bills Receivable Book, Bills 
Payable Book and the Journal suitable for that business. 


Solution, 


SALES BOOK. 


Dale. 

Particulars. 

Outward 

Invoice 

No. 

L F. 

Total. 

Sold Ledgers. 

Local. [Provincial.! Foreign 




1 

1 

1 

1 

1 

1 

1 

1 

1 





PURCHASES BOOK. 


! ’ Inward ] 

Date. 1 Particulars Invoice 

. i No. 


Total 1 

li 

1 Bought Ledgers 

!. . Inland ] Foreion. 

! 

1 

\ 

t 

1 i ' 

i ! , 

! M 

! r 

I 

^ i 

\ 

1 

1 

1 

1 


r 








BILI£ EECEIVABLE BOOK. 
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CASH BOOK (Payments Side). 



JOURNAL. 


Bought Ledgers. 



regardYiTan^eS^both «°ate Ve" G 

additional self-halitcing entry would bT needed S Z 

extension of their eorresponding figures'b. thi ad’dife pSed"'" 
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CONSTRUCTION OF TOTAL ACCOUNTS. 

Not infrequently, the Ledgers are not kept on the self-balancing system, 
and yet it is desired to check the accuracy of any one of the Trade Ledgers 
sepai'ately. Under this circumstance, it would he necessary to construct a 
Total Debtors’ Account or a Total Cx'editors’ Account, as the case may be, 
from such materials as may be available. 

Total Debtors’ Account. — ^Thus, if it is desired to balance the Debtors’ 
Ledger separately, the folloxving will be the procedvire to construct the Total 
Debtors’ Accoxmt ; — 

'The Hev73 on the dehit of this Account are arrived at as follows : — 

1. The Opening Balance is the total of the Debtors’ Ledger Balances 
at the commencement of the current period. 

2. Sales are obtained from the Day Book. 

3. Dishonoured BiUs are ascertained from the entries in the Journal, 
or from the BiUs Receivable Book. 

Hie items on the credit of this Account are obtained as follows : — 

1. Cash received from Debtors — from the special Debtors’ Ledger 
Column provided on the debit side of the Cash Book, or from the analysis 
of the debit side of the Cash Book./ 

2. Discount — from the Discount column on the debit side of the Cash 
Book. 

3. Bills Receivable — ham the Bills Receivable Book, 

4. Returns and Allowances — from the Returns Inwards Book. 

5. Bad Debts — ^from the total of the' Bad Debts Account in the Nominal 
_ Ledger. 

Transfers to and from other Ledgers may be ascertained from the Journal. 


Total Debtors’ Account. 


Rs. 

To Balance at commencement 
of the current period 
„ Sales — ^as per Day Book 
„ Dishonoured Bills as per 
Bills Receivable Book or 
Journal 

„ Transfers from other Ledgers . . 


Rs. .. 


. Rs. 

By Cash received — as per spe- 
cial column or analysis of 
Cash Book 

„ Discount allowed — as per 
Discount Column in Cash 
Book 

„ BiUs Receivable — as per 
BiUs Receivable Book 

„ Returns — as per Returns 
Inwards Book 

„ Bad Debts — as per Bad 
Debts Account 

„ Transfers to other Ledgers . . 

„ Balance at close of the cur- 
rent period carried down ... 


Rs. 


To Balance b/d. 
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The debit balance of the Total Debtors’ Account thus constructed, on 
any given date, should agree with the total debit balances as extracted from 
the Debtors’ Ledger at that date. 

Total Creditors’ Accoimt. — Tlie sources of the entries in this Account 
are as follows : — 

On the credit side : — 

1. The Opening Balance is the total of the Creditors’ Ledger Balances 
at the commencement of the current period. 

2. Purchases are obtained from the Purchases Book. 

3. Dishonoured Bills are ascertained from the Journal entries, or from 
the Bills Payable Book. 

On tile debit side; — 

1. Cash paid to Creditors — from the additional column- provided on 
the credit side of the Cash Book or from the analysis of the credit side of 
the Cash Book. 

2. Discount — from (he Discount column on tlie credit side of tlie Cash 
Book. 

3. Bills Payable — ^from the Bills Payable Book. 

4. Returns — from the Returns Outwards Book. 

Transfers to and from other Ledgers are ascertained from the Journal. 


Total Creditors* Accoimt. 


Rs. 

To Cash paid — as per special 
column or analysis of 
Cash Book 

.. Discount earned — as per 
Discount column 
Bills Payable — as per Bills 
Payable Book 

., Returns — as per Returns 
Outwards Book 

,, Transfers to other Ledgers . . 

,. Balance at close of the 
period carried doivn 


Rs. .. 


Rs. 

By Balance at commencement 
of any given period 
., Purchases — as per Bought 
Book 

„ Bills dishonoured — as per 
Bills Payable Book or 
Journal 

„ Transfers from other Ledgers . . 


' By Balance b/d. 


The credit balance of the Total Creditors’ Account thus constructed o’ 
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EXA^HNATTON QUES'HONS. 

Note.— Tlic figures in bold type at the end of most of the problems 
indicate their corresponding numbers in the Author's “TYPICAL 
PROBLEMS IN ADVANCED ACCOUNTING ” where full solutions of 
these will be found. 


1. What Js the object of Self-Balnncinp Ledgers? 

2. Explain briefly how to self-balance a Sales Ledger. 

3. Wlint do you understand by a Tof.nl Debtors’ Account? 

4. How docs n Total Creditors’ Account diftcr from a Creditors’ Ledger Adjustment 
Account opened in the Genera! I.cdgcr? 

5. Explain dearlj' why it becomes neecssarj’ to have extra columns in the 
Subsidiary ftecords where the sy.stem of Self-balancing is in use, 

C. Give pro forma .Tournnl Entries for the Adjustment Account opened to self- 
b.nlnnce the Creditors’ Ledger. 

7. Give Journal Entries ncccss.nry for sclf-balnncing Uio Customers’ Ledger. 

S. Give a specimen General Ledger Adjustment Account as it would be found 
in the Purebaso Ledger. 

9. Explain dearly how you would deal with a transfer cntrj' from one Personal 
Ledger to another. 

10. A-'suming that there are a few credit balances in the Debtors’ Ledger and a 
few debit b.alanccs in tlie Creditors' Ledger, -would it aftcct in any way the self-balancing 
of these Ledgers? 

11. Give suitable rulings for the Sales Journal of a wholesale business comprising 

three departments, viz.: — ^'Mantles", "Dress Materials’’ and "Felts". Tliorc are two 
Sales Ledgers in use, viz.: — "Town" and "Country’*, .and each Lodger is kept upon 
the self-balancing principle. (London Chamber of Commcrcci) .'55 

12. John Carsidc keeps his "Sales Ledger” upon the "self-balancing” prindplo. 
Prepare the necessary "Adjustment Account” as on Slst January 1910. 


£ 

January 1, Total debtors’ debit balances at this date were . . 12,542 

Total goods sold to customers for the month . . 21,658 

Total goods returned by customers for the month , . 942 

Total cash received from customers for the month . . 15,621 

Total discount allov/cd to customers for the month , . 968 

Total acceptances received from customers during the 

month . . . . . • . . , . . 3,471 

Total acceptances dishonoured by customers during the 

montlr • . . . • • . . . . 542 

(Royal Society of Arts.) 56 


13. What do you understand by the “Sectional” System of balancing Ledgers? 

In the business of X, Y, Z & Co., the following books are in use: — ^1 "Bought” 
Ledger, 2 “Sold” Ledgers (“Town” and “Country”), 1 "Private and Nominal” Ledger, 
1 "Bank’’ Cash Book, 1 Petty Cash Book, 2 Sales Bodies ("Town” and "Country”), 
1 Purchases Book, and 1 Journal. Explain briefly what alterations, if any, it would be 
necessary to effect in tljcsc books in order to introduce the “Sectional” System of 
Balancing. (London Chamber of Commerce.) 57 

14. The undermentioned particulars have been extracted from the books of 
Messrs. James Ogden & Co., who keep only one Sales Lodger. You arc required to 
prepare the relative “Sales Ledger” and “General Lodger’’ Adjustment Accounts, as 
pn December 31st: — 
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•Tune 

Dec. 


£ s. d. 
28,394 12 6 


30 Debtors’ Balances 

31 Transactions for the half-year to" date: 

oales to Debtors 
Returns from Debtors 
C^h received from Debtors” 

Discotmt allowed to Debtors 
Acceptances received from debtors 
Acceptances returned dishonoured 
Bad Debts written off 
Sundry charges debited to debtors 

(.Chartered Accountants.) 


58,421 10 
691 12 
41,344 8 
1,504 9 
4,210 1 
550 0 0 
942 10 0 
29 4 


, V'-nonercft Accountants.) 58 

^edger, a Creditors’ Ledger 

*e MoTOng transactions, prepare the Ad?t«^Lf ^ System of Balancing. Broir 
each of these Ledgers. ^ Adjustment Accounts as they would appear in 


1917 

Jan. 


1 Balance of Sundry Debtor^ 

31 Cre^t PurS^f 
Credit Sales 
Pmd to Creditors 
Discount allowed by them 
Becpived cash from Debtors 
.Wlowed them Discount 
Accepted Bills Payable 
Received BUIs Receivable 
Returns Inwards 
M Outwards 
Allowances to Debtors 

Bad”Debts^°”' 

Bills Receivable dishonoured 


£ 

16,000 

18,500 

4.500 

9.800 
9,875 

325 

7.800 
200 

1.500 
3,000 

875 

600 

275 

150 

450 

375 


* * * * STS 5i 


1915 

Jan. 


Dec. 


1 Balances on Bought Ledger (Dr.) 

BaliSces on s5es Ledger (Dr) 

31 Purdiases ’’ (Cr.) 

Returns 
SSies Returns 

■■ 

iKece^We®”"®^^ Sales Ledger 
Bdls Payable 

Bou^t Ledger Balances '(br.) .‘i 
Sales Ledger Balances (Dr) '• 

(crj ;; 


£ s. d. 

87 14 3 
1,194 2 7 
1,462 1 9 
24 18 6 
6,518 18 ai 
256 11 2 
8,749 0 
117 12 
7,621 2 
282 7 
5,843 15 
166 4 

76 5 
412 17 
225 10 

77 1 

1,134 3 _ 
1,718 14 11 
42 15 3 


8 

0 

4 

5 
0 
8 
0 

6 
0 
8 
1 




Capital 


Cl 


(Chartered Accountants.) 

'lilies of L and M who are equal partners 
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stock, R-: 27,500; Cn$}i. Hi. 17,250; Plant and Machinery, R-v 2.5,500; Debtors, 
Rs. 26,450 and Creditors, Rs. 17,200, Tlic Debtors and Creditors were ns follows - 


Drhion. 

Rs. 

Ci-cdilo) r. 

Re. 

A 

5,740 

. . 2,060 

a 

2,360 

B 

n 

3,500 

c 

4.0.50 

I 

2,720 

D 

. . 3.600 

.r 

3.140 

E . , 

. . ,5,730 

. . 4,280 

K 

2,850 

P .. 

0 

2,630 

Tiic following wore 

tboir iraiUvactlons 

for the month of J.anunry : 
Cash 

Discount 

Sales. 


Received. 

AlJovrcd. 


Rs. 

Rs. 

Rs. 

A 

. . 2,760 

.5,460 

280 

B 

. . .3.650 

1,960 

100 

c 

.. 1,9S0 

4,CC0 

290 

D 

4,570 

3, .510 

180 

E 

.. 5,840 

5,450 

280 

t' 

, . 3,430 

4,070 

210 

PiJrrhn«;e.'!. 


C.ash Paid. 

Discount 

Received. 

G 

. . 2,740 

2,2.50 

no 

H 

. . 2,950 

3,330 

170 

I 

. . 2,370 

2,590 

ISO 

JT , , 

. . 1,960 

2,990 

150 

K « 4 

.. 1,890 

2,710 

140 

0 .. 

2,850 

2,501) 

130 

R.S, 

Sundry Expenses 


• • • • 

2,630 

Drawings— L 


• • •• •• •• 

350 

„ -M 


• • » • • • 

SSO 

Salaries 


• * >• *• ••> 

750 

Wages 

. > • . . 


1,250 


The Ledgers used were Sales Ledger, Purchases Ledger, and General Ledger. 
Record the above transactions in tlioir proper Ledgers and extract Trial Balances, 
assuming that the Ledgers arc kept on the Self-balancing system. 62 



CHAPTER VI. 


CONSIGNMENTS AND JOINT VENTURES. 

It occasionally happens that a merchant, not finding a ready sale for his 
goods at his own place of business, is desirous of seeking a good market 
elsewhere. Having ascertained w^here his goods are likely to be in demand, 
he employs a person doing business there to act as his agent and sell his 
goods on commission. As such goods, though shipped or consigned to the 
agent, are still ovraed by the person who sent them, they cannot be treated 
as ordinarj’ sales. It is obwous. therefore, that such Consignments will 
require special treatment in accounts. 

The person who sends goods to be sold by another for him is called the 
Consignor ; and the person to whom the goods are sent for sale is termed 
the Consignee. To the consignor, the shipment would be known as an 
Outward Consignment, whereas to the consignee, it would be known as an 
Inward Consignment. 

DIFFERENCE BE'nVEEN A CONSIGNBIENT AND A SALE. 

A Consigiunent may be defined as a shipment of goods by a trader to an 
agent for sale on commission, on the sole risk and account of the former. 

The difference between a consignment and a sale is as follows : — 

In case of a sale, the legal title to the goods as also the risk attaching 
to them pass immediately to the purchaser. In case of a consignment, the 
legal ownership in the goods and the risk attaching thereto do not pass to 
the consignee who acts as a mere agent, but remain vested in the prmcipal, 
i.e., the consignor. Thus, when goods are sold, the relationship arismg 
between the purchaser and the seller is that of a debtor and a creditor, 
whereas when goods are sent hy way of consignment, the relationship arising 
between the consignor and the'eonsignee is that of a principal and an agent. 

USUAL PROCEDURE IN CASE OF CONSIGNIVIENTS. 

TIio consignor despatches a quantity of goods on his own account and 
risk to his agent abroad for the purpose of finding fresh markets. Along 
with the goods, a pro forma Invoice is forwarded by the consignor to the 
consignee, giving a description of the goods consigned and stating their cost 
or mipimum sale price. The Consignee is instructed to sell these goods at 
as high a price as possible, and in order to induce him to do so, a commission 
at so much per cent is offered to him on the amount of sale proceeds. The 
consignee is, however, not supposed to sell the goods below the price shown 
in the pro /ortna -Invoice ■without previous reference to the consignor. In 
addition to an ordinary selling commission, there is a further remuneration 
knowm as Del Credere commission which is sometimes paid to him, in return 
for which the consignee undertakes to bear any loss that might arise from 
the in.solvency of the purchasers of consignment goods. 

All noco.ssary expenses in regard to dock dues, unloading, storage and 
insurance of goods arc defrayed by the consignee on account of the con- 
signor, and are deducted by him from the sale proceeds whjlc settling account 
VriUi the consignor. ° 
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From time to time, the consignee renders to the consignor a statement 
kno\vn as an Account Sales which sets out particulars of goods sold, the 
gross proceeds roJiliscd, tlie expenses incurred by the consignee including 
his commission, and the not proceeds. 

Usually, the consignee arranges for the consignor to draw a bill on 
liim for a certain sum by way of an advance against the consignment, which 
on the one hand would servo as a security against the goods lying with the 
consignee, and on the other, help the consignor financiallj-, as ho can realise 
the bill by discounting it. 

ENTRUIS IN THE BOOKS OF THE CONSIGNOR. 

Tlic record of Outward Consignniont.s would be made in the books of 
the Consignor a.s follows : — 

1. A separate Consignment Account will have to be opened for each 
shipment in order to ascertain what profit or lo.ss has been made on each 
such con.signment. 

2. On the goods being shipped, the particular Consignment Account is 
debited with the invoice value of Uie good.s and an account called “Goods 
•sent out on Con.signment ” is credited. 

3. Hie Consignment Account is also debited with the o.xiienscs the 
consignor has incun’cd by way of freight, insurance, etc.. Cash or Party 
being credited. 

4. On receipt of a bank draft or an acceptance from Uie consignee as 
an advance on consignment, Bank Account or Bills Receivable Account is 
debited and the Consignee’s Account is credited with the amount of the 
draft, 

5. When the consignment is realised, the agent forwards an Account 
Sales to the consignor, showing the gross proceeds realised and the net 
proceeds after deducting his commission and the expenses he may have 
incurred thereon. On receipt of such Account Sales, the Consignee’s Account 
is debited with the amount of the gross proceeds and the Consignment 
Account is credited. At the same time, the Consignment Account is debited 
and tlie Consignee’s Account is credited with the amount of the expenses 
and commission deducted by the consignee. 

6. The balance of the Consignment Account will now show the profit 
or loss on consignment and wll therefore be transferred to tlie Profit & 
Loss Account. 

7. The Consignee’s Account will now represent the amount owing by 
liim, and ivill be closed on his sending a Bill Receivable or a Draft settle- 
ment of his account. 

8. The “ Goods sent out on Consignment Account ” will be transferred 
to the credit of the Ti’ading Account at the time of balancing. 

^ 9. If at the time of balancing, the consignment is partly realised, the 
balance of unsold portion will be treated as Stock on hand, and be 
debited to Stock on Consignment Account and credited to Consignment 
Account at cost price. The Consignment Account will then show the profit 
or loss on the realised portion and will be closed by Profit and Loss Account. 
When it is desired not to take credit for any profit until the entire consign- 
ment has been realised, the debit balance of the Consignment Account will 
be shown as an asset in the Balance Sheet, 
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10- If at the time of balancing, no sale has been made of the consign- 
ment, then the debit balance of the latter account will be shown as an asset 
m the Balance Sheet. If any loss is anticipated, the same should be provided 
for by means of a reserve. 

11. In valuing any unsold balance of Consignment Stock, the basis of 
valuation must be the cost price or market price, whichever is the lower. 
In asce^ming the cost price of any unsold portion, the pi’oportionate charges 
incurred by the Consignor must be added to tlie invoice price of the goods. 
It is not desurable, however, to unduly inflate the value of such slock by 
burdenmg it with the proportionate expenses incurred by the Consignee. 
IVhere Consi^ments arc charged at Pro-forma Invoice Price,— When 
s are charged to the Consignment Account at Pro~jorma Invoice price 
including a percentage above cost, the effect of such a procedure would be 
to take credit in the books for profit before it is realised, and as the credit 

Goods sent out on Consignment Account 
tijnsfer to the Ti-ading Account, the gross profit for 
be unduly mflated. Besides, if tlie Consignment Account 

of the goods and the 

SJreon ’ ^ « Its object of signifying the true profit or loss made 

balanS tlier^ore. some adjusting entries wll be needed at 
m2t Account on the Consign- 

therefore, be made at the end of each 
SiT^eJta- ascertainment of profit or loss on any 

in eitlet^thead^Sten^^^^^^ consignment have been sold out 

Goods sent on Consignment Account . . . ^ _ Dj.. 

To the particular Consignment Account 

Priced ‘he difference betaveen the Pro-forma 

sScojSeS “voiced and tie actual cost of 

debit on the Consignment A^n4'4^ once set right the existing excess 

stock on httnd,nhe^b2t°metbnd°fh ‘here is a balance of 

na me best method that can be followed ^vill be as under 

as above, wittf the^amoMf^’ f antry will have to be passed. 

Invoice value and the actual ^ ?hference between the Pro-forma 
consignment. This will serve to ‘he particular 

original cost level. ■ ‘h® recounts concerned at their 

Pro-forma Invoi^ price^ deW^^e should then be made at the 

. -crediting the Conagnment Accouft fn Account and 

•cular Consignment Accoum^fnd^^j'if’^^^ needed debiting the parti- 
Stock Suspense Account with tho f” accoimt styled Consignment 

by the difference betwSn the Slta™ reprfsented 

Closing Stock, c- price and the actual cost of the 


CONSIGKMENTS AND JOINT VENTURES 


173 


(4)^ Tlie debit balance on Consignment Stock Account would be 
shown in the Balance Sheet minus the credit balance on Consignment 
Stock Suspense Account. 

(c) Where there have been no sales on accoimt of any particular cmi- 
signmeni, tlie excess included in the first entry at Pro-forma Invoice pi'ice 
nail be adjusted by tlie reversing entry, as above explained, to be passed 
at the end of tlie financial period, 

'Big whole object of these adjusting entries will be to see that each 
Consignment Account signifies its true profit, and that the Trading Account 
serves to indicate the actual trading profit other than that made on the 
consignments. 

Where ftere are several consignments, the profit or loss on each con- 
Mgnment will be transferred to an account styled Profit or Loss on 
t-o^ipiment Account, and tlie aggregate result as shown on this account 
Will be ultimately transferred to tlie Profit & Loss Account. 


entries in the books of the consignee. 


, . Consignee is not liable for the value of the goods consigned to 

^i^ply holds them in trust for the time being, no entry need be 
^sed by him in the financial books on receipt of the goods until the sales 
Con ? however, be necessary for him to maintain a book styled 

Inwards Register and record therein full particulars of each 
consignment as and when received. 

. Consignee will take the following steps to I'ecord transactions relating 

to Inward Consignments:— 


receipt of the goods together vvith a Pro-forma Invoice from 
^ record will be made in a book called “ Consignment Inwards 
> by way of a note, but no entiy will be made in any financial book. 

, W he has accepted a bill draivn on him by the consignor for a 
L. consignment value, he will debit the Consignor’s Account and 

credit Bills Payable Account. 

... his incurring any expenses on account of the consignment, he 

wiii debit the Consignor’s Account and credit Cash or Parly. 

(4) On sales being effected, he will debit Cash or Party and credit 
the Consignor’s Account. 


(5) For his brokerage or commission, he will debit the Consignor’s 
Account and credit his Commission Account. 


(6) The Consignor’s Accoimt will now show the balance of amount 
owing to him, and the same Avill be closed when the money is remitted. 

'Ihe Consignee does not make any entry in his books regarding any 
Consignment Stock lying with him, nor does he show it in his Balance 
Sheet, as it is not his property. 


ILLUSTRATION 39. 

On 14tb January, 1940, Sorabji & Co., Bombay, consigned 95 bags of sugar to' 
Pall & Co., Calcutta, invoiced at Rs. 90 per bag and paid Rs. 140 for Insurance, Freight, 
etc. On 16th January 1940, they drew on Pall & Co. for Rs. 5,000 as advance against 
this consignment. On March 3rd, the following Account Sales was received from Pall ■ 
& Co., with their dieque for Rs. 6,517-8-0. ’’ 

Account Sales of 95 bags of sugar received per SS. "Sumatra” on 19th January 
1940, from Sorabji & Co. of Bombay to be sold on commission: — 
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1940 
Feb. 28 


Gross Proceeds from Sales : — 

95 bags of sugar at Rs. 125 each 
Less Charges ; — 

Duty and Clearing ... 

Storage ... 

Commission at 2% on Gross Sales 


Balance due to Sorabji & Co. .c.. 

Less amount of draft accepted on 19th January 

Balance sent by cheque 


i! 


; Rs. a p. 


11,875 0 0 

Rs. a. p. 

j 

80 0 0 


40 0 0 


237 8 0 

. 


» 357 8 a 


1 11,517 8 0 

... 

j 5,000 0 0 

Re. 

1 6517_ 8 0 


1 


E.&O.E. 

' Calcutta. 


Pall & Co. 

Consignees. 


Show the entries necessary in relation to these tonractions and the Ledger 
Accounts in the hooks of the Consignors as well as the Consignees. 


Solution. 


CONSIGNORS’ BOOKS. 
JOURNAL ENTRIES. 


1940 j 

Jan. 14 Consignment to Calcutta 

1 To Goods sent out on Consignment 
(Being value of 95 tags of sugar at Rs. 90 
each sent to Messrs. Pall & Co., Calcutta, 
to be sold on our account at com- 
mission). 


Dr. 


1 Consignment to Calcutta 
To Bank 

(Being payment of Freight and Insurance 
on account of the above consignment). 


Dr. 


Jan. 21 1 Bills Receivable Account 

t To Pall & Co. (Consignees) 

! (Being acceptance received from them as 
’ an advance against the consignment). 


Dr. 


Mar. 


3 ‘ Pall & Co. (Consignees) ... ... Dr. 

To Consignment Account 
(For the gross proceeds of the consignment 
as per the Account Sales). 


' Consignment to Calcutta 
I To Pall & Co. (Consignees) 
j (Being expenses and commission deducted 
, by the consignees as per Account Sales). 


Consignment to Calcutta ... 

Profit and Loss Account 
^ profit on consignment to 

I Profit and Ixjss Account), 


L.F. 


Dr. 


Bank ... •... ... Dr. 

To Pall & Co. (Consignees) 

(Cheque received from them for balance 
due to us). 


Dr. 


Rs. a. p. 
8,550 0 0 


140 0 0 


5,000 0 0 


11,'875 0 0 


357 8 0 


6,517 8 0 


2,827 8 0 


Rs. a. p. 


8,550 Q 0 


140 0 0 


5,000 0 0 


11,875 0 0 


357 8 0 


6,517 8 0 


2,827 8 0 


. .1 
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CONSIGNMENT TO CALCUTTA ACCOUNT. 



1940 
Mar. 3 


PALL & CO. (CONSIGNEES). 



By Bills Receivable 
„ Consignment 
Account 
„ Bank 

Rs. 


ij 

I 


CONSIGNEE'S BOOKS. 
JOURNAL ENTRIES. 



SORABJI & CO. (CONSIGNORS). 
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ILLUSTRATION 40. 

On loth June 1937, Modi & Co. of Bombay consigned 100 cases of Red Wine to 
Vasi Bros, of Ceylon. The cost of the consignment amounted to Rs. 7,500 but the go^ 
were charged at pro forma Invoice price so as to ^ow a profit of 25% on sales. On 
the same date, the consignors paid Rs. 600 for freight and insurance. On 1st July, the 
consignees paid Rs. 1,000 for Import Duty, Rs.-^QO for Dock Dues, and remitted a Bank 
Draft for Rs. 4,000 as an advance^ again^ the consignment. On 15th July, they sold 
80 cases for Rs. 10,500. Vasi Bros.''are entitled to a commission of 5% on gross proceed 
of sales as their remuneration. Show the entries in the books of the Consignors Md 
the Consignees, assuming that the consignees have remitted the Balance owing by them 
by sight draft. 

IN THE BOOKS OF THE CONSIGNORS. . ' 



JOURNAL ENTRIES. 


Consignment of Red Wine 

To Goods sent on Consignment 
(Being the value of Consignment at pro forma Invoice 
price). 

Dr. 

L.F. 

Rs. 

ia,ooo 

Rs. 

10,000 

Consignment of Red Wine 

To Bank 

(Being payment of Freight and Insurance on account 
of the consignment). 

Dr. 


600 

600 

Bank Account 

To Vasi Bros. 

(Being advance against Consignment received from 
them). 

Dr. 


4,000 

4,000 

Vasi Bros. 

To Consignment of Red Wine 
(Being gross proceeds of sales of 80 cases as per their 
Account Sales). 

Dr. 


10,500 

10,500 

Consignment of Red Wine 

To Vasi Bros. 

(Being the amount expended by them on freight and 
insurance). 

Dr. 


1,200 

1,200 

Consignment of Red Wine 

To Vasi Bros. 

(Being their 5% Commission on gross proceeds). 

Dr. 


525 

525 

Goods sent on Consignment Account 

To Consignment of Red Wine 
(Being 2o% on sale price originally added to the Invoice 
cost ot the whole Consignment now written back). 

Dr. 


2,500 

2,500 

Stock on Consignment Account 

To Consignment of Red Wine 

Invoi^^ price) “”®old stock brought in at pro forma 

Dr. 


2,000 

2,000 

Consignment of Red Wine 

Suspense Account 

1 now adjusledk Consignment 

Dr. 


500 

500 

' Bank ... 

1 , To Vasi Bros. 

1 (Being the remittance of balance from them). 

Dr. 


4,775 

4,775 
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CONSIGNMENT OF RED WINE TO CEYLON ACCOUNT. 



Rs. 


■Rs. 

To Goods sent on Consignment 
„ Bank — Freight & Insurance 
„ Vast Bros.— Duly & Dock dues ... 
„ Vasi Bros. — 5% Commission 
„ Consignment Suspense Account ... 
„ Profit transferred to Profit or Loss 
on Consignment Account 

10,000 

600 

1,200 

525 

500 

2,175 

By Vasi Bros.— Gross proceeds of 
Sales 

„ Stock on Consignment Account ... 
„ Goods on Consignment Account ... 

10,500 

2,000 

2,500 

Rs. 

15,0^ 

Rs. 

15,000 

* 



i 

GOODS SENT 

ON CONSIGNMENT ACCOUNT. 


To Consignment Account 

Rs. 

2,500 

By Consignment Account 

Rs. 

10,000 

„ Trading Account— Transfer 

Rs. 

7,500 

10,000 

ti 

Rs. 

10,000 


VASI BROS. CEYLON (CONSIGNEES) ACCOUNT. 



Rs. 


Rs. 

To Consignment Account — 


By Bank— remittance 

4,000 

Gross proceeds of Sales 

10,500 

„ Consignment Account— Duty and 

1,200 


Dock dues 



„ Consignment Account — 



5% Commission 

525 



„ Bank ... 

4,775 

Rs. 

10.500 

Rs. 

10,500 


! t 



STOCK ON CONSIGNMENT ACCOUNT. 


To Consignment Account 

•* 

Rs. 

2,000 

By Balance c/d. 

Rs. 

2,000 

To Balance b/d. 

Rs. 

, 2,000 

1 



CONSIGNMENT STOCK SUSPENSE ACCOUNT. 


To Balatice c/d. 


Rs. 

500 

By Consignment Account 


Rs. 

500 




By Balance b/d. 

Rs. 

500 


Note.— The Stock of Consignment will appear in the Balance Sheet at Rs. 1,500, 
S.a, Rsi 2,000 minus the credit balance of Rs. 500 on Consignment Stock Suspense 
Account. At the commencement of the succeeding period, the Stock on Consignment 
Account -will be closed by transfer to Consignment Account at Rs. 2,000. The credit 
balance on Consignment Stock Suspense Account will remain there during the whole 
of the succeeding period, at the end of which it will automatically adjust the' excess 
debit included in the first item on Consignment Account as a result of the opening 
, stock having been valued at pro forma invoice price. 

12 y . . ■ 



^M>cm Acco™™» 



Modi & -.ipjas advance 

te-onntoiBan. Dcatiren^U^*^ 
^®a^sjXon8igMnen«^ _ 7 


account oi tiie 


Modi & Co. (Consignors) 

Consignment^ 

••* 


Dr. 




fobol B,B.«t-S»''>'“"*“ 
1^00 ' 

525 
4,775 


.^:irS^ptScu?a? ven^- 


A ioint venture piece o^^-^eSation in scares, ^ 

1 fnSv or any other sum 

the shape ot a 30m of a new n 

^LTSSibuted by each P.^^J/aebited with the cost of a 

-The ainount con ^ opened and The same is cr 


Tth^narUesr^l to hte Jf^^rgoods 

^LTSSibuted by each P.^^Ja a^bited with the cost of a 

-The .^°^e Account is opened and The samej « 

A. Joint ,, xi.rt cKpenses relating difference represenpng P ^ 

or debited to personal accounts. , , , int Bank Account is 

party vuH close all th P ^^ohs is mair*"’”"'’ and a JomtBan 


icbitcd to bts p^sw accounts. ■ 4. -o nk Account is 

y win close all tbe p rnaintained and a ordinary 

VTlicrc a separate set ' aoes not differ m any twy ^eS- 

in agreed proportions. 
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Wliere the transactions are effected by different parties to tlie venture, 
no separate set of books is maintained, and no Joint Banking Account is 
opened. Each parly would then record into his own books the transactions 
that he has entered into on account of the joint venture. On completion of 
the venture, each parly would render an account of the transactions effected 
by him to enable a Joint Venture Account to be prepared by all the parties 
in their respective books. On the final result being ascertained, each party 
will debit or credit the Joint Venture Account in his own books wife his 
own share of fee profit or loss and transfer the same to his Profit & Loss 
Account. The share of profit or loss belonging to the ofeer parties to the 
venture ^vill be credited or debited to their respective personal accounts. 
The balance on the personal accounts of the other parties wll then indicate 
their relative position with each ofeer. 


ILLUSTRATION 41. 

Sirdar & Sons boupht goods of ^ the value of Rs. 7,500 and consigned them to 
Thacker & Co., to be sold by them on a joint venture, profits being divided in two-tlurds 
and one-third. Tlicy also paid Rs. 550 for freight and insurance and cartage, and 
drew on Hiackcr & Co. for Rs. 3,000 on account. Tlie Bill was discounted by Sirdar 
& Sons for Rs. 2,900. Thacker & Co, paid Rs, 300 for Dock Dues, Storage Rent, etc. 
The sales realised ]^. 12,500 and the Sales Expenses, Rs. 250, were defrayed by Thacker 
& Co. The latter forwarded a sight draft for the balance due to Sirdar & ^ns, after 
diarging their sales commission at 5% on the gross proceeds. 

Write up the accounts in the books of both, the parties. No interest need be 
brought into accotint 


Solution. 


IN THE BOOICS OF SIRDAR & SONS. 
JOINT ACCOUNT WITH THACKER & CO. 


To Bank— Cost of Goods ... 
„ „ Freight, Insurance, etc. 

„ „ Discount on Bill Re- 

ceivable 
„ Thacker & Co.:— 

Dock Dues and Rs. 

Storage Rent ... 300 

Sale Expenses ... 250 

Commission ... 625 


„ Profit and Loss Account — 
Srds share 

„ Thacker & Co. — Jrd share 


Rs. 


Rs. 8. p. 


7,500 0 0 

By Thacker & Co.— Sale proceeds 

550 0 0 


100 0 0 


1,175 0 0 


2,116 10 8 


1,058 5 4 


12,500 0 0 

Re. 

f 


Rs. a. p. 
12,500 0 0 


12,500 0 0 


THACKER & CO. 


- 

Rs. a. p. 

By Bills Receivable Account ... 
n Joint Account: — " 

Dock Dues and Rs. 

Storage Rent ... 300 

Sales Expenses ... 250 

Commission ... 625 

„ Joint Account— Jrd shara .. 

„ Bank — Sight Draft 

Rs. a. p. 

T6 Joint Account— Sale proceeds 

12,500 0 0 

3,000 0 0 

n 

1,175 0 0 
1,058 5 4 
7,266 10 8 

Rs. 

12,500 0 C 

Rs. 

12.500 0 0 
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IN THE BOOKS OF THACKER & CO. 
JOINT ACCOUNT WITH StRDAE & SONS. 


To Sirdar & Sons 

Cost ot Goods 

Freight, Insurance, etc. 
Discount on Bills Receivable... 
„ Bank;— 

Dock Dues and Rs. 

Storage Rent 300 

Sales EKpanses 250 

,, Commission 
„ Profit and Loss Account— 

Jrd share ... 

„ Sirdar & Sons— |tds share 

Rs. a. p. 

7,500 0 0 
550 0 0 
100 0 0 

550 0 0 
‘ 625 0 0 

1,058 5 4 
2,116 10 8 

By Bank— Sale proceeds 

Rs. a, p. 
12,500 0 0 

Rs. 

12,500 0 0 

Rs. 

12,500 0 _0 






SIRDAR 

& SONS, 


"■ - — " 

To Bills Payable Account 
„ Bank— Sight Draft 

Rs. a. p 
3,000 0 0 
7,266 10 8 

By Joint Account- 
Cost of Goods 
„ Joint Account ; — 

Freight, Insurance, etc. ... 
„ Discount of Bills Receivable „ 
„ Joint Account— |cds share ... 

Rs, a. p 

7,500 0 0 

550 0 0 
100 0 0 
2,116 10 8 

Rs. 

10,266 10 8 

Rs. 





i 

ILLUSTRATION 42. 

J. Jones, A. Armstrong and B. Black enter into a joint venture to divide profits 
equally. They hou^t goods from C. Smart S: Co. for Rs. 12,500 and from J. Jones 
for Rs. 2,500, Jones contributed Rs. 3,000, Armstrong Rs. 4,000 and Blat^ Rs. 9,000 
•which, amounts were banked in a Joint Account. They settled their account with 
Smart & Co. by cheque and paid for carriage and other expenses Rs. 750. They sold 
goods for cash Rs. 6,500 and to Smith & Son on credit for Rs. 14,000, who aceepteil a 
draft for the amount. The acceptance was cashed and realised Rs. 13,700. J. Jones 
was allowed 5% commission on sales for effecting the transactions. 

Pass Journal Entries and open the necessary accounts, assuming that final settlement 
between the parties was made by cheques. 

Solution. 

JOURNAL ENTRIES. 



Joint Account 

To C, Smart & Co. 

J. Jones’ Capital Account 
(Being the cost of credit purchase of the goods). 

Dr. 

L.F. 

Rs. 

15,000 

Rb. 

12,500 

2,500 


Bank Account 

To J. Jonea’ Capital Account 

A. Armstrong’s Capital Account 

B. Black's „ „ 

{Being the amount of Capital contributed by partners). 

Dr. 


16,000 

3.000 

4.000 

9.000 

J 

? — - 

C. Smart & Co. 

To Bank 

^ tBclog the payment to C. Smart on account). 

Dr. ' 


12,500 

12,500 
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JOURNAL ENTRIES.— (Cottfd.) 


Joint Account 

To Bank 

(Being the payment of carriage and other 
expenses). 

Dr. 

L.F. 

Rs. 

750 

Rs, 

750 

Bank Account 

Smith & Son 

To Joint Account 

(Being the amount of cash and credit sale 
proceeds). 

Dr. 

II 

i 


6,500 ■ 
14,000 

20,500 

Bills Receivable Account 

To Smith & Son 

(Being the acceptance of our Bill by Smith 
& Son). 

Dr. 


14,000 

14,000 

Bank Account 

Discount ... 

To Bills Receivable Account 
(Being the amount realised on discounting 
the Bill). 

Dr. 

1* 


13,700 

300 

14,000 

Joint Account 

To Discount 

(Being the transfer of discount to Joint A/c.) 

Dr. 


300 

300 

Joint Account 

To J. Jones’ Capital Account 
(Being 5% commission on sales payable to 
J. Jones as agreed, credited to his account). 

Dr. 


1,025 

1,025 

Joint Account 

To J. Jones' Capital Account 
„ A Armstrong's Capital Account 

1 , B. Black s „ 

(Being the transfer of profits on joint venture 
to parties’ Capital Accounts in their profit- 
sharing proportions). 

Dr. 


3,425 

1,141-10-8 

1,141-10-8 

1,141-10-8 

J. Jones' Capital Account 

A. Armstrong's Capital Account ... • 

B. Black's >1 1 , ••• ... 

To Bank 

(Being the withdrawal by partners of the 
amounts standing to their respective Capital 
Accounts). 

Dr. 

II 

»> 


7,666-10-8 

5,141-10-8 

10,141-10-8 

22,950 


JOINT ACCOUNT. 



Rs. 


1 Rs. 

To C. Smart & Co.— Cost of goods 


By Bank— Sale proceeds 


„ J. Jones— Cost of goods 
„ Bank— Carriage, etc. 

„ Discount 

„ J. Jones’ Capital Account— 5% 
Commission on Sales 
,', Profits transferred Rs. a. p. 
J. Jones §rd share 1,141 10 8 

A. Armstrong Jrd share 1,141 10 8 

B. Black Jrd share 1,141 10 8 

2,500 

750 

300 

1,025 

3,425 

„ Smith & Son — Sale proceeds ... 

14,000 

Rs. 

20.500 

Rs. 
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BANK ACCOUNT. 



m 

' 

Rs. a. p. 

To J. Jones’ Capital Account 

3,000 0 0 

By C. Smart 

12,500 0 0 

„ A. Armstrong’s Capital 


„ Joint Account Expenses 

750 0 0 

Account 

4.000 0 0 

„ J. Jones’ Capital Account ... 

7,666 10 8 

„ B. Black’s Capital Account 

9,000 0 0 

„ A. Armstrong’s Capital 

*■ 

„ Joint Account 

6,500 0 0 

Account 

5,141 10 8 

„ Bills Receivable Account 

31,700 0 0 

„ B. Black’s Capital Account ... 

10,141 10 8 

Ra. 


Rs. 

36,200 0 0 


, 

• 




J. JONES’ CAPITAL ACCOUNT. 



Rs. a. p. 


Rs. a. p. 

To Bank 


By Joint Account— Goods 

2,500 0 0 



„ „ „ —Commission 

1,025 0 0 



,. „ >, — Jrd share of 




profit 

1,141 10 8 



„ Bank 

3,000 0 0 

Rs. 


Rs. 

7.666 10 8 

--> 

) 




A. ARMSTRONG’S CAPIT^ ACCOUNT. 


To Bank 


Rs. a. p 
5,141 10. 8 

By Bank 





„ Joint Account— 





Jrd share of profit 

.. 


Rs. 

5,141 10 8 

1 

■ 

Rs. 


Rs. 

a. 

p- 

4,000 

0 

0 

1,141 

10 

8 

5.141 

10 

_8 


B. BLACK’S ACCOUNT. 


To Bank 

... 

Rs. a. p 
10,141 10 8 

By Bank 

„ Joint Account — 

' Jrd share of profit 



Rs. 

10,141 10 8 

1 

Rs. 

'10.141 10 8 


ILLUSTRATION 43. 

___ Y- into a specvilative venture of underwriting the suhserintmn at 

r“ 10 ^ consisting of lOOM^hwe^ of 
w' expenses up to allotment. The profits wLe to 

|artTe walTioroler' sS oTV'Teac?yir?a!rl°\^ 

X provided the funds for Regisfra^n kis Rs a3 ^ 

Rs” 200 ^ Y Proslectusef rI “so ; and ’ other tSg^ld 

ns. <iU0. Y contrabuted towards payment of Office Rent Re 2 no . t _ , stationery 

^ oth&^tty ^Sirs™ts 175 ’ W Charges Rs. 1,375 ; 

issued and the applications fell short of the full issue hir l wn Prospectuses were 

parties, showmg the final adjustment? accounts m the hook? of holh 
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Sohttion, 


IN X’s LEDGER. 
Ts ACCOUNT. 



B 


1 Rs. 

To Joint Account— Sale proceeds 


By Joint Account— Office Rent 


of 1,200 shares 


„ „ „ —Legal Charges ... 

„ )> >, —Clerical Staff ... 

„ » „ —Petty Payments... 

„ „ „ — 2/5ths share of 

' 1,375 

1 900 

1 175 


■11 

profit 

„ Bank 


Rs. 

14,400 

Rs. 

. 

^9 


JOINT ACCOUNT WITH Y, 




Rs, 


Rs- 

To Bank— Registration Fees 

• •• 

1,200 

By Bank— Sale proceeds of 1,500 


„ „ Advertising 


1,100 

Shares at Rs. 12-8 each less 


„ „ Printing and Distribution of 



As. 8 brokerage 

18,000 

Prospectus 


750 

Y’s Account— Sale proceeds of 


„ „ Printing and Stationery 


200 

1,200 Shares at Rs. 12-8 each 


„ Y's Account— Office Rent 


300 

less As. 8 brokerage 

14,400 

„ „ „ —Legal Charges 

e«« 

1,375 



t, >, >1 —Clerical Staff 

*•« 

900 



„ „ „ —Petty Payments 

• •• 

175 



„ Bank— Cost of 1,500 shares of 





Rs. 10 fully paid 


15,000 



„ Profit and Loss Account — ^3/5ths 





share 

• •• 

6,840 



„ Y's Account— 2/5ths share 

... 

4,560 



Rs. 


Rs. 

3^00 


IN Y’s LEDGER. 
JOINT ACCOUNT WITH X. 



Rs. 


Rs. 

To Bank — Office Rent 

300 

By Bank Account— Sale proceeds of 


„ „ — Legal Charges 
„ „ — Clerical Staff 

1,375 

1 ,200 Shares at Rs. 12-8 each 

14,400 

900 

less As. 8 brokerage 

„ „ — Petty Payments 

175 

„ X’s Account— Sate proceeds of 


„ X’s Account— Registration Fees 

1,200 

1,500 Shares at Rs. 12-8 per 

18,000 

„ „ „ —Advertisement Charges 

t, „ „ —Printing of Prospectus 

1 , .. >. —Printing and Stationery 

». » - —Cost of 1,500 Shares of 

Rs. 10 each fully 
paid up. 

„ Profit and Loss Account— 2/5ths share 
„ X's Account-=-3/5ths share 

1,100 

750 

200 

15,000 

4,560 

6,840 

share less As, 8 brokerage 

Rs. 

32.400 

Rs. 

32,400 

. 
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X’s ACCOUNT. 


To Joint Account— Sale proceeds of 
1,500 shares 
„ Bank 



By Joint Account— Registration Fees 
>1 .1 II —Advertising Charges 

.1 I. I* -Printingand 

Distribution of 
Prospectus 
II II .1 -Printingand 

Stationery 

„ ,, „ —Cost of 1,500 shares 

I, » 11 — 3/5ths share of profit 

Rs. 


Rs. 

1,200 

1,100 


750 

200 

15,000 

6,840 

25,090 


ACCOUNT CURRENT. 

As Accounts Ciwrent usually arise in course of consignment and joint- 
venture dealings, some explanation tliereon seems to be necessary. 

Definition.— An Account Current is a statement, in debit and credit form, 
recording the transactions between two parties during a particular j 

interest usually being calculated on each item at an agreed rate and includea 
^the account. It is usually rendered by (1) one dealer to another, or (2) 
a banker to his client, or (3) by an agent to his principal, or (4) by a 
consignee to bis consignor. 

Methods of Calculating Interest. — -The following are the various methods 
of calculating Interest in Accounts Current; — 

(1) By Tables, Interest is calculated by Tables, on each_ item 
separately, from the due date of each transaction to the end of period of 
the account. The Interest Columns on both sides of the account are then 
added and the balance is carried out into the Principal Column, 

(2) By Products. This system consists in multiplying each amount 
by the number of days it has to run for interest, each such product being 
placed in the Product Column against the item. The Product Columns are 
then balanced and the interest on the balance of the product is extended into 
the account. The interest is ascertained by the following formula ; — 

Balance of Products X Rate 

interest— 365X100 

(3) By Interest Numbers. This method represents a slight variation 
of the Product Method and is sometimes called the English Method, although 
it is also extensively used on the Continent. It consists in dividing each 
product by 100, and the resulting figure is placed against each item in tite 
column headed Interest Numbers. The Number Columns are then balanced, 
and the Interest on ithe balance of numbers is extended into the account. 
In this case, the Interest is ascertained by the following formula : 

Interest iBalauce of Niimhers X Rate 

365 

How an Account Current is headed.— An Account Current is realW a 
copy of the Ledger Account of the opposite party in the books of the nerLn 
rendermg such account. The person rendering the accniint P^son 

last named at the head of the Account. Thus “ P A ^ 

With C. Donald” would mean that the latter is rendSnt thf 
Pavri from the iransacUons as recorded in his (C. DonaldS) SS 
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Li calculating days for the purpose of interest, it is usual to calculate one 
end day and not both. The day on which the transaction took place is 
generally ignored. Where, however, the Account Current commences with 
an opening balance, the opening date will have to be counted as it would 
represent the balance that existed on the previous day. When goods are 
sold under an arrangement that payment shall be due on a certain 
subsequent date, the number of days must be calculated from the latter 
date and not the date of the transaction. 


ILLUSTRATION 44. 


The foUowing transactions took place between R. Vinayak and P. Basu from 1st 
January to 30th June 1932: — 


1932 Rs. 

Jan. 1 Sold goods to P, Basu .. 1,120 

„ 10 Received his acceptance 

at 2 months for .. 500 

Peb. 15 Cash received from P. 

Basu . . 600 

Mar. 2 Bought goods of P. Basu 2,750 

„ 3 Accepted P. Basu’s draft 

at 1 month for ,. 1,000 


1932 ^ Rs 

Apl. 11 Cash paid to P. Basu .. 1,000 

„ 30 Goods sold to P. Basu, ' 

due end of May . . 1,200 

May 11 Bought goods from P. 

Basu . . 750 

„ 31 Sold goods to P. Basu, 

due iqth June .. 1,100 

June 15 Bought goods from P. 

Basu . . 1,500 


You are required to make out an Account Current to be rendered by R. Vinayak 
as at 30th June 1932, taking Interest into account at 5% per annum, and showing the 
actual working under each of the usual three methods. 

(The working of the above illustration appears on pp. 186-187.) 


AVERAGE DUE DATE. 

A method of payment that has generally found favour with businessmen 
in settling accounts is the Average Due' Date method, and the student would 
do well to study it. 

Average Due Date means an equated date on which a payment may be 
made in one single amount in place of several amounts due for payment on 
different dates. 

The following is the method of ascertaining the average due date : — 

(1) Take the first due date' of, the transactions as the starting point. 

(2) Calculate the number of days from the starting point to the due 
date of each transaction. 

(3) Multiply the amount of each transaction by its number of days from 
the starting point. 

(4) Divide the total of the products by the total amount of the trans- 
actions. 

(5) The result will be the number of days of the average due date 
from the starting point, 

illustration 45, 

A trader, having accepted the following several Bills falling due on different 
dates, now desires to have these Bills cancelled and to accept a new Bill for the whole 
amount payable on the average due date. You are required to find that date. 

The Bills are — 


1, 

March 1 

Rs. 400 


due 

May 

4th. 

2. 

„ 10 

„ 300 


ft 

June 

13th. 

3. 

April 5 

„ 200 


it 

June 

8th. 

4. 

„ 20 

„ 375 


ft 

May 

23rd. 

5. 

May 10 

„ 500 


it ’ 

July 

13th, 


(The Solution is on page 188.) 




186 ' ADVANCE® ACCOUNTING 



















THIRD METHOD.— Interest is here calculated on tho method known as the “English Method". It is only a slight 
variation of the Product Method consisting in dividing each product by 100, the resulting 
figures being styled Interest Numbers. 
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Solution, 

The starting point is 4th May. 

The numher of days of each transaction from the starting point is as under:— 


1. 

4th 

May 

to 


4th 

May 


0 

2. 

4th 

May 

to 


13th 

June 

= 

.40 

3. 

4th 

May 

to 


8th 

June 


35 

4. 

4th 

May 

to 


23rd 

May \ 


19 

5. 

4th 

May 

to 


13th 

July 


70 



400 

X 

0 


0 





300 

X 

40 


12,000 





200 

X 

35 


7,000 





375 

X 

19 

r: 

7^25 





500 

X 

70 

= 

35,000 





1,775 




^ 61,125 

= 

34 days 


the average due date is = 7th June. 


EXAMINATION QUESTIONS. 

Note. — ^Thc figures in bold type at the end of most of the problems 
indicate their corresponding numbers in the Author’s “TYPICAL 
PROBLEMS IN ADVANCED ACCOUNTING” where full solutions o£ 
these will be found. 


1. How would you distinguish a Sale from a Consignment? 

2. What is an Account Sales, and what entries are passed on receipt of the same ? 

3. What entries are usually passed on the debit and credit sides of a Consignment 

Account ? 

4. How would you deal with a Consignment Account at balancing time when no 

sales have been eHected? 

5. How would you deal with a Consignment Accoimt when a part of the goods 

remain unsold at the close of the financial period? 

6. Explain the system of invoicing Consignment Goods at pro forma prices, and 

what eSect such a procedure will have on the final accounts. 

7. What are the usual entries passed by a Consignee ? 

8. What entry would be passed by the Consignee as also the Consignor in regard 

to any advance against Consignment? 

9. Explain briefly the necessary adjustments at the close of the period when 

Consignments arc invoiced at pro forma prices. - 

10. Prepare an Account Sales rendered hy John Paul of Rangoon to Haji Ahmed 

& Co. of Bombay, in regard to a Consignment of 100 cases of Indian Toys. 
H, What is a Joint Venture, and how does it differ from a Consignment? 

12. Explain the different methods employed to record Joint Venture transactions. 

13. When there are three parties to a Joint Venture, how would each party record 

the transactions relating thereto? 

14. What is an Account Current and how is it generally headed ? 

15. Explain the method of calculating interest on the Product System. 

IG. What is an Average Due Date and what purpose does it serve ? 

17. How would a Consignee deal with any unsold stock of Consignment Inwards? 


COKSIGNIVIENT ACCOUNTS. 

18. J. Moss i, Co. of Ixindon consign goods to the cost amounf nf c:na 4 .. 4 V.„?t. 
agent. J. Solomon, Hongkong, on which they pay frS LSre 
drawing on him at 90 days fo£ £1,300. They discount the n 

diarged £15 therefor, i^ey recoil A/S of 
Comrotssion. etc., £71, and a draft on the Bank of 4 U 

4 Co. • VonSteS 

(.Profit on Consignment, £174.) 
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19. Messrs. Jones & Co. of Leeds, holding goods which cost them £1,800 consigned 

them to Messrs. Mirsinghi & Co., Calcutta, on 17th March 1911, and rendered a pro forma 
invoice for £2,000. viS’hey paid for freight £60 and for insurance £10, and drew on 
Messrs. Mirsinghi & Co. at three months' sight for £1,000 against the shipment, selling 
the bill to the Bank of Bengal, Calcutta, A Commission of and an additional 1% 
del credere Commission are payable on sales. | Messrs. Mirsinghi accepted the bill on 
May 1st and obtained the goods, half of which wey sold for £1,100 gross on May 15th 
and the remainder on November 1st for £1,500 gross. In tim fin* case, the charges for 
landing and storage amounted to £20, and iri the latter to £35. In each case they 
deducted commission and remitted drafts at 'three months’ sight for fte balance. Make 
out Account Sales (ignoring^nterest) for the two transactions, and write up the accoimts 
as they would appear in the books of the Consignors. ^ 64 

XProfit on Consignment, ^584.)^ 

20. Charles Richardson & Co. of London, send upon consignment to William Robin- 
son & Co. of Alexandria, on 1st February 1910, for sale on their accoimt, 74 cases of 
Bradford goods invoiced pro forma at £100 per case. A commission of 2J% is payable 
on sales. Charles Richardson & Co. pay Freight £35, Insurance^ _ £1^- and draw on 
William Robinson & Co. a two months’ bill at sight for £1,000.' William Robinson & Co. 
pay Landing Charges £7, Insurance and Freight £20, and accept the bill on February 
21st and obtain delivery of goods. They seH~30 cases at £120 each, 24 cases at £125 each, 
and 20 cases at £130 each. Make out an Account Sales and enter up the Consignment 
Accoimts in Charles Richardson & Co.’s and in William Robinson & Co.’s books. 

(Incorporated Accountants.) 65 

(Profit on Consignment, £1,496.) 

21. What is an “ Account Sales ” ? In what particulars (if any) does it differ from 
a " Consignment Account ” ? On 15th October 1909, Pelmaine Bros, of London shipped 
to Donnison & Sons, of Port Elizabeth, 60 cases of mixed Sheffield goods. These goods 
were invoiced pro forma at £32 10s. per case. The London payments in connection with 
this consignment were; — ^Insurance £10 12s.; Freight £54 12s.; Sundry Charges 
£3 15s. The payments made by Donnison & Sons in South Africa were: — Storage 
£16 12s.; Landing Charges £6 10's.; Insurance £2 Us. On 15th December, Donnison 
& Sons sold 30 cases of goods at £45 per case, on 17th December 25 cases at £50 per 
case, and on 19th December the balance of the consignment at £51 per case. All the 
above sales were effected for prompt Cash. A Commission is payable to Donnison & 
Sons of 2% on all sales plus 1J% del credere Conunlission. On 1st November, 
Dehnaine Bros, drew a bill on Donnison & Sons for £1,000 which was duly accepted. 
Prepare an “Account Sales” showing the result of the above consignment, and show 
the transactions in Dehnaine Bros.’ boolcs. (London Chamber of Commerce.) C6 

(Profit on Consignment, £710-9-6.) 

22. Show how the above transactions would appear in the Ledger of the Consignees. 

67 

(Credit Balance on Consignor's Account, £1,729-8-6.) 

23. Show how the following transactions should appear in the books of Richard 
Random & Sons. They shipped goods to Paul. Gold, their agent at Cape Town, on 1st 
September 1904, and sent therewith a pro forma invoice for £578 (goods £500, freight 
£&) and insurance £18), On 28th October, Paul Gold Sent home an A/S from which 
it appeared that a portion of the goods had realised £460 ; and deducting expenses £10, 
and commission £25, he enclosed a draft at 3 months for the balance. The stock unsold 
amoimted at invoice price, plus expenses to £280. November 2nd he sent home 
another A/S which showed that the balance of the consignment had realised £320, which, 
less £8 expenses and £10 commission, he remitted by a 3 months’ draft, 

(Royal Society of Arts.) 68 
^ (Profit on Consignment, £149.) 

24. Goods are invoiced by P to his Agent in Rangoon at selling price. The Agent 
reports sales made and collection of book debts by him by monthly advice. He receives 
5% on cash collected, plus an allowance for expenses at the rate of Rs. 2,000 per annimi. 
During the half year ending 30th June 1926, goods were invoiced to the Agent at a value 
of Rs. 4,03,000. Such goods cost P Rs. 2,75,000 plus freight and charges thereon, Rs. 38,700. 
During the same period, sales were made by the .Ar'’r't rmouniin.' (<> Rs. 3,42,000. Debts 
collected were Rs. 2,88,000, and discounts were : li<iv,‘( J : ■noir:!!; g to Rs. 2,000. The 
Agent remitted to P Rs. 2,80,000. 


190 


ADVANCED ACCOUNTING 


Included in tha shipments to the Agent was a coMign^nt .partly “^ged by sm 
transit. A claim on the Underwriters was settled for Rs. 6,2OT, which 
proceeds of sale by the Agent, Rs. 8,300, exceeded the value invoiced by Rs. 300. 

At 30th June 1926, the unsold Stock in the hands of the Agent represents an 
invoice cost to P of Rs. tt,000. 

Prepare, in the books of P, Accounts showing the results of these transactions 

for the half-year ending 30th June 1926. . n cqo 7 n\ eg 

(Profit on Consignment, Rs. 63,870.; w 

25. On October 2nd, 1927, a Cigarette Manufacturing Company forwarded to itt 
Indian Representative, one million cigarettes, 5,00,000 each ^.Packets of ten rad 
The cigarettes cost 14s. Gd. rad 13s. 6d. per thousand respectively, and they are to oe 
sold, as far as possible, under bond, at tne best possible price. ^ 

The following statements were received from the Indian Representative at the 
end of the year: — 

CASH. 

Rs. 


To Sundry Debtors (for Sales 
in Bond) 

„ Cash Sales (for Sales Duty 
paid) 


( 1 ) 

Rs. a. 


6,800 

1,020 


Rs. 7,820 0 


By Advertising, Salary, Office Ex- 

penses & Landing Charges IjV^ 
„ Duty on Cigarettes cleared . . 690 

„ Draft on London at 60 days, 

£300 •• 4,056 

„ Balance • • 2,043 


Rs. 7,820 0 


(2) STOCK. 


10’s 

Received . . 5,00,000 

Sales tmder Bond 3,00,000 
Cleared for Cash Sales 
and free distribution 29,000 

3,29,000 


Stock in Bond .. 1,71,000 


Cleared Stock in hand .. 5,000 


5,00,000 

2,75,000 


40,000 


3.15.000 

1.85.000 



4,000 of the ten packing and 15,000 of the fifty, have been distributed free for 
advertising purposes. 

In the books of the Company, the only entry in connection with the above 
transactions is a credit to the Indian Representative’s Account of £300, the amorat 
of the draft sent by him, as referred to in Statement (1). The Indian Representative 
is entitled to a Commission of on all skies, with 3% del credere Commission, to 
be paid by cheque from London. The rupee to be talcen at l/6d. 

You are asked to prepare the Accounts embodying the above transactions in the 
books of the Company in London, showing the amount which would be treated as profit 
to 31st December 1927. All expenses and freight, with the exception of duty on cleared 
stock, are to be written oil as incurred 70 

(Profit on Consignment, £5-9-6.) 

_ 20. A Cloth Mill in Bombay sends regular consignments of cloth to Mes^. 
Billimoria and Company of Cawnpore, who are agents for selling the cloth at the risk 
of tho Bombay Mill. 

Record the following transactions in the Ledger Accounts showing the profit made 
on thc_ Cawnpore Consignment and the balance due by the Agents, after allowing them 
Commisrion at the rate of 3 pics per every lb. of cloth sold by them : — 

Total quantity of cloth consigned 2,56,000 lbs. at cost which amounted to 11 annas 
per lb. 

Total quantity of cloth sold 1,92,000 lbs. at 15 annas a lb. 

Total Remittances by the Agents Rs. 1^5,000 

^flway freight paid by the Agents Rs. 16,000. 

The balance of doth to be valued at cost price plus the Railway freight 
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Would it maKe any difference in the Mill’s ultimate profit, if the doth were 
consigned at 12 annas a lb. instead of at 11 annas a lb. (Stock being taken at the 
same price as above stated) ? 

(Profit on Consignment, Es. 33,000.) 71 


JOINT VENTURE ACCOUNTS. 

27. A obtained a concession to work a Tramway for 14 years. He sold it to a 
Syndicate for £5,000, put in £1,000 as Capital, and was appointed Manager at £500 
per annum. 

B patented a new motor (rights for 10 years), which was taken over and for which 
he was credited by the Syndicate with £2,000. He was appointed Engineer at £400 per 
annum. 

C brought in the rest of the capital required, £45,000. The Permanent Way cost 
£25,000 and the Plant and Rolling Stock £12,000. 

It was agreed to write off 10% of the former each year, and to reckon the life 
of the latter at 10 years. 

After providing for repairs and renewals, but exduding the salaries of the manager 
and engineer (which were paid), and all depreciation, the profits for the first seven 
years averaged £8,000 a year, of the balance of which C was entitled to three-fourths 
and A & B to the remainder in equal shares. 

Draw up a balanced Statement showing the position of the Capital Accounts at 
the end of the seven years, assuming no debits for drawings and no credits for interest. 

(Incorporated Accountants.) 72 
(Total Net Profit, £19,900.) 


28. Jones in London and Robinson in Quebec entered into a Joint Adventure in 
Timber, and the following transactions took place: — 

1914. 

June 1 Robinson bought Timber for. Cash £2,000. 

„ 1 Robinson paid freight and shipping charges thereon £130. 

„ 1 Robinson drew upon Jones for £1,600 at two months after date. 

„ 1 Robinson discoimted the above Bill, receiving therefor £1,585. 

„ 15 The Timber arrived in Liverpool, and Jones paid dock dues, landing 

charges, etc., thereon £25. 

„ 20 Jones sold one-third of the Timber for £850. 

„ 30 Jones sold another third of the Timber for £900. 

July 15 Jones sold the remaining third of the Timber for £800. Payment in 
each case was made by a bill at one month. 

Aug. 4 Jones met Robinson’s Bill for £1,600. 

20 The three bills received by Jones having been duly met, Jones remits 
” to Robinson a cheque in settlement. 


Draw up a Profit and Loss Account of the Joint Adventure, dividing the "Profit 
equaUy betwem the parties. Charge Jones with the discorat on the Bill dravm upon 
h^ hv Robinson Make out Accounts of Robinson md Jones, showmg the final 
settlement between them. . (aiaHered Accountants.) 73 

(Total Net Profits, £380.) 

21 A and B enter into a Joint Advent^e to ship goods abroad. A sends goods 
tn the value of £1,000, pays freight £W0, ai^ simdry e^enses £150. These transac- 
tioS take place o^ 1st January 1912. B semb goods valued at £750 on Februaiy 1st 
Ind^uavs freight and insurance £80 and sundry expenses £50. B advances to A on 
March 1st £450 on account of the venture. A receives Accoimt Sales and remittance 
nfoceeds for the whole of the goods ^ountmg to £2,500 on 1st April. Final 
be^een A and B is made on 30th April 1912. Show these transactions of 
thfSre emulating interest at 5% per annum m months. 

(Total Net Profits, £348-11-8.) 74 


in T, and Company in to B and Company of Bombay invoiced 

on Ist^’October 1922 at £1,000, which includes freight and insurance £2W. Their 

arrangetn Company are to sell goods at the best possible price and to reimburse 

Lmselves their charges mcludmg 5 per cent commission on sale S 
(b) Remittances to^n made by T. T. 
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(c) L and Company are to be allowed 6 per cent interest from date of invoice 
■until date of remittance. 

(d) Profits or Losses as disclosed by the Liveipool books are to be divided 

•- equally between the two parties. 

The goods arrive on 25th November 1922 and B and Company pay Duty Rs. 1,250 ; 
Landing, Clearing, and Godown charges Rs. G50 ; and Sundries Bs. 150. The Sjods ■were 
sold on 28th February 1923 for Rs. 19,000 and remittance made on 14th March 1923 by 
T. T, at 1/4J. Show the Ledger accounts in Liverpool and Bombay and prepare the final 
debit or credit note to close the matter. Also prepare the A/S to be sent to Liverpool. 

(B.Com.) 

(Total Net Profit. £72-10-0.) 75 

31. A and B doing business separately as building contractors, undertake jointly 
to build a buUding for a newly started Joint Stock Company, for a contract price of 
Rs. 1,00,000, payable as to Rs. 80,000 by instalments in cash and Rs. 20,000 fully paid 
shares of &e new Company, A Bankhig Account is opened in their joint names,_ A 
paying in Rs. 25,000 and B 15,000. They are to share profit or loss in the proportion 

of 2/3 and 1/3 respectively. Their transactions were as follows: — 


Rs. 

Paid wages .. .. .. .. .. .. .« 20,000 

Bought materials . . . . . . . . . . . . 70,000 

Materials supplied by A from his slock .. .. .. 5,000 

Materials supplied by B from his stock ,. .. .. 4,000 

Architects,’ fees paid by A .. .. .. .. 2,000 


The contract was completed and the price duly received. 

The Joint Venture was dosed by A taking up all the shares of the Company at 
an agreed valuation of Rs. 16,000, and B taking up the Stock of materials at an agreed 
valuation of Es. 3,000, 

Prepare (he Joint Venture Account showing the profit or loss, and the accounts 
of A and B showing the final distribution of cash. 

(B.Com.) 

(Total Net Loss, Rs. 12,000.) 76 

32. X and Y, two manufacturers, aCTee to lease and work a quarry for a period 
of five years from 1st January 1926. Under the terms of the lease they are liable for 
a royalty of annas two per ton extracted, with a minimum rent of Rs. 1,500 per annum 
and have the right to recoup shortworkings during the period of the lease. 


The following aie the transactions for the year ending 31st December 1926: — 


X— 

Paid rent to 30th September 1926 
Paid water rate to 31st March 1927 
Paid insurance to 31st December 1926 
Paid into Bank as Capital, 1st January 1926 
Y-- 

Paid into Bank as Capital, 1st January 1926 
Paid for materials 
Paid for -wages 


Rs. 

1,125 

150 

205 

1,000 

500 

5,000 

10,000 


The following sums were dra-wn on joint Banking account during the year; — 

_ , „ ^ Rs. 

Sundry Expenses .. .. .. .. „ 981 

Petrol, oil, etc. .. .. ,, .. .. .. 450 

On 31st December 1926, the following sums were outstanding for : — 

Materials .. .. .. 290 

Wages 190 


■o „ X supplied machinery valued at Rs. 1,000, and Y supplied a Motor Lorry valued at 
5,000. It was agreed that these should be treated as part of the capital introduced 
^ Y re^ectively, and that the machinery and lorry would be taken back by 
ca^ at the expiration of the period of five years at the values of Bs. 100 and Rs. 500 
respecUvcly. Allow 5 per cent interest on Capital, 
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At 31st December 1926, it was found that the total output o£ 8,000 tons had been 
taken over by X‘ and Y in the proportions of lj7tli and 6j7ths, respectively. 

Prepare (1) "Joint Venture with_ Y” account in X’s books; (2) “Joint Venture 
with X ’’ account in Y’s boolcs ; (3) " Joint Venture Revenue " account ; and (4) Balance 
Sheet as at 31st December 1926. 

(Total of Balance Sheet, Rs. 8,855.) ^ 77 

33. A and B enter into Partnership ns from 1st January 1926, for the purpose 
of dealing in property. They agree to divide profits thus— -67o per annum interest on 
capital, and the balance to A thrcc-fifOis, and to B two-fifths. 

Their property transactions arc as follows; — 

(a) Purchase of Office Buildings for Rs. 1,60,000 on 1st January 1926. A pays 
the deposit of Rs. 16,000 and on completion of purchase (on 28th February 
1926), brings in Rs. 80,000 cash, of which he borrows Rs. 30,000 from his 
bankers. B brings in Rs. 20,000 cash, and A and B borrow jointly from their 
bankers Rs. 44,000. Tiic property is sold on 30th June 1926 for Rs. 1,83,000. 
Upon completion of sale on Ujat date, A withdraws Rs. 35,000 and repays his 
bankers. While held by A and B, tlie property has yielded a surplus of 
rents over outgoings of Rs. 8,600. 

(b) Purchase of partly completed building for Rs. 70,000 on 30th June 1926. 
The purchase price is found by A, as to Rs. 40,000 and by B, as to Rs. 30,000. 
A and B arrange for completion of the building at a contract cost of 
Rs. 84,000. At 30th November 1926, they have paid Rs, 65,000 under this 
contract. On 30th November 1926, A and B sell the building as it stands, 
the purchasers taking over all liabilities under the building contract. The 
sale price is Rs. 1,53.000, of which 10% is paid on 30th November 1926, 
and the balance in 1927. 

Bank charges for the year arc Rs, 190. 

Prepare Accounts in respect of the partnership transactions of A and B for the 
year ending 31st December 1926. 78 

(Total Net Profit, Rs. 42,400; Balance Sheet Total, Rs. 2,00,410.) 


34, The following are the cash transactions on Joint Account of Dayabhoy and 
Ghelabhoy for the year ended 31st December 1920 : — 


To Balance in band, 1st Jan. 1920 
„ Rent Received; — 

Arrears to 31st Dec. 1919 , . 
On account of current year 
„ Sundry Dividends received .. 
„ Proceeds of sale of Rs. 10,000 
3|% Government Loan , . 
„ Expenses received from 
tenants : — 

Due to 31st Dec. 1919 
On accoxmt of current year 


Rs. 


Rs. 


Rs. 

5,000 

By Ground Rent; — 


To December 31, 1919 

750 

7,500 

„ September 30, 1920 

2,250 

28,500 

„ Sundry Expenses; — ' 

11,750 

Due to 31st Dec, 1919 

.■700 

On account of current year 

2,550 

7,850 

„ Dayabhoy — cash paid to him 

22,500 

„ Ghelabhoy — cash paid to him 
„ Balance in hand, 31st Decem- 

20,000 

750 

ber 1920 

14,650 

2,050 ' 

•• 

63,400 

Rs, 

63,400 


The properties are perpetual leaseholds, and stood in the books on 31st December 
1919, and on 31st December 1920, at their cost price, Rs. 3,50,000, The 3J% Government 
Loan stood in the Books on 31st December 1919 at Rs. 9,500. 

The investments on hand at 31st December 1920 were valued at Rs. 2,20,000 as 
against their book value on 31st December 1919 of Rs. 2,35,000. . • 

There was due by tenants on 31st December 1920 rent Rs. 6,250, and on account 
of expenses (recoverable) Rs. 600, whilst there was ground rent payable Rs. 750 and 
outstanding expenses Rs. 800. , 

Disregard questions of Income-tax and Interest ; and, assuming equal Capital and 
^are of Profits on 31st December 1919, prepare: — 

(a) Balance Sheet as on 31st December 1919 ; (b) Profit and Loss Account 'for the 
year ended 31st December 1920 ; and (c) Balance Sheet as on 31st December 1920. 79 

(Total Net Profit, Rs. 26,150; Balance Sheet Total, Rs. 5,91,500.) 

13 
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35. A in Bangalore enters into a Joint Adventure with B 'in Bombay to_ ship, 
cotton hales to C in Japan. A sends cotton to the value of Es. 30,000, pays railway 
freight, etc., Rs. 1,500 and sundry expenses Rs. 1,575. B sends goods -valued at Rs. 20,750 
and pays freight and insurance Rs. 1,200, dock dues Rs. 200, customs charges Rs. 500 
and other sund^ expenses Rs. 500. A advances to B Es. 6,000 on account of the 
venture. B receives Account Sales and remittance of net proceeds from C in Japan 
for, the whole of the goods amounting to Rs. 80,000. Show how these transactions 
would appear in the books of A and B respectively. 

(Total Net Profit, Rs. 23, m.) 80 


ACCOUNT CURRENT. 

36. From the following particulars make up an Account Current to be rendered 
by B. Bamji to J. Jones as at 30th June 1927. Interest at 5 per cent per annum to 
be calculated on each item separately : — 


1927 Rs. 

Jan. 1 Balance owing by Jones to 

Bamji . . 340' 

„ 5 Cash received from Jones . . 200 

„ 20 Bought Goods from Jones 150 
Feb. 5 Cash received from Jones . . 20 

„ 25 Goods sold to Jones . . 108 
Mar. 3 Cash paid to Jones .. 100 

„ 31 Goods sold to Jones .. 420 


1927 Rs. 

Apr. 10 Cash received from Jones 200 
„ 20 Goods sold to Jones .. 350 
May 1 Goods sold to Jones . . 240 
„ 10 Cash received from Jones 75 
„ 31 Goods sold to Jones . . 156 
JimelO Cash received from Jones .. 125 
„ 20 Goods sold to Jones ... 40 

81 


37. What is an Account Current, and in what way does it differ from an Account 
Sales? The following is a copy of the account of the Red River Trading Company, 
New Orleans, in the Ledger of John Blank & Co., London, so far as it relates to 
their actual dealings for the three months ended 31st March 1912. Draw up the 
Account Current in proper form, as rendered by John Blank & Co. on that date. Show 
interest at 5% per annum, calculated monthly. 


RED RIVER TRADING COMPANV. 


1912 ■ • £ s. d. 

Jan, 1 To Balance b/d. . . 549 10 0 

„ Cash— Sight Draft , . 150 0 0 

t, 31 „ ,, ,, , . 200 0 0 

„ Acceptance — 

3 months . . 500 0 0 

Feb. 29 „ Goods . . 445 15 0 

Mar. 31 „ „ . . UP 5 0 


1912 £ s. d. 

Jan. 31 By Account Sales — 

cotton .. 1,439 6 8 
,, „ .. U8 3 4 

Feb. 29 „ Cash-^ight Draft 450 0 .0 


(Chartered Accountants.) 
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opens a Bank Account on 1st January 1910, with the Rosedale 
£1,000. He pays in as follows: January 

f ‘ ■fess S'. 

39. Work out question No. 36 on the Product System. 84 

* A\XRAGE DUE DATE. 

Mowing dates and has accepted the 

you ’ar” detciroto^'^ amount payable on the average due date, 

‘ o5 

(Averoffc Due Date, 17tlt September.) 
«. What is an Average Due Date, and how is it ascertained? 

’’ows:— ^ purchased goods, the due dates for the payments of which are 
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MnrcJi 

5 th, 

£300, due April 

8th. 

April 

15Ui, 

£200, duo May 

18th. 

May 

lOlh, 

£275, due June 

13th. 

Juno 

5th, 

£400, due July 

8lh. 


Ho wi'-hcs to give a bill for tlic total amount due, the bill to be drawn on the 
average due date. Ascertain this date, 8G 

(Average Due Date, 31sf May.) 


42. A purchases goods from B ns follows: — 

July 1 £465. 

Aug. 15 £325. 

Sept. 8 £260. 

% 

The pajTnont in each case was to be made by a hill payable two months from 
the date of invoice, but A arranged for payment to be made by one bill, payable two 
months after the average date. What is the overage dale ? 87 

(^Average Due Date, Isf August) 



CHAPTER Vn. ^ 
PARTNERSHIP ACCOUNTS. 


The accounts explained in the previous pages were those of a sole trader 
doing business on his ovm. The expansion of business might necessitate a 
combination of money, skill, energy and experience, and thus, two or more 
persons may join hands with a view to carry on a business together and share 
the profits derived therefrom. This is known as a partnership. 

Definition. — The Indian Partnership Act, 1932, defines a Partnership as 
“ the relation between persons who have agreed to share the profits of a 
business carried on by all or any of them acting for all.” 

Persons who have entered into partnership with one another are called 
individually “partners” and collectively “a firm” and the name imder 
which their business is carried on is called the “firm name.” 

From the above definition it is clear that the following are the essentials 
which must exist in order to constitute a partnership, viz. : — 

(1) There must be an agreement between all the persons concerned ; 

(2) There must be a business ; and for this purpose, the word “ busi- 
ness ” would include any trade, profession or occupation ; 

(3) It must be carried on by some or aU of the partners for the benefit 
of all of them; and that 

(4) It must be carried on for the purpose of earning profits which 
would be divided amongst the partners. 

Rules for determining Existence of Partnership. — Sharing of Profits, 
although an important element in every partnership, is by no means a 
conclusive evidence to make the person in receipt of such a share a partner 
in the business. In determining whether a person is or is not a partner in a 
firrb, regard shall be had to the real relation between the parties, as shown 
by all relevant facts taken together. 

The sharing of profits or of gross returns arising from property by 
persons holding a joint or common interest in that property does not of 
itself make such persons partners. 

The receipt by a person of a share of the profits of a business, or of a 
payment contingent upon the earning of profits or varying \vith the profits 
earned by a business, does not of itself make him a partner with the persons 
carrying on the business ; 

and, in parficular, the receipt of such share 

(a) by a lender of money to persons engaged in any business, 

(b) by a servant or agent as remuneration, 

(c) by the widow* or child of a deceased partner, as annuity, or 

(d) by a previous owner of the business, as consideration for the 

sale of the goodwill or share thereof, 

™3i:c tlio receiver a partner with the persons carrjdng 

nf Duties of Partners. — ^Partners are bound to cany on the business 

I irm to tlio greatest common advantage, to be just and faithful to each 
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othep, and to render true accounts and full information of aE things affecting 
the firm to any partner or his legal representative. 

Deicmnnation of Rights and Duties of Partners.— The mutual rights and 
duties of the partners of a firm may be determined by contract between the 
partners, and such contract may be express or may be implied by a course 
of dealing. 

Such contract may be varied by consent of all the partners, and such 
consent may be express or may be implied by a course of dealing. 

General Conduct of the Business.— Subject to any agreement between 
the partners — 

(a) everj' partner has a right to take part in the conduct of the 
business ; 

(b) every partner is bound to attend diligently to his duties in the 
conduct of the business ; 

(c) any difference arising as to ordinary matters connected with the 
business may be decided by a majority of the partners, but no 
'change "may be made in the nature of the business without the 
consent of all the partners; and 

(d) every partner has a right to have access to and to inspect and 
copy any of the books of the firm. 

Mutual Rights and Liabilities of Partners. — Subject to any agreement 
between the partners — 

(a) a partner is not entitled to receive remuneration for taking part 
in the conduct of the business; 

(b) aU partners are entitled to share equally in the profits earned, 
and shall contribute equally to tlie losses sustained by the firm ; 

(c) where a partner is entitled to interest on the capital subscribed 
by him, such interest shall be payable only out of profits ; 

(d) a partner making, for the purposes of the business, Any payment 
or advance beyond the amount of capital he has agreed to 
subscribe, is entitled to interest thereon at the rate of six per 
cent per annum; 

(e) the firm shall indemnify a partner in respect of payments made 
and liabilities incurred by him 

(i) in the ordinary and proper conduct of tlie business, and 

(ii) in doing such act, in an emergency, for the’ purpose of pro- 
tecting the firm from loss, as would be done by a person 
of ordinary prudence, in his own case, under similar 
circumstances; and 

(f) a partner shall indemnify the film for any loss caused to it by his 
wilful neglect in the conduct of the business of the firm. 

Under the English Act, the rate of interest payable to a partner advancing 
money to the firm is 5 per cent, in the absence of any agreement to the 
contrary. 

Property of the Firm- — Subject to any agreement between the partners, 
the property of the film includes all property and rights and interest in 
property originally brought into the firm, or acquired by purchase or other- 
wise, in the course of the business of the firm, and includes also the goodwill 
of the business. 
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Unless the contrary intention appears, property and rights and interest 
in property acquired with money belonging to the firm are deemed to have 
been acquired for the firm- 

The property of the firm shall be held and used by the partners exclu- 
sively for the purposes of the business. 

Personal Profits earned by Partners. — ^If a partner derives any profit for 
himself from any transaction of the firm, or from the use of the property or 
business connection of the firm or the firm name, he shall account for that 
profit and pay it to the firm. 

If a partner carries on any business of the same nature as and competing 
with that of the firm, he shall accoupt for and pay to the firm all profits made 
by him in that business. 

Partnership Agreement. — A partnership is naturally the result of mutual 
agreement, and consequently,’ the various rights and interests of the partners 
in the partnership concern, as also the obhgations of the partners to each 
other arise from and are to be determined by the partnership agreement. 
The agreement may be by word of mouth, in writing, by deed, or may be 
implied from the conduct of the parties. It is always desirable, however, 
that a partnership agreement be put into writing embodying in clear and 
precise language the various terms and conditions as to the relationship of 
the partners to each other and also the internal working of the firm. Such 
an agreement, or any portion thereof, can be varied from time to time, either 
by express agreement or by tacit consent of all the partners. It must be 
noted, however, that although the partners may by agreement restrict the 
rights or liabilities of any one or more of their number, to the outside world, 
every partner is the unlimited agent of the firm and his other partners so 
as to bind the firm in matters within the scope of the partnership business, 
and every partner is hable to an unbmited extent for all the debts and 
liabilities of the firm incurred in the usual course of the business while he 
is a partner. 

Extent to wliich a Partner can bind the Firm. — Ordinarily, partnerships 
are assumed to be based on the mutual trust and confidence of each partner 
in the skill, knowledge and integrity of every other partner. As between the 
partners and the outside world, each partner is the unlimited agent of every 
other partner in aU matters connected with the partnership business and 
which are not beyond the scope of the partnership, irrespective of any 
private arrangements that may exist among the partners. It must be clearly 
understood, however, that a partner’s implied authority to bind his firm is 
limited to acts which are necessary for carrying on the partnership business 
and wWch are not in any way outside the scope of the partnership. An 
adnaission or representation made by any partner concerning the partnership 
affairs and in the ordinary course of the business, is evidence against the 
firm. Notice to any partner who usually acts in the partnership business of 
any matter relating to partnership affairs operates as notice to the firm, 
except in the case of a fraud on the firm, committed by or with the consent 
of that partner. 

Imphcd Authority of a Partner. — ^In the absence of any usage in the kind 
ot business in question or the custom of the firm, it may be assumed that 
partner in a trading business has an implied authority to do the 
loUowng acts on behalf of his firm : 
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1. Buy goods 'on account of the firm. 

2. Sell any of the partnership goods. 

3. Receive payments of debte due to the firm and give valid receipts. 

4. Draw cheques, and draw, accept ahd endorse BiUs of Exchange and 
Promissory Notes in the name of the firm, 

5. Borrow moneys on the credit of the firm with or without pledging 
the firm’s goods. 

6. Engage servants for the partnership business. 

In the absence of any usage or cu.stom of trade to the contrary, the 
implied authority of a partner does not empower him to — 

(a) submit a dispute relating to the business of the firm to arbitration, 

(b) open a banking account on behalf of the firm in his own name, 

(c) compromise or relinquish any claim or portion of a claim by the firm, 

(d) withdraw a suit or proceeding’ filed on behalf of the firm, 

(e) admit any liability in a suit or proceeding against the firm, 

(f) acquire immovable property on behalf of the firm, 

(g) transfer immovable property belonging to the firm, or 

(h) enter into partnership on behalf of the firm. 

Extension or Restriction of Partners’ Implied Authority.— The partners 
in a firm may, by agreement between themselves, extend or restrict the 
implied authority of any partner. Notwithstanding any such restriction, any 
act done by a partner on behalf of the firm which falls within his implied 
authority binds the firm, unless the person with whom he is dealing knows 
of the restriction or does not know or believe that partner to be a partner. 

Liability of a Partner. — ^Every partner is liable, jointly with all the other 
partners and also severally, for all acts of the firm done while he is a partner. 

It is important to note that whereas the liability of a partner under 
the Indian Partnership Act is joint and several irrespective of whether the 
liability relates to contracts or torts, the English Act makes the partners 
liable jointly for contractual liabilities and jointly and severally for liabilities 
for torts. 

Liability of an Incoming Partner. — A person who is admitted as a partner 
into an existing firm does not thereby become liable to the creditors of the 
firm for anything done before he became a partner. But, if a person on 
being admitted into partnership takes over the debts already incurred, by 
an agreement with the existing creditors' of the firm, he will be held liable 
jointly with his co-partners for such debts. 

liability of a Retiring Partner. — partner who retires from a firm does 
not thereby cease to be liable for partnership debts or obligations incurred 
before his retirement; but a retiring partner may be discharged from any 
existing liabilities by an agreement to that effect between himself and the 
members of the firm as newly constituted and the creditors, and this agree- 
ment may be either express or inferred from the comse of dealing between 
the creditors and the firm as newly constituted. In any case, the existing 
creditors of the firm must be a party to any agreement relieving the retiring 
partner from debts and obligations incurred during the time that he was 
a partner. 
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liability of Estate of Deceased Partner. — ^Wliere under a contract between 
the partners the firm is not dissolved by the death of a partner, the estate of 
a deceased partner is not liable for any act of the firm done after his death. 

Right of Outgoing Partner to share Subsequent Profits. — Where any 
member of a firm has died or otherwise ceased to be a partner, and the 
surviving or continuing partners carry on the business of the firm wth the 
property of the firm wthout any final settlement of accounts as between 
them and the outgoing partner or his estate, then, in the absence of a 
contract to the contrary, the outgoing partner or his estate is entitled at the 
option of himself or his representatives to such share of the profits made 
since he ceased to be a partner as may be attributable to the use of his share 
of the property of the firm, or to interest at the rate of six per cent per 
annum on the amount of his shai-e in the property of the firm. 

Under the English Act, the rate of interest is 5 per cent. 

Introduction of a New Partner. — Subject to contract between the partners, 
no person shall be introduced as a partner into a firm Nvithout the consent 
of aU the existing partners. 

A person who is introduced as a partner into a firm does not tliereby 
become liable for any act of the firm done before he became a partner. 

Expulsion of a Partner . — A partner may not be expelled from a firm by 
any majority of the partners, save in the exercise in good faith of powers 
conferred by contract between the partners. 

Retirement of a Partner. — A partner may retire in any of the following 
ways'. — 

(a) With the consent of all the other partners ; 

(b) In accordance with an express agreement by the partners; or 

(c) Where the partnership is at will, by giving notice in %vriting to 
aU the other partners of his intention to retire. 


Principal Clauses in Partnership Agreement — ^Among other things, a 
Partnership Agreement must necessarily contain provisions upon the follow- 
ing matters" — 


1. The name of the firm and the nature of the partnership business. 

2. The commencement and duration of the partnership. 

3. The amount to be contributed by each partner as his capital. 

4. The extent to which each partner is to be allowed to withdraw sums 
in anticipation of profits. 

5. How the profits or losses are to be divided. 

6. If any interest is to be allowed on the capital of each partner and 
the rate per cent. 


7. The rate of interest, if any, to be charged on the drawings. 

8. If any partner is to be allowed any salary. 

9. How further capital, if necessary, is to be introduced. 

10. Provision in regard to amoimts to be brought in by any of the 
partners by way of loans and the interest thereon. 


.^^-1 P®^®*^hip transactions to be duly recorded in a proper 
to the place of business and such books to be open 

to inspection of every partner or his representative. 
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I2v That the accounts of the firm be prepared annually and after being 
duly audited by professional auditors, the firm’s Balance Sheet be signed 
by all the partners as eNddence of their acceptance. 

13. The basis on which to determine the amount payable to a retiring 
partner or the representative of a deceased partner in respect of capital and 
accrued profits since the last accounts. 

14. The basis of valuation of tlie goodwill of the firm, if any, as also 
the other assets, for the above purpose. 

15. Clauses as to the rights and duties of each partner. 

16. Clauses in regard to restrictions, if any, to be placed on the autho- 
rity of any one or more of the partners to bind the firm in matters relating 
to the partnership business. 

17. How any capital loss arising from the insolvency of any of the 
partners is to be borne. 

18. An arbitration clause, for matters in dispute to be determined by 
submission to an arbitrator. 

Capital of Partners. — ^There is no implied obligation in law that partners 
must bring capital in equal or in any stated proportions, and the matter rests 
absolutely wfii the partners to decide. It is even not necessary that every 
partner must contribute something towards the firm’s capital, and instances 
may be found where a partner is admitted into a firm without his introducing 
, anything by way of capital. The capital of a partnership firm as originally 
determined by agreement may be increased from time to time by further 
contributions and by tmdrawn profits, or may be decreased by withdrawals 
and losses, or the proportions of capital as originally determined may be 
altered, by the mutual consent of all the partners. Such consent need not 
be expressed in writing but may be tacit and proved from the conduct of 
the parties. Further, the capital to be contributed by each partner need not 
necessarily consist of cash payment, but may be satisfied by the introduction 
of assets other than cash, such as Stock-in-trade, Fixtures, Plant, etc., by 
mutual agreement. 

Drawings of Partners- — ^The Partnership Deed generally includes a clause 
allowing each partner to withdraw a certain amount at each periodical 
interval in anticipation of his share of profits. Such withdrawals are debited 
to a separate Drawings Account of each partner. Whether such drawings 
are chargeable with interest, is again a matter of arrangement between the 
partners. In many cases, whereas the capitals bear interest, the drawings 
are not chargeable with such interest, and the student would do well-never 
to calculate interest on drawings while working out a problem unless he 
has been asked specially to do so. 

Sharing of Profits and Losses- — ^The proportions in which profits or losses 
arising from the business are to be divided will depend upon the agreement 
between the partners. In the absence of any such a^eement, even where 
the capitals are in unequal amounts, the partners will be deemed by law 
to be equal sharers in profits or losses on the ground that the Court caimot 
be expected to enter into questions, of partners’ merits. It may be that a 
partner contributing a very small _ portion towards the firm’s capital may 
bring into the business special skiU which cannot be measured in terms 
of money, and by virtue of this attribute he stands to share as much out 
of the profits as another partner who has contributed a much larger sum in 
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the shape of capital, but who is not possessed of the requisite skill. Again, 
one partner may be taking an active part in the conduct of the business, 
and the others may not be. It is evidently, therefore, left for the partners 
themselves to decide as to what would be the most equitable mode of 
sharing profits or losses. Where the partnership deed provides for the profit 
being shared in a particular manner and there is no mention of how the 
losses should be borne, the assumption is that these should be borne in 
the same proportions. Firrther, it is quite legal and competent for the 
partners to arrange for the profits to be divided in certain proportions and 
the losses to be borne in quite other proportions. It is equally competent 
for the partners to agree to exempt one or more of them from bearing any 
losses. The share of profit applicable to each partner would be debited to 
the Profit and Loss Account and credited to his Capital Account. If there 
is a loss, the same would be adjusted by debiting each partner’s Capital 
Account wth his respective share and crediting the Profit and Loss Account. 


Interest on Capital. — Where the capitals are contributed in certain pro- 
portions and the sharing of profits or losses is not in proportion to capitals, 
interest on the capital of each partner is generally calculated at an agreed 
rate per cent, and is considered as a charge on the Profit and Loss Account, 
before the ascertainment of net profits. It must be remembered, however, 
that no such interest on his capital can be claimed by any partner as a matter 
of right, in the absence of an agreement to that effect. Where the capitals 
are unequal, but the profits are shared equally, the partner with larger amount 
of capital would otherwise be at a disadvantage and the one with smaller 
capital would benefit at the expense of his co-partners ; again, where the 
■ capitals are equal, but the profits are shared in unequal proportions, the 
partner taking the largest share of profits would otherwise get an undue 
benefit over the others and the adjustment in regard to interest on capital 
vnll tend to lessen the inequality. It is thus clear that the allowance of 
interest to each partner on his respective capital will tend to balance the 
accounts equitably between the partners inter se or, in any case, serve to 
compensate the partner with larger capital contribution. Even where the 
profits are shared in the same proportions as the capitals, it is usual and 
desirable that interest on capital be brought into account in order to enable 
the partners to see what profit they realised from the business over and 
above the mterest they would have earned if the same capital were invested 
in gilt-edged securities. Interest on Capital is .debited to Profit and Loss 
Account and created to Capital Account of the partner concerned. Where, 
however, the capitals are agreed to be fixed, such interest will be credited 
to the Current Account of each partner. 


, Interest on Drawings — Where the partnership agreement provides, for 
the allowance of interest at a certain rate per cent, on the capitals of the 
partaers, it does not necessarily follow that such interest should be calculated 
j ^ drawings. If it is desired that interest should also be charged on 
the to-^^gs, there should be a distinct mention to that effect in the agree- 
men . where^ .the capitals and the sharing of profits are equal and the 
awmgs Me m unequal sums, interest is usually charged on the drawings 
arrangement in order that the accoimts of the partners may be 
on oaTO+ri ^ ^nter se. As has been said above, the question of interest 

Md ^ purely a matter of agreement betiveen the partners, 

the term? prepared with due regard tq 

conditions of such, an agreement, if there exists any. 
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' , Partners’ Salaries. — It frequently happens that one of the partners may 
he devoting his entire time to the business whereas the others may not, and 
under such a circumstance, it is usual to allow the former an agreed salary 
before the ascertainment of the net profit. The practice of allowing salary 
usually obtains in a firm where there are junior partners with hardly any 
capital contribution who take a very small share of the profits and yet who 
devote the whole of their time and energy to the business. When such 
salaries are drawn out in cash from month to month, they should be charged 
to Partners’ Salaries Account. Where, however, lump sums are withdrawn 
at irregular intervals on account of salaries, these would be debited to the 
Drawings Account of the partner concerned and an adjustment would have 
to be made at the end of each financial period, debiting Partners’ Salaries 
Account and crediting the Capital Account of the partner with the annual 
amount of salary due to him. 

Loan by a Partner. — ^Any advances by a partner by way of loan will carry 
6 per cent interest by implication (in England 5%), unless otherwise agreed 
upon ; and this is irrespective of the fact whether the capitals bear any 
interest or not. But the partners by mutual consent may agree to allow a 
higher or lower rate of interest on such loan, in which case such agreement 
will hold good. A partner can claim a repa 3 mient of his loan, in the absence 
of any agreement to the contrary, although he cannot ask for a refund of his 
capital. In case of a dissolution, such loan by a partner would rank to be 
repaid in priority to the refund of capitals, but after the claims of all outside 
creditors are satisfied in full. Loan by a partner must be credited to a 
separate account from his Capital Account and must be distinctly stated 
in the Balance Sheet. 


Fixed and Floating Capitals,— A separate Capital Account is opened in 
the name of each partner and is credited with the amount of capital contrx- 
buted by him on the formation of the partnership and with former amounfe, 
if any, brought in subsequently as additional capital. Ihere is also a separate 
Drawings Account in the name of each partner, and this account is debited 
with .the respective partner’s drawings from hme to time. At the end of 
each financial period, the debit balance on the Drawnngs Accqunt representing 
the total Withdrawals by each partner is transferred to the debit of his 

Capital Account, aTa«" -at S 

S'Jots Sr"? 41 

Account As a result of these adjustmenfe, the Capital Account of each 
paSiefat the tnl of the year would he ma^jip of the capital as it stood at 
partaer at tne ena interest and share of profits, and less drawings 

Sc cS? itcomt ff dScd by btoe at the end of each financial pSi 

St 2niror<?at.-3S“f 

mote it Capitate 

shall be fixed j'ijltint of each partner would Pf*”?' 

ttS’atlStfioP to -pit"'- »» adiuBtaent wifi Znt So”? 
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Capital Accounts, and the balance on each such account wll remain at the 
same figure from year to year, representing the original capital contribution'. 
In this case, instead of the Drawings Account, there will he a separate 
Current Account of each partner, and the withdrawals by each partner would 
be charged to this account. The adjustments at the end of each financial 
year in regard to Interest on Capital and Drawings (as may be arranged) and 
share of profit or loss will all he made on the Current Accounts of the 
partners. The Current Account of each partner wll then he closed by 
balance, and will be shown quite distinct from the Capital Accoimts on the 
Balance Sheet, A credit balance on such Current Account left after all the 
above adjustments would mean that the partner has not withdravm the whole 
of the profits and the interest on his capital due to him, and he may draw 
this balance any time he chooses. A debit balance, on the other hand, would 
signify that the partner has overdrawn his share of profits and interest to the 
extent of such balance and he may be required either to refund this excess 
withdrawal or make good this debit balance by reducing his future drawings. 

Where the Capitals are agreed to be fixed quantities, the balance on 
the Current Accormt of each Partner must be shown as a separate item 
in the Balance Sheet. If such an account shows a debit balance, < it will 
, fall on the assets side of the Balance Sheet and, if it shows a credit balance, 
it will appear as a liability. 


— -jLlTJSTRATION 46, 

A and B are partners sharing profits in proportions of 7ll0ths and SllOths with 
Capitals of Rs. 15,000 and Rs. 10,000 respectively. 5% interest was agreed to be calculated 
on the Capital of each partner and B is to be allowed an annn^ salary of Rs. 2,400 which 
has not been withdrawn. During the year 1931 A withdrew Rs. 1,200 and B Rs. 2,000 in 
anticipation of profits. The profits for the year prior to calculation of interest on 
Capital, but after charging B’s salary, amounted to Rs. 8,000. A provision of 74% on 
this amount is to be made in respect of commission to the Manager. Show the partners’ 
accoimts, (a)_ Where the Capitals are fluctuating quantities, (b) where the Capitals are 
fixed quantifies; and (c) the Accoimt lowing the allocation of profits. 


Solution, 


(a) Where the Capitals are fluctuating. 

A’s CAPITAL ACCOUNT. 


1931 
Dec. 31 

>1 ft 

To Drawings Account 
— Transfer 
„ Balance c/d. 

1 

...! 1^00 
...| 18,855 

1931 
Jan. 1 
Dec. 31 

ft » 

By Balance b/fd 
„ Interest 
„ Profit and Loss 

Appropriation Account ... 

Rs. 

15,000 

750 

4,305 



Rs. _2p,055 


Rs. 

20,055 



1 

li 

1932 
Jan. 1 

K Balance b/d. 

18,855 


1931 i 

■■ 

Dec, 31 i 

To Bank 


! 


A’s DRAWINGS account. 


Rs. 


Rs. 

1,200 




1,200 


1931 
Dec, 31 


By Capital Account- 
Transfer 


Rs. 


Rs. 

1,200 

1,200 
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B’s CAPITAL ACCOUNT.; 


,1931 
Dec. 31 


To Drawings Account- 
Transfer 
i „ Balance c/d. 



Rs. 

1931 


Rs. 



Jan, 1 

By Balance b/£d. . ; , ... 

10,000 


2,000 

Dec. 31 

Salary , ... 

2,400 


12,745 


„ Interest 

. 500 



90 00 

„ Profit and Loss 





Appropriation Account... 

1,845 

Rs. 

14,745 


Rs. 

14,745 


■ 

1932 
Jan. 1 

, „ Balance b/d. 

■HI 


B’s DRAWINGS ACCOUNT. 


1931 



Rs. 

1931 

,* 

. Rs.' , 

Dec. 31 

To Bank 


2,000 

Dec. 31 

By Capital Account— 







Transfer 

2,000 . 



Rs. 

2,000 


./ Rs. 

2,000 , 


(b) Where the Capitals are fixed. 

A's CAPITAL ACCOUNT. 


1931 
Dec, 31 

To Balance c/d. 

««• 

Rs, 

15,000 

1931 
Jan. 1 

By Balance b/fd.'^^ 


1 , 

Rs. . ■ 
15,000 - 



Rs. 

15,000 



Rs. 

15,000 ■/ 

' 



■ 

1932 
Jail. 1 

By Balance b/d. ' , ■ 

' - ' • • 



A’s CURRENT ACCOUNT. 


1931'’ 
Dec. 31 

To.Bank'^ ( ■ -- 

/„ Balance c/d; J.. 

: Rs, 
1,200 
• 3,855 

1931 . 
Dec. 31 
„ ' ,1 

By Interest on Capital , ... 

„ Profit and Loss Appro--^^ - 
priation Account ; 

i .^Rs.':,','; 

;750': 

> 

Rs. 

:5,05^ 


, ''■'fjRs.ll 


' 

, _ . ; . 


1932 
Jan. 1 

By Balance b/d.' ,.-j 

>13,355^; 


B’s CAPITAL ACCOUNT, 




i ■ 1931 


Rs. 

1931 

: i -Dec. 31 

To Balance c/dr ; , ' :... 


Jan. ■ 1 


• - Rs.-, 





r-’ .. 

;I932 
Jan. 1 






, By Balance b/fd, 

By, Balance b/d, 
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B’s CURRENT ACCOUNT. 


1931 
Dec. 31 

To Bank 
„ Balance c/d. 

Rs. 

2,000 

2,745 

1931 
Dec, 31 

» tf 

it t* 

By Salary 

„ Interest on Capital 
„ Profit and Loss Appro- 
priation Account 

Rs. 

2,400 

500 

' 1,845 


Rs. 

4,745 


Rs. 

4,745 




1932 
Jan. 1 

By Balance b/d. 

2,745 

(c) 

PROFIT AND LOSS APPROPRIATION ACCOUNT. 


1931 
Dec. 31 

To 7J% Commission 
— Manager 

„ Interest ; — Rs. 

On A's Capital 750 

On B’s Capital 500 

Rs. 

600 

j 1,250 

1 6,150 

1941 
Dec. 31 

By Profit and Loss Account 
— Transfer 

Rs', 

8,000 


,, Net Profits transferred 
to Partners' Capital 
Accounts; — Rs. 

A 7/lOths 4,305 

B 3/lOths 1,845 





Rs. 

11 8,000 


- Rs.- 

-8,000 

^ - . ..... - , , 


11 


- 



Record of Partnersliip Transactions' — The record of partnership transac- 
tions does not call for any special methods of book-keeping, and consequently, 
the system of double entry as explained in the previous pages will be pre- 
siimed to be utilized to keep Partnership Accounts. In so keeping the books, 
all t^t is necessary to see is that they should be kept in as simple a form as 
possible, having regard to the particular nature and requirements of the 
business, so that the annual Profit and Loss Account and Balance Sheet can 
be easily made out therefrom and the position of the firm as also that of each 
of its partners may be readily ascertained. 

^e following illustrations will serve to show the working of the Part- 
nGTSiiip Accounts in. their vsrious phases z ‘ 


^ILl^rSTUATION 47. 

Capitals of Rs. 40,000, Rs. 15,000 and Rs. 5,000 res- 
profite and losses equally. The net profit for the year 1931, before 
amounted to Rs 27,000 Show the amount of each partnePfi 
no haterest is calculated on the Capital, and (b) where 5 % 
interest on Capital is brou^t into .account, before adjustment of profits. 

Solution. 


under calculation of interest on Capital, wiU be divided as 


l/3rd of Rs. 27,000 = Re q non 
l/3rd of Rs.27000 = Rf 'S 
i/ 3 rd of Rs. 27:000 = 

and li!S jScount^^v^^appSir^u^;if prior to division of profits, the Profit 


A 

B 

C 
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PROFIT AND LOSS ACCOUNT. 


To Interest on 

A's Capital Account 

Bs (1 ir 

C s ji 

Rs. 

2,000 

750 

250 

Rs. 

3.000 

24.000 

By Balance b/fd. 

- 

... 

Rs. 

27,000 

„ Net Profit transferred to 
Partners' Capital Accounts 

A 1/3 

B 1/3 

C 1/3 

- Rs. 
8,000 
8,000 
8,000 


• 










Rs, 

27,000 



Rs, 

27,000 









Therefore, after calculation of Interest on Capital, the profits earned by eadh 
partner will be as follows : — 



Interest 

and 

Profits. 



Rs. 


Rs. 

Rs. 

A 

2,000 

tf 

8,000 

= 10,000 

B 

750 

it 

8,000 

= 8,750 

C 

250 

it 

8,000 

= 8,250 


Note- — ^From the above, it is clear that where the Capitals are unequal and the 
profits are shared equally, it is desirable to calculate a reasonable rate of interest on the 
capital of each partner before the ascertainment of distributable profits, in order that 
* the partners with larger Capitals may be duly compensated. 

J 

ILLUSTRATION 

A, B and C are partners with Capitals of Rs. 20,000 each and share profits in’ 
proportions of i, i and i. The net profit for the year 1931, before calculating Interest 
on Capit^ amounted to Rs. 27,000. Show the amount of each partner’s gain from the 
firm, (a) if Interest on Capital is ignored, and (b) if 5% Interest on Capital is to 
be calculated before adjustment of profits. 


% 


Solution. 

' (ft) The profits, prior to calculation of Interest on Capital, will he divided as 
under: — 



Rs. 


Rs. 

o£ 

27,000 


13,500 

of 

27,000 


10,125 

of 

27,000 

nr 

3,375 


(b) Where Interest on Capital is calculated before division of profits, the Profit' 
and Loss Account will appear thus ; — 


PROFIT AND LOSS ACCOUNT, 


To Interest on 

A’s Capital 

B’s „ 

C’s ., 

Rs. 

1,000 

1,000 

1,000 

Rs. 

3,000 

24,000 

By Balance b/fd. 

SI 

Rs. ’ 
27,000. 

„ Net Profit transferred to 
Partners' Capital Accounts :• 
A 1/2 

B 3/8 

C 1/8 

-Rs. 

12,000 

9.000 

3.000 



\ 






c. 

Rs. 

27,000 


R&, 

27,000 
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Therefore, 

after calculation 

of Interest lon Capital, 

the profits 

earned by each 

partner will be 

as follows:— 




*'■ Interest 

and Profits. 




Rs. 

Rs. 


Rs. 

■' A 

1,000 

„ 12,000 


13,000 

B 

1,000 

„ 9,000 


10,000 

C 

1,000 

„ 3,000 


4,000 


Note. — From the above, it will be seen that where tlic Capitals contributed by 
the partners are equal but the profits arc diared in unequal proportions, it is desirable 
to bring into account Interest on Capital at a certain rate per cent prior to division of 
profits, in order tliat the partner talcing the least share of profits may at least be 
compensated equally along with the other partners by way of interest on his Capital, 
so ^t the inequality in the division of profits may be least felt. 

.iLLUSTRATION 49. 

P having commenced business on 1st January 1930 with a Capital of Rs. 10,000 
admits Q into partnersliip with a Capital of Hs. 8,000 on 1st May 1930. P and Q then 
take over R as a partner on 1st August 1930 with a Capital of Rs. 5,000. On 1st November 
P, Q and R contribute by way of further Capitol Rs. 1,000, Rs. 2,000 and Rs. 3,000 
respectively. The profits for the year ended 31st December 1930 amounted to Rs. 0,630 
and are agreed to be shared in proportions of, Capitals. Show the division of profits at 
the end of the year. , , 


Solution. 

, P RsP 

c i 10,000 X 12 = 1,20,000 
’ 1,000 X 2= 2,000 


I 


ylks. 1,22,000 


Q Rs. 

8.000 X 8 = 64,000 

2.000 X 2 = 4,000 

Rs. 68,000 


R Rs. 

5.000 X 5 = 25,000 

3.000 X 2 = 6,000 

Rs. 31,000 


•f./The proportions are 122 : 63 : 31. 

P takes Rs. 3,660; Q Rs. 2,040 and R Rs. 930 of the net profits. 

.^illLUSTBATION 50. 

/ f 

/ l^e Capital Accounts of X, Y and Z stood at Rs, 20,000, Rs. 15,000 and Rs. 10,000 
respectively after the necessary adjustments in respect of the Drawings and the Net 
Profits for the year ended’ 31st December 1930. It was subsequently ascertained that 
Interest on Capital and on the Drawings of each partner had been omitted. The 
drawings of the partners had been X Rs. 2,000, Y Rs. 1,500 and Z Rs. 1,200 and the 
Interest on these amounted to Rs. 40, [Rs. 30 and-Bs. 15 respectively. The profits for 
the year as already adjusted amounted to Rs. 10,000. The partners share profits in 
proportions of 2|5ths, 2l5ths and ll5th. Give the adjusted Capital Accounts of the 
partners together widr the Jommal Entries necessary for such adjustments. 


Solution. j 

The opening Capitals of partners, for the purpose of calculating interest thereon, 
are ascertained as under : — 



. X 

Y 

Z 

Capitals at the end of the year 

Add Drawings during the year 

■’Rs. 

20,000 

2,000 

Rs. , 

15,000 

1,500 

Rs. 

10,000 

1,200 

Less Profit 

22,000 

4,000 

16,500 

4,000 . 

11,200 

2,000 

Capital at the beginning of the year 

18,000 

12,500 

9,200 
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JOURNAL lINTRIES. 



— • ■' . ■■ 

Profit and Loss Adjustment Account ... ... Dr. 

To X's Capital Account 

" y,® " *' 

ffOS ft tf 

(Being the adjusting entry for interest on partners' 
Capitals not taken into account in the Profit and Loss 
Account). 

L.F, 

Rs. 

1,985 

Rs, 

900 

625 

460 

1 

X’s Capital Account ... ... ... Dr. 

Y’s 

f, ^ ff ««* •4* ff 

t» |y * »•» 1 ••• f# 

To Profit and Loss Adjustment Account 
(Being the adjusting entry for interest onipartners' 
drawings not accounted for in the Profit and Loss 
Account). 

' 

40 

30 

15 

85 


X’s Capital Account ... ... ... Dr, 

Y s „ „ ... ... &.. ,» 

X s ,, ,, ... ... ... ,, 

To Profit and Loss Adjustment Account 
(Being the loss on the above adjustments transferred 
to partners’ Capital Accounts in their profit-sharing 
proportions). 

1 

760 

760 

380 

1,900 


X’s CAPITAL ACCOUNT. 


1930 


Rs. 

1930 


Ra. 

Dec. 31 

To Profit and Loss Adjust- 


Dec. 31 

By Balance b/fd. ... 

20,000 


ment Account— Interest 



„ Profit Und Loss Adjust- 



on Drawings ... 

40 


ment Account — Interest 


It 

„ Profit and Loss Adjust- 



on Capital 

900 


ment Account— Loss on 






adjustments, 2/5lhsshare 

760 




t| 

„ Balance c/d. 

20,100 





Rs. 

20,900 


Rs. 

20,90^ 




1931 




• ' 

HI 

Jan. 1 

By Balance b/d. 

20,100 


Y’s CAPITAL ACCOUNT. 



Rs. 

1930 

- 

To Profit and Loss Adjust- 


Dec, 31 

By Balance b/fd. 

ment Account — Interest 



„ Profit and Loss Adjust- 

on Drawings 

30 


ment Account — Interest 

„ Profit and Loss Adjust- 



on Capital 

ment Account — Loss on 




adjustments, 2/5ths 




share 

760 



„ Balance c/d.. 

14,835 



Rs. 

15,625 


Rs. 



1931 



■B 

Jan. 1 

By Balance b/d. 


1930 
Dec. 31 


Rs. 

15,000 

625 


15,625 


14,835 


14 
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Z’s CAPITAL ACCOUNT. 


1930 
Dec. 31 

it 

To Profit and Loss Adjust- 
ment Account — Interest 
on Drawings 

„ Profit and Loss Adjust- 
ment Account— Loss on 
adjustment, l/5th share 
„ Balance c/d. 

Rs. 

15 

380 

10,065 

1930 
Dec. 31 

By-Balance b/fd. 

„ Profit and Loss Adjust- 
ment Account— Interest 
on Capital 

« 

Rs. 

10,000 

460 


Re. 

10,460 


Rs. 

10,460 




1931 
Jan. 1 

By Balanceb/d. 

10,065 


.^•"ILLUSTRATION 51. 

Prom the following Trial Balance, prepare the necessary final accounts for the 
-> year ended 31st December 1940. 

Dr, Cr, 



Land and Bmldings 
O Sundry Debtors 
Sundry Creditors 
■<S Plant and Machinery 
'V Purchases— Raw Mateiials (Less Returns) 

"V Sales— (Less Returns) 

Pinished Stock, 1st Jan. 1940 
•f Raw Matenals, 1st Jan. 1940 
't''WoTk in Process, 1st Jan. 1940 
*1 "Wages 

•It Factory Rent and Taxes 

Works Managers 

i s/Royalties 
Advertising 

' Office Rent and Insurance 
V Printing and Stationery 

v' Office Expenses / ^ 

^Carnage Inwards* / 

Carnage Outwards 
S Discounts allowed 
3 Discounts received 
Bad Debts 

? Reserve lor Doubtful Debts 
-r-itjrvT'actory Expenses 
' ' "5 Patent Rights 

X'b Capital Account 
..pY's Capital Account 
, X's Drawings 
jY’s Drawings 
^ X’s Loan Account 
X Cash at Bank 
'^Cash m Hand 


The Stqck on 31st December 
Haw Materials 
Work-in-Process 
Finished Goods 


was as follows ; — 



26,000 

40,500 

20,000 

35.000 

•18,000 

3.500 

L 2,000 

27.000 

2.500 
5,600 
1,200 

3.000 

4.800 

1.000 

5.800 

1,100 

600 

1,400 

750 

v^3,400 

2,000 


3,600 

2,500 


45,000 


1,23,400 


1,100 

1,000 

16,000 

25,000 


4,000 


4,000 

250 


Rs. 


I 2,15,500 


2,15,500 


Es. 

. . 4,000 

.. 4,500 

.. 28,000 
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Sss??? • 

Hie outstanding expenses were— ^Factory Rent, Rs. 250, Wages Es, 600 and Office 
.Salanes Rs. 3,000. Write ofl. Rs. SOOuis Bad Debts and provide 5% Reserve for Doubtful 
Debts, and 5% provision for Discounts. Depreciate Buildings by 2%, Plant by. 

and Patents by 10%. X and Y arc entitled to salaries of Rs. 2,400 and Rs.' 1,800 
per annum. 5% Interest is to be calculated on Capital. The profits were shared in pro- 
, portions of 3j5ths find 215ths. 


Solution. 


TRADING ACCOUNT, • 

For the year ended 31st December 1940, 


Rs. ; Rs. 


To Stock, 1-1-40.— , 

Finished Stock ... 18.i 

Work-in-Process ... 2,( 

Raw Materials 3,i 

„ Purchases (Less Returns) 

„ Carriage Inwards 
„ Wages 

„ Salaries of Works Managers 
Factory Expenses 
„ Factory Rent and Taxes 

„ Royalties vx 

„ Gross Profit transferred to 
Profit and Loss Account 


35,000 

v/27,600, 

I . 6, 6001 

i: 3.400 i 
2,7S0‘ 

I 1,200 


...j 59,750. 
Rs. 1 1.59,900 


PROFIT AND LOSS ACCOUNT. 
For the year .ended 31st December 1940. 


Rs. 

Rs. 

By Sales (iers Returns) . ... 

1,23,400 

„ Closing Stock, Slst Dec- 


ember 1940 ; — 


Finished Stock ... 28,000 


Work-in-Process ... -4,500 


Raw Materials . ... 4,000- 


. 

36,500 

• .' • ■ Rs. 

l,59,'9n0 


V '.rU 

Rs. 


I Office Expenses 
Office Rent & Insurance 
Advertising. ' ; ' 

Printing & Stationery . 
Carriage Outwards 
Partners’ Salaries , , . 
Discounts ■' ' ' . ' 

!Bad Debts v. i- , 

.. Add New' Reserve , > 


> . i ■ rLess.Old Reserve ^ ■ 

, Interest dri Capital , ; . 

, Depreciation ' 

. ■ : Buildings 2%' 

■;5 Plant 7i% v ;-i:-;,,. 
.Patents 10 fa ■ . 

Net Profit transferred .to 
i - Capital Acco tints c - - 

-A ,3l5ths'r. r,r,V / 


8,800 By Gross Profit transferred from ; 
••4,800 the Trading, Account. \ 

3,000 „ Discounts ' i 


IHs , jjsi- 



:’:520' 

1,500. , 

. .,200 ; 


. 11 . 452 ,, 


.59,750‘ . • 
' 1 , 100 ' : 


■ -2,220 

,■28,630' 

, 60.850,' 
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BALANCE SHEET OF X AND Y. ,, 
For the year ended 31st December 1940. 


UabiUiies 

Rs. 1 

Rs. 

Assils 

Rs. 

■ Rs. " 

Sundry Creditors : — » 

On Open Accounts 
Outstanding for Expenses 

1 

45,000 1 
3,850 

48,850 

4,000 

Cash: — 

In hand 

At Bank 

250 

4,000 

4.250 

X’s Loan Account 

X’s Capital Account : — Rs. 
Balance on 1-1-40 - ••• 

i 

16.000 

Sundry Debtors 

Less 5% Reserve for Doubtful 
Debts 

40,000 

2,000 

Add Salary ... 2,400 

„ Interest ... 800 

„ Profit ... 17,178 

20,378 

> 

/ Less 5% Reserve for Discounts 

38,000 

1,900 

36,100 







Stock : — 

Finished Goods 
Work-in-Process 

Raw Materials 



Less Drawings 

36,378 

3,600 

32,778 

28,000 

4,500 

4,000 

36,500 

; 1,800 

18,506 

25,480 




Y’s Capital Account: — 
Balance on 1-1-40 

Add Salary ... 1,800 

25,000 


Patents 

Less 10% Depreciation 

2,000 

200 

„ Interest ... 1,250 
„ Profit ... 11.452 

14,502 

1 

Plant & Machinery .. 

/-css 7J% Depreciation 

20,000 

1,500 



Less Drawings 

39,502 

2,500 

1 37,002 

Land & Buildings 

Less 2% Depreciation 

26.000 

520 






• Rs. 

1,22,630 


Rs. 

|1,22,630 



1 



i 


Goodwill on Admission of a Partner. — ^When a sole trader who has been 
carrying on a successful business for some time, or an existing partnership 
firm admits a new partner either for introduction of additional capital or 
influence and the consequent extension of business, or for the purpose of 
bringing exceptional skill or fresh energy into the business, the new-comer^ 
is required to pay some premium to compensate the existing o\yner or owners 
of the business for the surrender of a part of the profits which he or they 
had been hitherto enjoying in full. Such compensation or ‘ premium ’ paid 
by an incoming partner on taking a share in an established firm is called 
“ Goodwdll ” and is quite distinct from any amount that he may have agreed 
to bring in as capital. Goodwill may_ thus be looked upon as a compei^tion 
• paid by a new-comer i'n an established business* to the existing* p'r6prie%rs 
thereof for their past efforts and the risk' of capital they underwent '‘th'bliiig 
the business in its present stage of reputation and profit-earning capacity, and 
in return for their agreeing to forego a share of future profits for his benefit. 
It must clearly be understood, however, that goodwill only attaches itself to 
a business which has been yielding super-profits (i.e, more than average 
profits returned by other businesses in the same line of .trade) in the past and 
whpe there is a reasonable likehhood of equally profitable conditions being 
maintained in the f utur e. In fact, it is a payment made by the new-comer in 
the hope and the chrace that the benefit arising from the reputation and 
connections already formed will continue in the future, and that whereas he 
T r taking a share in the profits from a ready-made business for which 
o proprietors laboured in the past, he would save himself the risk of 
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. partnership accounts .fT^pwere 

. he v,ouia have had to undergo.* he were^ 

japital and the his own. the husme^. 

to start a new hu partnership property and from a new- 

Goodwill is received on account of^ g^^^_gy,aring propor- 

Evidently, the existing Capital Accounts. 

ing capitals ^ to n°te th^ts : (a) the right ^ shar^^.^^ 

msmmm 

agreement. ^^^.comer along ^ L^^own that under ^^^^Pg^ver for this 

J'iShy. 

u f is dra^vn out immediately 

SarSg! PS the amount received old parto^rs 

/^v In other 3S their legitimate scares. 


is dra^vn ouw _ entered in tne nriu == - 

ingl pi^ortions. amount received is o^^rtoers 

/RV In other ^ase , . g 35 additiojim _ P- ^ legitimate ^ares. 

freSned to to J'Sltoy cra^*^ t teought in cash by to 

Capital Aco'mmto have b j^u amountis ^ 5^4 the Capital 

(« Gotiwill Account „spectivc shares. 

neW-comer, partners are . uq jj^e advantage of the new y 

Accounts of th however, . hv him for Goodwill is brought 

It may 'mr.fs” toa^ to ar^L^iShy advantageous to arrange thto 
admitted firm’s boohs. It is ^ . proportionate - 

?nto record to to ft® ^ m to to P_^ ^„*„g 

this amount Accounts so ^ 

s;itt,^^to^-^■^ into 

adiSrto t^rtTissl.;’’-?? .* unable that Goodv^iU A® 

partner, ib y 


and 



214 


ADVANCED accounting 


should be allowed to remain in the firm’s hooks. It can once more be treated 
as an unrecorded asset, and witten back to the Capital Accounts of the 
partners. In so writing back the Goodwill Account, it should be debited 
to the Capital Accounts of all the partners including the new-comer dn their 
new profit-sharing proportions, for it will be in these proportions that the 
partners unll share the future profits including tlie profit arising from the 
sale of Goodwill. 


ADJUSTIVIENT OF ACCOtJNTS ON ADMSSION OF A PARTNER 


The following illustrations mil serv'e to indicate the various featiures of 
Goodwill as arise in partnerships and its treatment in accounts : — 

t hen the Incoming Partner brings Goodwill in Cash. 

LUSTRATION 52. 

I The Balance Sheet of Messrs P, Q and R on Slst August 1940 showed as follows: — 


J LtabtUhe^* 

Rs. 

Asicts 

j Rs. 

Creditors 

Capital Accounts 

5,850 

Cash in Hand 

Cash at Bank ... 

100 

1.500 

P 

8.400 

Debtors 

2,500 

Q 

6,800 

Stock 

4,000 

R 

4,800 

Fixtures 

250 

- 

' 

Machinery 

Land and Buildings 

7,500 

10,000 

Rs. 

1 25,850 

Rs. 

25,850 


The profits were shared by P, Q and R in proportipns of 3!5, 1|5 and li5, respectively. 
Tliey admit S into partnership who is to bring Rs. 6,000 as Goodwill (wnich sum is to 
remain in the firm) and Rs. 6,000, as his Capital. "J^ture profits are to be divided in 
proportion to the Capitals as adjusted Show the Capital and Goodmll Accounts as they 
would stand_ in the Ledger Show also tlie Balance Sheet of the new firm and the 
proportions in which the partners will share future profits. 


Solution, 


P’s CAPITAL ACCOUNT. 


To Balance earned down 

... 

Rs. 

12,000 

By Balance bOd. 

„ 3/5ths share of Goodwill 

Rs. 

8,400 

3,600 


Re. 

12,000 

Rs. 

12,000 



1 

1 

By Balance brought down 

12,000 


Q’s CAPITAL ACCOUNT. 


To Balance carried down 


Rs. 


1 

, Rs. 


8.000 

By Balance b/fd. 

j 

„ l/5th share of Goodwill 

' 8,000 

Rs. 

\ 

Bj' Balance brought doun 


Rs. 

6,800 

1.200 


8,000 


8,000 
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R’s CAPITAL ACCOUNT 


To Balance carried down 

... 

1 Rs. 

j 6,000 

By Balance b/fd. 

„ l/5th share of Goodwill 

•• 

1 

Rs. 

i 4,800 

j 1,200 


Rs. 

6,000 


Rs. 

j 6,000 



} 

By Balance brought down 

... 

6,000 

<, 


S’s CAPITAL ACCOUNT. 




) 

J 

Rs. 

By Bank 

"i 

i 

Rs. 

6,000 


GOODWILL ACCOUNT. 



To P's Capital Account: — 
3/5ths share 

„ Q’s Capita! Account:— 
l/5th share 

„ R’s Capital Account 
l/5th share 

1 

! 

1 

••M 

Rs. 

3,600 

1,200 

1,200 

By Bank 

1 

Rs. 

6,000 


Rs. i 
( 

6,000 


Rs. 

6,000 

jr-' ■ 

! 


1 ■■ .-1..,, .1-. 1 1 ■ 1 ... 

rr— srr-y- 

-i-- 1-^ 


New share of Profits ; P = 3|8ths ; Q = l|4th ; R = SllGths ; and S = 3ll6ths. 
BALANCE SHEET OF THE NEW FIRM. 


Lwbilttks 

Rs. . 

Assets 

Rs. 

Creditors • — 

5,850 

Cash in Hand 

100 

Capital Accounts 


Cash at Bank 

13,500 

P 

12,000 

Debtors 

2,500 

> Q 

8,000 

Stock 

4,000 

R 

6,000 

Fixtures 

250 

' S 

6,000 

Machinery 

7,500 



Land and Buildings 

10,000 

Rs. 

37,850 

Rs. 

37,850 


Note.— It would be clear from the above that the sum of Rs. 6,000 brought in 'by S 
as Goodwill is credited to Goodwill Account in the first instance from where it is trans- 
ferred to the Capital Accounts of P, Q and R (the old proprietors) in the same propor- 
tions in which they were sharing profits or losses. If the amount of goodwill has to 
remain in the business, as in this illustration, the Capital Account of each of the old 
partners will increase to the extent of his share thereof. In the absence of any such 
stipulation, the old partners are entitled to withdraw the goodwill airtount credited to 
their Capital Accounts. • ' 
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ILLUSTRATION 53. 

The Balance Sheet of A who had been carrying on business as a sole trader ior 
the last several years showed as follows on 31st December 1940 ; — 


liahUitcs 


Rs. 

Assets 

1 

Rs. 

Creditors 

A’s Capital 

i 

‘“j 

1 

27.000 

30.000 

Cash at Bank 

Debtors 

Bills Receivable 

Stock-in-trade 

Office Furniture 

2,500 
20,000 
3,000 
30.000 
* 1,500 


Rs. 

57,000 

Rs. 

1 57,000 


On 1st January 1941, he admitted B into partnership on the terms that B should 
take a fifth share in the future profits and that he should bring in proportionate capital. 
It was also agreed that A’s Capital Account should be raised to Rs. 40,000 as he had 
created a Goodwill by bringing his business in a state of established reputation. Show 
the opening Balance Sheet of the new firm on the above arrangement being carried out. 


Solution. 


BALANCE SHEET OF THE I4E1V FIRM. 


Liabihtks 


Rs. 

Sundry Creditors 

A's Capital Account 

B a „ 1 , 

... 

' 27,000 
40, OOP 
, 10,000 

i 

\ 

1 


Rs. 

1 77,000 


Assets 


Cash at Bank 
Debtors 

Bills Receivable 
Stock-in-trade 
Office Furniture 
Goodwill 


' 20*0055 
' 3,5<tj00 

, 0.000 
103 
an'i tO.OOO 



Note. — ^The Goodwill of A’s business which was hitherto unrecorded is v » 
into record as arranged with B, and A has been given full credit in reject ISrereof. 
The corresponding asset under the heading of Goodw-ill Account now appears on the 
assets side of the Balance Sheet. If the new firm decides to wipe o5 Goodwill Account 
from their books, the same may be brou^t about by debiting the Capital Accounts 
of A and B in proportions of 4 and 1 and crediting the Goodwill Account. 

X. * 

-^’fLLTJSTBATION 54. 


F and G with capitals of Rs. 7,500' and Rs. 10,000 re^ectively agree to admit H 
into partnership as from 1st June 1940, upon the lerms that H should bring in Rs. 8 000, 
of whiA Rs. 3,000 is to be regarded as a premium, and that he is to be given a 'fourth 
share in the future profits. Draft the Journal Entries assuming that H brings in the 
necessari' amount and thht'the Goodwill amount after being brought into record is 
Withdrawn-, by the partners entiUed thereto. Sho^v also the Capital Accounts of \the 
Goodwill Account.^ State Uie future profit-sharing proportions W 
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Solution, 


JOUENAL ENTRIES. 



t 

X 

Bank Account ... ... ... • 

To H’s Capital Account ' ^ y . 

„ GoodstAjccount _ \ jr / 

(Being the receipt of Capital and Goodwill j 
amounts from H). 

Dr. 

L.F. 


Es. 

5.000 

3.000 


X 

Goodwill Account ... ... ... 

To F’s Capital Account f 

„ G’s Capital Account / 

(Being the allocation of Goodwill amount / 
between the old partners). ' 

Dr. 



1,500 

1,500 


F's Capital Account 

G's Capital Account ... ... • ... 

To Bank Account 

(Being the withdrawal by the old partners t 

of their share of Goodwill). / 

Dr. 

tt 



3,000 

i 


F’s CAPITAL ACCOUNT. 







Rs. 


Rs. 

To Bank 

1,500 

By Balance b/fd. 

7,500 

„ Balance c/d. 

7,500 

„ Goodwill Account— 




Half share 

1,500 

Rs. 

9,000 

Rs. 

9,000 


■1 

By Balance b/d, <> 

7,500 


G’s CAPITAL ACCOUNT. 



Rs. 


Rs. 

To Bank 

1,500 

By Balance b/fd. 

10,000 

„ Balance c/d. 


„ Goodwill Account— 




Half share 

1,500 

Rs. 

11,500 

Rs. 

11,500 


■ 

By Balance b/d. 

10,000 


EPs CAPITAL’ ACCOUNT. 


] 

Rs. 


1 

1 Rs. 

? 


By Bank 


i 

- 


t 


— 1 

GOODWILL ACCOUNT. 


To F's Capital Account- 
transfer 

„ C's Capital Account — 
transfer 


Rs. 

1,500 

1 1,500 

t 

By Bank 

...i 

r 

1 Rs. 

; 3,000 


Rs. 

i 3,000 

* 

Rs 

■1 3,000 

- — 


1 ' 1 

- - . . .. . . 

' 
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As H is to get one-fourth share of the profits, the remaining three-fourths ' ivill 
have to be shared by the original partners in their former proportions. Therefore, the 
new proportions will be: — 

F i of Sths = 3|8tlis, G J of Jths = 3|8ths and H 2l8ths. 

F 3|8, G 3|8, H 2l8. 

Notes. — (a) The amount received for goodwill has been credited to F and G in 
.ij. equal shares, as in. the absence of any agreement to the contrary, the partners are 
deemed to be equal sharers in profits. ' 

(b) As the amormt credited in respect of goodwill to each of the old partriers on 
his Capital Account has been withdrawn by him as per arrangement, the original 'capital 
remains the same. The advantage, however, is that the fact as to the amount having 
been paid in as goodwill and subsequently withdrawn by the old partners is brought 
into record. , 

Profit and Loss Adjustment Account. — ^It may be that during the continu- 
ance of the partnership business, usual percentages of depreciation may have 
been provided on the fixed assets before arriving at the periodical net results, 
and the stock-in-trade and the other floating assets may have been valued 
on some basis as mutually agreed upon by the partners, but fluctuations in 
value of Investments may have been ignored, or the provision in respect or 
Doubtful Debts or depreciation may not be adequate, or that appreciation in 
the value of assets hke land and building may not have been brought into 
record so far. Now that an outsider is to be admitted into partnership, it 
becomes necessary to see that all the firm’s assets ai-e brought in at their 
true values on the date of such admission, in order that neither the existog 
partners nor the netv-comer may be put to any disadvantage. For this 
purpose, the book values of the firnl’s assets would be scrutinised by the old 
partners as also the incoming partner with a view to ascertain if any re- 
adjustment in value^is necessary. Whatever adjustments are then mutually 
determined upon as equitable, are given effect to in the books of the old firm 
in order that the assets may be transferred in the new firm’s books at their 
agreed values. Any such depreciation or appreciation in the book values of 
. assets is brought about by means of an account called Profit and Loss Adjust- 
ment Account. This account would be debited and tlie account of the asset 
concerned would be credited when the book value of any asset has to be 
decreased, whereas in case of increase in the value of any asset, such asset 
account would be debited and the Profit and Loss Adjustment Account 
? would be credited. The Profit and Loss Adjustment Account will be dosed 
by transfer to tiae Capital Accounts of the old partners in their profit-sharing 
proportions. 

^^illustration 55. 

The following was the Balance Sheet of D, E and F on 1st June 1926 : — 


LiaMtIies 

Creditors on Open Accounts 
Creditors for Loan 
Capital Accounts: — 

D 

E 

F 


BALANCE SHEET. 


Rs. 


Rs. 

Assets 

1,100 

Cash 

2,000 

Debtors ' 

Stock ^ 

5,600 

Furniture 

. 4,200 

Building Account 

. , 2,000 


14,900 

Rs. 


Rs. 

\ 200 
3,600 
3,800 
800 
6,500 


14,900 
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They agreed to toko H into partnership and give him a fourth share in the profits 
on the following terms; 

(1) That H should bring Rs. 3,000 for Goodwill ’and Rs. 5,000 as Capital. 

(2) Hiat the 'Goodwill .amount should not be left in the business, 

(2) That Stock and Furniture he depreciated by 10%. 

(4) That a Reserve of 5% on Debtor.? be ci'cated for Doubtful Debts.*, 

(5) That the value- of the Building having appredated, the Building" Account 
should bo raised to Rs. 3,000. 

Give the entries necessary to give effect to Uic above arrangement, the Capital and 
Goodwill Accounts, and show the opening Balance Sheet of the firm as newly constituted. 


Solution, 


JOURNAL ENTRIES. 


Profit and Loss Adjustment Account 
To Stock 
„ Fuinilutc 

„ Reserve tor Doubtful Debts t 
(Being the amounts written off Stock and Furniture 
and provision made for Doubtful Debts as per the 
agreement dated —1. 


Dr. 


'iL.F.lf 



Building Account ... — ... ... Dr. | 

To Profit and Loss Adjustment Account 
(Being the appreciation in the value of Building brought ! 
into account as per tlie agreement dated — ). , 

Profit and Loss Adjustment Account ... . ... Dr. ' 

To D’s Capital Account 

E f- 

« ft ^ 

,* F 6 „ 

(Being transfer of credit balance of Profit and Loss 
Adjustment Account to the original partners’ 

Capital Accounts in equal shares). 


Bank ... ... ... ... Dr. 

To Goodwill Account 
„ H’s Capital Account 

(Being receipt of Capital aod Goodwill anlount from H). 


Goodwill Account 
To D’s Capital Account 
j, E s ,, ,, 


,. F s „ „ 

(Being allocation of Goodwill amount among the old 
partners in equal shares). 



1 ! 

Ii 


I 


I 


D’s Capital Account ... ... ... Dr. 

E s If If ... ••* ... If 

F 6 „ „ ... ••• If 

To Bank 

(Being withdrawal by the old partners of the share of 
Goodwill). 


Rs. 

640 


I Rs, 


.380 
, 80 
180 


2,500 


2,500 


1,860 


620 

620 

620 


8,000 


3.000 

5.000 


3,000 


1,000 

1,000 

1,000 


1,000 

1,000 

1.000 


3,000 


D’s CAPITAL ACCOUNT, 


'l<’ B.ii'.'; 

Ui. 

l.tf'i 

Hv fL'-::;r(* h.I.I. 

It! 

„ ISrLlaii.'t rarrie.l il;.-.-' n 


I'trd ‘.i’-irc (,f G.-- d'.vili 

i 

Rs. 

7,220 

1 

1 ! 

„ I’lorst aui! !■■ ' nt 

Ac.-rv.nt 

Rs. 

By Balance brought down 

1 

. ' 620 

7,220 

6,220;, 
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Z's CAPITAL ACCOUNT. 


To Bank 

,. Bs’.aacs ctmed down 

i 

' Rs. 

... 1,000 
... .•'..820 

{ 

By Balance bffd. 

„ l/3rd ihare oi Goodwill 
„ Profit and Loss Adjustment 
Account 

r 

«• > 

( 

"iL 

Rs. 

4,200 

1,000 

620. 



Rt. S 5.820 


R6.|i 

5,820 



\ 

\ 

By Balance brongbt do'wn 

> 

^’’•U 

4,820 



r’s CAPITAL ACCOUNT. 



To I’ank 

„ Eik.rxc csrfifd dov n 

t 

> Rs. 

.. ‘ 1,000 
2,620 

i 

By Balance Wfd. 

„ 3/3rd share of Goodwill 
„ Profit and Loss Adjustment 
Account 

1 

...1 

...‘i 

Rs. 

2,000 

1,000 

620 ' 



Rs. j 3.620 


Rs. 

3,620 




By Balance brought down 

...j 

2,620 



IPs CAPITAL ACCOUNT, 





! Rf. 


fi 

Rs. 



- 

By Bank 


5,000 

V 

— 

“ 






COODVTILL ACCOUNT. 






. . _ ...... - — 

’ , 

-- • 



* i 


I 

! 

Rr. 

To r?'* Ca {' ’*1 Aco?* 
.. !'*« / 

.» T * 

tl. 

III 

By Bank 


3.000 



Rs. ' 3,CvO 


Rs 

3.Cf.0 


_ „ 

, ^ >* 

A - - f . 






PAL/vNcr. sisxT or TiiK ifirvV npjst. 





'■ r.a. 

1 Asuis 

] 

lift. ; 

Rs. 


•t. 


„ ! }.m 
- * 

S 

•*.* 


Csth 

tfti Ft’-'-i.c 
S' ^5 

5f . AcC'vyt 


*w 

i 

t£'^ 




s.ito 

(?0 




' 1 

b . 5 .*# r « 


r« 




Waji obl »ia. »iii«<ii 
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Wlien the Incoming Partner does not bring Goodwill in Cash. 

Very often, the incoming partner is not in a position to bring anything 
in cash for goodwill, and under the circumstance, it becomes desirable to 
value the goodwill of the firm and record this asset in the firm’s books before 
the admission of the new partner, Tliis is done by debijtog Goodwill Account 
and crediting the Capital Accoja nt of each of the old~partnefs ih^the' propor- 
tion in"v^im he was sirring profits or losses. The* Goodwill Account may 
then appear as an asset in the firm’s Balance Sheet, year after year, at its 
original figure. When, however, a Goodwill Accoimt is raised in the firm’s 
books for any specific purpose, such as admission of a new partner, or death 
or retirement of a partner, it is not necessary that it should be allowed to 
stand there for an indefinite period. Usually, on such a purpose being 
f ulfille d, it is written^back to the Capitel^Accounts of the members 'of the 
n ewly con stituted firm^in the proportions in which they have agre'ed.'fcr'share 
future profits, " 


ILLUSTRATION 56..,,**'^ 

The Balance Sheet of the firm of A, B and C who are sharing profits and losses 
equally, showed as under: — 


Liabihiies 

Rs. 

Assets 

Rs. 

Creditors 

1,500 

Cash at Bank' 

2,400 

Capital Accounts 


Debtors 

6,000 

A 

9,000 

Stock 

2,800 

B 

8.000 

‘ Horses' and Carts 

500 

C 

5,700 

Freehold 

12,500 

Rs. 

24,200 

Rs. 

24,200 






They admit D into partnership on his bringing Rs. 6,000, as Capital. D being 
unable to bring in anything for CJoodwill, it is a^eed that the Goodwill of the firm be 
valued at Rs. 4,800 and a goodwill account be raised in the firm’s books. 

On tile conditions being carried out, the Balance Sheet of the new firm will stand 
as follows: — 


LiabtUlies 


r ^ 

' Rs. 

Assets 


Rs. 

Creditors 


* 1,500 

Cash at Bank 


8,400 

Capital Accounts ; — 



Debtors 


6,000 

A 


10,600 

Stock 


2,800 

B 


' 9,600 

Horses and Carts 


500 

C 


7,300, 

76,000' 

35,000 

Freehold 


12,500 

D 

... 

Rs. 

Goodwill 

Rs, 

4,800 ^ 

35,000 








ILLUSTRATION 


A and B shared profits in proportions of 3 and 2 and had Capitals of Rs. 20,000 
and Rs. 15,000 respectively. They agree to admit C info partnership as from 1st January 
1940 on the following terras in return for a third^ share in future profits; (a) That C 
should bring in Rs. 20,000 as Capital ; (b) That, as C is unable to bring his share of 
Goodwill in cash, the Goodwill of the firm be valued at Rs. 15,000 and a Goodwill 
Account be raised in the firm’s books. Set out the Journal Entries required, the Capital 
Accounts of the partners and the Goodwill. Account. State the future profit-sharing 
proportions of the partners. 
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NoTi:.~It will Isc not(Kl in tins case, tlint the incoming partner not having brought 
in 'his share oi Goodwill in cash, it has become necessary to adjust the old partners’ 
Capital Accounts by debiting a Goodwill Account in the boohs of the firm and crediting 
the old partners’ Capital Accounts with Uieir respective profit-sharing proportions titereol. 

nXBSTRATION 

. Following up the above illustration, we will now assume that tlie partners decide 
to treat the Goodv.'ill again as an unrecorded Asset by wiping oil tlie Goodwill Account 
from their books. Tlie entry necessary to bring this about will be to debit the Capital 
Acemmt of each of the partners in his new profit-sharing proportion and credit the 
Goodwill Account, After tliis step has been taken, the Capital and Goodwill Accounts 
will appear as under: — 


A’s CAPITAL ACCOUNT, 


To Goodwill Account — 

’1 

1; 

j Rs. 

By Balance b/fd. 


Rs. 

20,000 

O/lSths share 

• 1 

6,000 

„ GoodwiU Account — 


„ Balance c/d. 

...f 

23,000 

3/5ths share 

• •• 

9,000 


Rs. ^ 

29,000 

f 

J 0 

Rs. 

29,000 


) 

1 

By Balance b/d. 

1 

23,000 


To Goodwill Account— 
4/15ths share 
„ Balance c/d. 


CAPITAL ACCOUNT. 


i 

Rs. 

• 

Rs. 



By Balance b/fd. 


-1 

4.000 

„ GoodwiU Account— 

i 

...j 

17,000 

2^fhs share 

6,000 

Rs. 

21,000 

Rs. 




By Balance b/d. „.! 



C’s CAPITAL ACCOUNT. 


To Goodwill Account— 

5/15ths share 
„ Balance c/d. 

Rs. 

5,000 

15,000 

By Bank 


Rs. 

20,000 

Rs. 

20,000 


Ks, 

20,000 



By Balance b/d. 

... 

15,000 


GOODWILL ACCOUNT. ' 



Rs. 


Rb. ' 

To A’s Capital Account 

9,000 

By A s Capital Account 

6,000 

B’s Capital Account 

6,000 

»» " ® *» U 

4',000 



>• C s „ „ 

5,000 

Rs. 

15,000 

' Rs, 

• \ » 

15,000 


j NoTEr-^rom &e above, It will be clear -aiat A benefits to the extent of Rs. 3,000 
extent of Rs. 2000, whereas C’s Capital Account gets a debit of Rs. 5,000. 
If C had brought in his 113rd share of GoodwiU, namely Rs. 5,000 in cash. Bank 
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Account v/ould have been debited and the Capital Accounts of A and_B would have 
been credited with Es. 3,000 and Es. 2,000, respectively, i.e,, in the proportions of 3 tmd 2. 
The only difference in this case is that instead of Bank Account being debited, it is C’s 
Capital that gets the debit as he failed to bring in his proportionate amount of Goodwill. 
The ultimate position of the old proprietors is thus just the same as in a case where 
the new-comer brings his share of Goodwill in cash. Goodwill Account having hem 
written off, Goodwill again becomes a silent asset, and whenever any occasion arises in 
future to value Goodwill, the same will be credited to the partners in their profit- 
diaring proportions. 


^LUSTEA'nON 59. 

The following is the Balance Sheet of the firm of A and B on 31st December 
1940. They share profits in three-fifths and two-fifths respectively : — 


Creditors 

Capital Accounts: — 

A 

B 

Pc 

35,000 

35,000 

Rs. 

62,000 

70,000 

Cash at Bank 

Land and Building 

Plant and Machinery 
Furniture and Fixtures 
Stock S 

Debtors ' 


Rs. 

5,000 

25.000 

35.000 
1,500 

20,500 

45.000 


c 



_ Rs. 

1,32,000 


Rs. 

1,32,000 








They take C into partnership on 1st January 1941, the terms being that he shall 
pay Es. 5,000 as his share of the Goodwill, the amount to be retained in the business, 
and that he diall bring in Es. 15,000 as Capital for a fourth share in the fuhire profits. 
For the purpose of C’s admission, the film’s assets were agreed to be re-valued as 
under ; — land and Building to be -taken at Es. 30,000 ; Plant and Fixtures to be reduced 
by 10% and a provision of 5% on debtors is to be made for Doubtful Debts. The Stock 
is to be taken at a value of Es. 25,000. " The^excess,.ot_Capital Accounts of A and B 
over their due proportions of the sharing of profits in the new firm is to be transferred 
to their respective Loan Accounts. Set out the necessary Journal Entries,_the Profit 
and Loss Adjustment Account, the opening Balance Sheet of the new-mm and the 
Capital Accounts of the partners. 



Solution. Ij 

'JOUENAL ENTEIES. 



Profit and Loss Adjustment Account ... ... Dr. 

1 0 Plant and Machinery 
„ Furniture and Fixtures 
„ Reserve for Doubtful Debts 
(Being the entry for writmg down the values of assets 
adjusted). 

L.F. 

Rs. 

5,900 

Rs. 

3,500 

150 

2,250 


Land and Buildings Account — ••• 

Stock Account ... ... ... >, 

To Profit and Loss Adjustment Account 
(Being the amount of appreciation in values of the above 
assets adjusted). 



9,500 

i 

' 

Profit and Loss Adjustment Account ... ... Dr. 

To A's Capital Account 

B's Capital Account 

(Being the Profit on adjustments transferred to partners’ 
Capital Accounts in their profit-sharing proportions). 


3,600 

2,160 

1,440 


i Bank Account ... ... ... Dr. 

1 To C’s Capital Account 

; „ Goodwill Account 

1 (Being the amountof Capital and Goodwill brought in 

1 by C). 


20,000 

' 

1 

1 

! 

15,000 

5,000 





PARTNEfiSHlP ACCOUNTS 


225 


JOURNAL ENTRIES— (Confii.) 



Goodwill Account ... 

To A's Capital Account 
„ B's Capital Account 

(Being the allocation of Goodwill amount between the 
old partners) 

Dr. 

L.F. 

1 

Rs. 

5,000 

Rs. 

3.000 

2.000 


A’s Capital Account 

To A's Loan Account 

(Being the amount of excess Capital transferred to his 
Loan Account as per agreement). 

Dr. 


13,160 

13,160 

■a 

B's Capital Account ... ... ... 

To B's Loan Account 

(Being the amount of excess Capital transferred to his 
Loan Account as per agreement). 

Dr. 

i 


20,440 

20,440 


PROFIT & LOSS ADJUSTMENT ACCOUNT. 


To Plant & Machinery 
„ Furniture & Fixtures 
„ Reserve for Doubtful Debts 
„ Transfer of profit to Capital 
Accounts 

A 3/5 ths 
.. B 2/5ths • 

Rs. 

2,160 

1,440 


By Land and Building 
„ Stock 

... 

o o 
. o o 

Kui-rt 






Rs. 

9,500 


, Rs. 



A's CAPITAL ACCOUNT. 


To A's Loan Account transfer " 

„ Balance c/d. 

Rs. 

13.160 

27,000 

By Balance b/fd. 

„ Profit & Loss Adjustment Account 
„ Goodwill, 3/5ths share 

Rs. 

35,000 

2,160 

3,000 

Rs. 

40,160 


Rs. 




By Balance b/d. 

... 

27,000 


B’s CAPITAL ’ACCOUNT. < 


To B’s Loan Account transfer 
( ,» Balance c/d. 

•• 

Rs. 

20,440 

18,000 

f 

By Balance b/fd. ^ 

„ Profit & I^ss Adjustment Account 
„ Goodwill, 2/5fhs share 



Rs. 

38.440 


Rs. 

38,440 

* 



By Balance b/d. 

... 

18,000 


15 

















m 


advance!} ACCotTNTJNG 


Cs CAPITAL ACCOUNT. 
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Solution, 


JOIIRNAL ENTRIES. 


* Goodwill Account ... ... ... ... Dr. 

To A's Capital Account 

,, B s ^ 

(Being tlie Goodwill raised in the firm's books and its 
Distribution between the old partners). 

L F. 

' 'Ks. ~ 1 
20,000 J 

1 

i 

! 

Profit & Loss .Adjustment Account ... ... Dr. 

To Stock 
„ Office Furniture 

Reserve for Doubtful Debts 

! (Being the adjustment for writing down the values of 

1 assets). 


2,900 

i 

! 

{ 

i 

Land & BuiJdings Account ... ... ... Dr. 

To Profit & Loss Adjustment Account 
(Being the adjustment of appreciation in the value of 

Land and Buildings). 


' SfiOO 

General Reserve Account ... ... Dr. 

To Profit & Loss Adjustment Account 
(Being tlic transfer of Reserve to Profit & Loss 
Adjustment Account). 


4,000 

1 

r 

Profit & Loss Adjustment Account •** ... Dr. 

To A's Capital Account 
,, B's ,, 

(Being the transfer of Profit arising from adjustments to 
Partners' Capital Accounts in their profit-sharing 
proportions). 


6,100 

Bank ... ... ... ... ' ••• Dr. 

To C’s Capital Account 

(Being the amount brought in by C as his Capital). 


10.000 

A's Capital Account , ... ... Dr. 

To A's Current Actount 

(Being the transfer of excess of Capital over profit- 
sharing proportion to his Current Account). 


19,575 

B's Capital Account ... ... ... Dr. 

To B’s Current Account 

(Being the transfer of excess of Capital over his profit- 
sharing proportion to his Current Account). 


12,525 

A's Current Account ... ... — Dr, 

B 9 ,, ,, ... -«• ... ,r 

To Bank 

(Being the amount withdrawn by partners from their 
Current Account). 


19,575 

12,525 


Rs. 

35,000 

5,000 


2,000 


5.000 

4.000 


4,575 

1,525 


10,000 


39.575 


12.525 


32,100 »'" 


PROFIT & LOSS ADJUSTMENT ACCOUNT. 


To Stock 
„ OfBce Furniture 
„ Reserve for Doubtful Debts 
„ Transfer of profit to Capital 
, Accounts— 

A3ths 
B Jth 



Rs* 

■ 


2,000 

By Land and Buildings 


100 

„ General Reserve 

... 

800 


Rs. 



4,575 



1,525 




6,100 


Rs. 

9,000 

Rs 

1 


Rs. ' 

5.000 ,Ai 

4.000 f4,r 






^,000 
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A’s CAPITAL ACCOUNT. 


1 

» 

To A’s Current Account — Transfer .. 

„ Balance c/d. ‘ ...I 

i 

Ks. 

19,575 

30,000 

By Balance b/fd. 

„ Goodwill Account — 

3ths share 

„ Profit&Loss Adjustment Account 

Rs. " 

30.000 

15.000 
4,575 

Rs. 

49,575 

Rs. 

49,575 



By Balance b/d. 

30,000 


B’s CAPITAL ACCOUNT. 


To B's Current Account — Transfer ... 
„ Balance c/d. 

Rs. 

12,525 

10,000 

By Balance b/fd. 

„ Goodwill Account — 
ith share 

„ Profit & Loss Adjustment Account 

Rs. 

16,000 

5,000 

1,525 

Rs. 1 

22,525 

Rs. 

22,525 

1 


By Balance b/d. 


C’s CAPITAL ACCOUNT, 

* 

Rs. 


Rs. 



By Bank Account 

10,000 

GOODWILL 

ACCOUNT. 


To A's Capital Account 
»» B s t) ,, 

Hj 

By Balance c/d. 

Rs. 

20,000 

Rs. 

20,000 

Rs 

20,000 

To Balance b/d. 

20,000 




BALANCE SHEET OF A, B AND C. 
As at 1st January 1932 


LiabiliUcs 

Rs. 

Rs. 

Assets 

Rs 

Jts. 

Sundry Creditors 

Capital Accounts 

A 

B 

30.000 

10.000 

37,500 

Cash at Bank 

Bills Receivable 

Sundry Debtors 

Less Reserve for Doubtful 

16,000" 

400 

3,000 

c 

\ 

10,000 

1 50,000 

Debts at 5% 

Stock 

Office Furniture 

Land & Building 

Goodwill 

800 

B 


Rs. 

87,500 


Rs. 
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Notes. — ( a) From the above Balance Sheet, it is clear that the Capitals of the 
partners now bear the same proportions, as their profit-sharing arrangements. 

(b) It mi^t fxirther be noted that the General Reserve of Rs. 4,000 in the books 
of A and B which represented' undistributed profits is adjusted on their Capital Accounts 
toough the Profit & Loss Adjustment Account, for, if this is not done before C’s 
admission, C would claim his share therein. 

(c) If the partners decide to wipe off the Goodwill Account from their books, 
they may do so by crediting Goodwill Account and debiting each partner’s Capital 
Account in his new profit-sharing proportion. 

Guarantee o£ Assets and Liabilities by Old Firm. — Sometimes, the 
valuation of the assets and liabilities of the old firm may be required by the 
new-comer to be guaranteed by the existing partners, in order that he may' 
be protected against any loss that^may subsequently arise due to over-valua- 
tion of any assets or under-valuation or omission of any liability. Where ' 
such a guarantee is given, the new partner will not have to bear any loss 
arising on this head, but the same will be charged to the Capital Accounts 
of the old partners in their former proportions. 

Guarantee^ of Minimum Share to New-Comer. — Occasionally, a junior 
partner is offered a small percentage of the net profits, but at the same time, 
a minimum amount is guaranteed by the other partners as his share out of 
the profits each year. In such a circumstance, &e amount thus guaranteed 
to the junior partner will be a first charge on the net profits, after which 
the other partners will share the balance in their proportions as agreed 
mter se. Where such a guarantee is given hy one of the senior partners, the 
allocation of the net profits will he first made amongst all the partners in 
their agreed proportions, and if the share falling to the junior partner falls 
^ort of the amount guaranteed,' such deficit would he made good hy 
debiting the Capital Acemmt of the senior partner (the guarantor) and 
crediting the Capital. Account of the junior partner with the amount of the 
deficit. Where tiie Capitals of the partners are fixed, the Current Account 
of the partner guaranteeing would be debited and the Current Account of 
the junior partper would he credited with the necessary sum. 

Adjustment of Profits on Work-in-Progress. — ^It may be that the firm 
may have large orders in hand, part of which remain to be executed, or 
there may he profitable contracts already undertalcen and the existing 
partners are unwilling to give benefit of such transactions to the n^v-comer. 
■V^ere there is any such, agreement whereby the profits on certain accounts 
are reserved for the old partners, cafe wU have to be taken to see that 
such items of gain are not merged in the general Profit and Loss Account 
but are transferred to the Capital Accounts of the old proprietors in their 
former profit-sharing proportions. In order to compensate the old partners 
in respect of profitable transactions on hand and to avoid keeping separate 
accounts of ihese, a method usually followed is for the new-comer to agree 
to a fixed amount being credited to the old partners in certain stated shares 
out of the first year’s profits prior to' distribution thereof amongst all the 
partners in the agreed proportions. 

- r' 

ILLUSTRATION 61. 

A and B have heen carrying on business in partnership since 1925, with Capitals 
of Es. 30,000 and Rs. 10,000 respectively and s haring proff t s in the same nroportion s. The 
net profits for the years 1928j 1929. and 1930' were Kff Rs. SO,000 an3T5s. 35,000 

respectively. It is agreed th'a't from 1st January 1931, is to^have ^5ths sharp in the 
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future profits and for that purpose he should pay a Goodwill for the further proportion 
nrofats, such Goodwill to be valued on the basis of two years’ purcliase calculated 
on the average of the past three years’ profits. The Capital Accounts of the partners 
aie to be adjusted m accordance with me new profit'Sharing arrangements, A bemg 
allowed to_ withdraw any additional amount standing to his Capital Account. _ 
Journal Entries to record the above arrangement, assuming that B has brought_in the 
necessary sum. Show also the Capital Accounts of the partners. 


JOURNAL ENTRIES. 



Bank Account ... ... ... Dr. 

To Goodwill Account 
„ B's Capital Account 

(Be.ng the amount brought in by B in respect of Goodwill 
for additional share in profits, and further capital m 
proportion to the netv profit-sharing arrangement) 

L.F. 

Rs. 

15,000 

9.000 

6.000 


Goodwill Account ... ... ... ... Dr. 

To A’s Capital Account 

(Being the transfer of Goodwill to A's Capital Account as 
a premium for his loss of 3/20ths share in the future 
profits as per the arrangement). 


9,000 

9,000 


.A's Capital Account... ... ... ... Hr. 

To Bank 

(Being the withdrawal of his Capital in excess of his profit- 
sharing proportion). 


15, m 

15,000 


A’s CAPITAL ACCOUNT. 


To Bank ■■ 

„ Balance c/d. 

Rs. 

15,000 

24,00C( 

By Balance b/fdt 

Goodwill Account 

Rs. 

30,000 

9,000 

Rs. 

39,000 

Rs. 

39,000 

\ 

v 

1 

By Balance b/d. 

24,000 

B’s CAPITAL ACCOUNT. 


t 

To Balance c/d. 

Rs. 

r 

Rs. 


Rs. 

j 16,000 

I • 

j 16,000 

By Balance b/fd. 

„ Bank 

Rs. 

By Balance b/d. 

10,000 

6,000 

16,000 

.^16,000 

i < 


Notks— T he value of Goodwill wfill be ascertained as under: — 


Profits for 192S 
do, 1929 
do. 1930 


Rs. 

. . 25,000 

.. 30,000 
.. 35,000 


3) 90,000 


30,000 X 2 = Rs. 60,000 
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Tile additional share of B is ascert.aincd ns under : — 

2 13 3 

-= — ; — X 60,000 = Rs. 9,000 to be brought in by B for Goodwill, t ^ 

5 4 20 20 

The adjustihent of B’s Capital : ' ^ 

114 share : 2|5 share : : Rs. 10,000 Capital : Rs. 16,000 Capital. 

B has to bring Rs. 6,000 as additional Capital, 

ADJUSTipiNT ON RETIREMENT OF A PARTNER. 

On the retirement or deatli of a partner, his share of GoodwiH will have 
to he valued in accordance with Hie terms of the partnership deed, and in 
the absence of such a provision in the agreement, the partners will have to 
come to a mutual understanding a.s to the amount to be credited to the out- 
going partner in respect of his share of Goodwill. Tlie retiring partner will 
then be paid out his Capital, the share of Goodwill he is entitled to and the 
share of profits due to him that may have accrued since the last Balance Sheet 
to the date of Iris retirement. In case of a! deceased partner, the amount 
ascertained as due and payable to his estate, will be handed over to his legal 
representatives. For the pui-pose of ascertaining the fair amount due to tiie 
outgoing partner in respect of his share of the firm’s assets, it sometimes 
becomes necessary to adjust the book xmlues of the assets in order to bring 
them on a line with their then true values. 'The necessary adjustments, if 
any, thus agreed upon between the partners, will be made through the Profit 
and Loss Adjustment Account as already explained, and the result of such 
adjustments as shown by this account will be credited or debited to all the 
partners’ Capital Accounts in their respective profit-sharing proportions. 

In order to avoid disputes and the consequent litigation which are so 
commonly experienced between the surviving partners and the represent- 
atives of the deceased partner, it is highly desirable that the Partnership 
Deed must be most carefully drafted and must include clauses clearly defin- 
ing the manner in which the amount due to a deceased partner’s estate is to 
he ascertained and how die accounts of the partners inter se are to be adjusted 
under such a circumstance. Such an agreement must indicate the procedure 
to he adopted in regard to the following matters ; — 

1. 'The basis of arriving at the deceased partner’s share of profits from 
the date of the last Balance Sheet to the date of his death ; 

2. Whether the Capital of the deceased partner is to be taken at the 

balance standing on his Capital Account at the date of death, or whether the 
assets of the &m are to he revalued for the purpose of adjusting the 
deceased partner’s Capital; ' ^ 

3. The basis of ascertaining the value of Goodwill in order that the 
Capital Account of the deceased partner may he credited with his proportion- 
ate share thereof ; and 

4. The mode of payment of the deceased partner’s share. 

"Where^ any such procedure is laid down' in the partnership agreement, 
the same will have to he rigidly followed in ascertaining the ultimate amount 
payable by the surviving partners to the legal representatives of the deceased 
partner. 

In order not to cripple the financial resources of the fiim, an arrangement 
is sometimes made with the retiring partner or the representatives of the 
deceased partner, whereby the amount 'ascertained as due and payable is 
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agreed to be spread over a number of years, interest at an agreed rate being 
paid on the balance outstanding from year to year. In such a case, the 
ultimate balance as adjusted on the Capital Account of the retiring or 
deceased partner should be transferred to a separate Loan Account in the 
name of the retiring partner or the representatives of the deceased partner, 
as the case may be. Tlie Capital Account of the retiring or the deceased 
partner will thus be closed. 

ILhVSTRA’HlON €2. 

The Capitals of E, ^ and G, who were sharing profits 4]7ths, 2l7ths and _ll7tti 
respectively, on 31st December 1940 stood at Rs. 6,000, Rs. 5,000 and Rs. 4,500 respectively, 
on which date G retires from the firm. The Goodwill of the firm has been valued at 
Rs 3,500 and it is desired to raise a Goodwill Account in the firm’s books. ■ 

The Capital and Goodwill Accounts will show thus: — 


E’s CAPITAL ACCOUNT. 



Rs. 


Re. 

To Balance carried down 

8,000 

By Balance b/fd. 

6,000 



„ 4/7tbs share of Goodwill 

2,000 

Rs. 

8,000 

Rs. 

8,000 



By Balance brought down 

j 

8,000 

Fs CAPITAL 

$ 

ACCOUNT. 



Rs. 

• 

Rs. 

To Balance carried down 

6,000 

By Balance b/fd. 

5,000 



„ 2/7ths share of Goodwill 

1,000 

Rs. 

6,000 

Rs. 

6,000 



By Balance brought down 

6,000 

G’s CAPITAL ACCOUNT. 


Rs. 


1 Rs. 

To Bank 


By Balance b/fd. 



1 

„ l/7th share of Goodwill 


Rs. 

j 5,000 

Rs. 

5,000 


To E's Capital Account 
” 

V G B „ ,, 


To Balance b/d. 


GOODWILL ACCOUNT. 



Rs. 



Rs. 


2,000 

By Balance earned down 

3,500 


1,000 



... 

500 



Rs. 

3,500 

Rs. 

3,500 


3,5Q0 




1 


1 


AccounS^of E back to thfe Capital 

« ot B and F an the proportions of 2(3rds and l|3rd, and thus closed. 
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ILLUSTRATION 63. 

If it is not desired to raise a Goodv/ill Account at its full value in the firm's books, 
the ■working -would appear as follows : — 


GOODWILL ACCOUNT. 


* 1 

1 

To G’s Capita! Account ...! 

\ 

\ 

Rs. 1 

Rs. a. p. 

500 0 0 

By E’s Capita! Account 
„ F s „ ... 

Rs. 

I 

j Rs. a. p. 

333 5 4 

1 166 10 8 

500 0 0 

i 500 0 0 




E’s CAPITAL 

ACCOUNT. 


j 

Rs. , a. p. 


j Rs. a. p. 

To 2/3rds of G’s share of Goodwill 


By Balance b/fd. 

16,000 0 0 

written back 

333 5 4 


[ 

„ Balance c/d. 

5,666 10 8 


i 

Rs. 

6,000 0 0 

Rs. 

j 6,000 ^ 0 



By Balance b/d. 

j 5,666 10 8 


Fs CAPITAL ACCOUOT?. 


~ _ 

•. - 

- 


*• 

Rs. a. p. 


Rs. a. p. 

To l/3rd of G’s share of Goodwill 


By Balance b/fd. 


written back 

166 10 8 



„ Balance c/d. 

4,833 5 4 

' 


Rs, 

5,000 0 0 

■ Rs. 

5.000 0 0 


■ 

By Balance b/d. 

4,833 5 4 


■ G’s CAPITAL ACCOUNT. 



Rs. 


Rs. 

To Bank 

1 5,000 

j 

By Balance b/fd. 

„ l/7th share in Goodwill ^ 

4,500 

500 

Rs. 1 

' 5.000. 

Rs.‘ 

5,000 


Note. — When it is not desired to raise a Goodwill Account at its full value, as 
shown above, Goodwill Account would_ be debited only ■with the amount payable ,to 
the retiring partner and the latterV Capital Account would be credited with same. The 
debit balance on Goodwill Account would then immediately be -written back to the 
Capital Accounts of the remaining partners in the proportioirs in which they now share 
the profits. A still shorter method to bring about the same result would be to credit 
the outgoing partner’s Capital Account with liis share of the Goodwill and debit the 
same to the remaining partner’s ‘Capital Accounts in the same proportions in which 
they would ^are future profits or losses among themselves. 

ILLUSTRATION 64. - , . , 

The Capitals of E, F and G, who were sharing profits 4|7ths, 2i7ths and IjTtK were 
Rs. 6,000, Re. 5,000 and Rs. 4,500 respectively on 31st December 1922, on which date G 
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retires irom the firm. It was agreed that in case 'of retirement of a partner, the 
Goodwill of the firm would be valued on the average of the last three years’ profits and 
the payment of the retiring partner’s share of Goodwill and Capital ( to be made by 
annual instalments of Rs. 2,000 eadh, interest at 5% being calculated on the unpaid 
balance. The first instahnent was paid on Slst December 1923. The profits for the years 
1920, 1921 and 1922 were Rs. 4,300, Rs. 3,800 and Rs. 2,400. 

Show the working of G’s Loan Account until the amount due to him has been 
paid off. 


Solution, 

G’s LOAN ACCOUNT. 







_ — — _ 

1923 


'Rs. a p. 

1923 

. ' i 

Rs. a. p. 

Dec. 31 1 

To Bank ...|j 

2,000 0 0 

Jan. 1 

iBy G’s Capital Account 


1 

„ Balance c/d. 

3,250 0 0 


/ Balance transferred 

4,500 0 0 

1 




} „ l/7th share in 



1 



j GoodwiU 

500 0 0 

1 



Dec. 31 

„ Interest 

250 0 0 

t 

t 

Rs. 

5,250 0 0 


Rs. 

5,250 0 0 

1 

1924 1 



1924 



Dec. 31 

To Bank 

2,000 0 0 

Jan. 1 

By Balance b/d. 

3,250 0 0 

*» 

1 , Balance c/d. 

1,412 8 0 

Dec.31 

„ Interest 

162 8 0 


Rs. 

3,412 8 0 

> 

Rs. 

3,412 8 0 

1925 



1925 



Dec. 31 

To Bank 

1,483 2^0 

Jan. 1 

By Balance b/d. 

1,412 8 0 




Dec.31 

„ Interest 

7u 10 0 

. 

Rs. 

1483 2 0 


i Rs. 

1,483 2 0 





1 



ILLUSTRATION 65. 

C, D_ and E were partners, sharing profits in the proportions of one-half, one-third 
and one-sixth respectively. The Balance Sheet of the firm on 31st Defeember, 1940 
was as follows : — 


Sundry Creditors 


Rs. 


Rs. 

Rs. 



/Cash .at Bank 


2,500 

Bills Payable 

... 


' Debtors ' 

16,000 

Reserve Fund 

Capital Accounts: — 

Rs. "■ 


Less Reserve 

500 

II 

C 

40,000 

1 

Stock 


D 

30.000 

1 

Motor Vans 


E 

25,000 

i 

.Plant & Machinery 

• 


« — — 


Factory Building 



‘ Rs. 



Rs. 

131,000^ 


D retires on that date subject to the following adjustments: — ^ ^ 
(1) ’The GoodwiU of the firm to he valued at Rs. 18,000 ; 

^(2) Plant ^to be depreciated by 10% and Motor Vans by 15% ; 

(3) Stock to be appreciated by 20%, and Bufiding’ by 10'% ; and 

(4) The Reserve for Doubtful Debts to be increased by Rs. 1,950, 
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Psss thp Journal Entries, give the Capital Accounts of the partners, the Profit 
and Loss Adjustment Account, the Goodwill Account and prepare the Balance Sheet 
of the continuing partners, as at 1st January 1941. 


Solution. 


JOURNAL ENTRIES, 


Reserve Fund Account ... ... ... Dr. 

To D's Capital Account 

(Being the share of Reserve Fund credited to the out- 
going partner) 

L.F. 

! 

|j Rs. 

! 4,000 

1 

[ 

Rs. 

4,000 

i 

1 

Goodwill Account ... ... ... ... Dr. 

To D’s Capital Account 

(Being the proportionate value of Goodwill credited to 
the outgoing partner). 

1 

6,000 

1 6,000 

1 

C’s Capital Account ... ... ... ... Dr. 

E s „ ,, ... ... ... ... ,, 

To Goodwill Account 

(Being the entry for wiping off the debit balance on y 
Goodwill Account). 


4.500 

1.500 

) 

6,000 

Profit & Loss Adjustment Account ... ... Dr. 

To Plant & Machinery 
„ Motor Vans 

„ Reserve For Doubtful Debts Account 
(Being the entry for writing down values of the above 
assets as agreed). ' 

1 

1 

! 

■ 6,650 

3,500 

1,200 

1,950 

Stock Account ... ... ... ... Dr. 

Factory Buildings ... ... "... ’ ... „ 

To Profit & Loss Adjustment Account 
(Being the amount of appreciation in the values of the 
above assets). 


5 000 
4,500 

9,500 

Profit & Loss Adjustment Account ... ... Dr. 

To C's Capital Account 

V D’s ,, ,, 

,, E s ,, „ 

(Being the transfer of profit on adjustments). 


2,850 

1.425 
950 
475 , 

D's Capital Account ... — ... Dr. 

To D’s Loan Account 

(Being the transfer-of Capital to his.Loan Account). 


40,950 

40,950 


PROFIT & LOSS ADJUSTMENT ACCOUNT. 


To Plant & Machinery Account 
„ Motor Vans 

„ Reserve for Doubtful Debts 
Account 


Capital Account : — 

Rs. . 

Cl/2 

1,425 

Dl/3 

950 

El/6 

475 


Rs. 


Rs. • 
3,500 
•(1,200 

By Stock Account 
„ Factory Buildings 

... 

Rs, 

5,000 

4,500 

;1,9^ 



< 

2,850 




9,500 

' 

Rs. 

9.500 
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C’r CAPITAL ACCOUNT. 


To Goodwill Account .. { 

„ Balance c/d. .. ; 

1 

Rs. 1 

1 

Rs. 

4,500 

36,925 

By Balance b/fd. 

„ Profit & Loss Adjustment 
Account, i share 

Rs. 

By Balance b/d. 

Rs, 

40,000 

1,425 

41,425 

41,42^ 


36,925 

E’s CAPITAL ACCOUNT, 



Rs. 


“Rs. 

To Goodwill Account 

1 1.500 

By Balance b/fd. 

25,000 

„ Balance c/d. 

23.975 

i. Profit & Loss Adjustment 



1 

Account, l)6ih share 

475 

Rs. 

j 25.475 

Rs. 

25,475 


i 

i 

By Balance b/d. 

23,975 


L’s CAPITAL ACCOUNT. 


1940 
Dec. 31 

To Balance transferred to 
D’s Loan Account 

Rs. 

40,950 

1940 
Dec. 31 

By Balance b/fd. ...| 

„ Reserve Fund Account . j 
„ Goodwill Account ,..j 

„ Profit & Loss Adjust- j 
meat Account .. \ 

30,000 

4.000 

6.000 

95Q 


Rs. 

1 40,950 


Rs. 

40,950 









GOODWILL ACCOITNT. 


1940 
Dec. 31 

i 

To D s Capital Account 

1 i 

m 

1 

i 

By C's Capital Account— 
transfer 

„ E’s Capital Account — 
transfer 

Rs. ' 

4.500 

1.500 


Rs. 

6.000 ' 

m 

Rs. i 

6.000 



M— 





BALANCE SHEET OP C and E. 
As at 1st January 1941. 


( 

i Liaiilities 

1 

Rs. 

Assets Rs. 

Rs. 

Sundry Creditors 

1 

19.000 

Cash at Bank 

2,500 

Bilis Payable 


5.000 

Sundry Debtors 16,000 

Reserve Fund 

— 

8.000 

Less Reserve for Doubtful - 


D’s Loan Account 

... 

40,950 

Debts 2,450 


Capital Accounts: — 

C 

Rs. 

36,925 

Stock 

13,550 

30,000 

E 

23,975 

1 60,900 

Motor Vans 

6 800 



Plant & Machinery 

Factory Buildings 

siisoo 

1 49,500 


Rs. 

jl,33.850 

. Rs. 
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Noras. — (a) As tlie Reserve Fund represents divisible profits held over, it is 
necessary to see that the outgoing partner’s Capital Account is credited with hh pro- 
portionate share thereof, although the problem may be absolutely silent thereon. , . 

(b) In this case, the Goodwill Account need be debited only with the amount 
necessary to credit the outgoing partner with. Tire object here is to see that the outgoing 
partner gets his legitimate share of Goodwill, and once this is done, the debit balance 
on Goodwill Account should no more be allowed to stand in the books, as it represents 
only a fractional value of Goodwill, but should be transferred to the Capital Accounts of 
the continuing partners in then* new profit-sharing proportions. 

ILLUSTRATION 66. 

X, y and Z are in partnership sharing profits in proportions of 3i7ths, 3|7ths and 
IjTth respectively. On 31st December 1930, Y retires and the Balance Sheet of the firm 
on that date was as follows: — 

BALANCE SHEET OF X, Y AND Z. 

As at 31st December 1930. 



Rs. 

Rs. 


' Rs, 

Sundry Creditors 

Current Accounts: — 


6,000 

Bills Receivable 

Sundry Debtors 

4,000 

20,000 

X 

3,000 


Goodwill ... 

5,000 

Y 

3,500 
2,000 ! 


Stock 

14,000 

Z 


Fixtures 

1,500 

Capital Accounts 

X 

Y 

1 

; 

! 

10,000 1 
12,000 1 

8,500 

Cash at Bank 

2,000 

Z 

10,000 : 

32,000’ 



- 

Rs. 

46,500 

Rs, 

46,500 


The partnership deed provided that, in the event of a partner retiring, the Assets 
and Liabilities except Goodwill were to be taken as per the last Balance Sheet. Goodwill 
was to be valued at twice the average annual profits calculated on the basis of the five 
years immediately preceding the retirement. The profits were 1926, Rs. . 4,010 ; 1927, 
Rs. 6,000 ; 1928, Rs. 8,000 ; 1929, Rs, 10,000 ; 1930, Rs. 5,000. You are to ascertain the 
amount payable to Y on retirement and to transfer the same to a Loan Account in his 
name, working the problem on the assumption that (a) the continuing papers decade 
to maintain Goodwill Account at its fuU value, (b) that they decide to leave Goodwill 
Account at its oii"in,'1 v.-lim, r-nd (c) that they decide to ydpe off Goodwill Account 
from ffreir book-, .‘.''.o.'. ijii: .Icinr.'i Entries and the adjusted Balance Sheet under each 
circumstance. 


Solution. 


value of the Goodwill 

is ascertained as 

under: — 

Rs, 

Profits 1926 

# * • • 

* • » « 

4,010 

„ 1927 

* * » * 

• • • • 

6,000 

„ 1928 

• • ' • • 

• « • » 

8,000 

„ 1929 


• • • • 

10,000 

„ 1930 

- 


5,000 


5)33,010 

Rs. 6,602 X 2 = Rs. 13,204 

The book value of Goodwill will, therefore, have to be increased by Rs. 8,204, 
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(b) BALANCE SHEET OF X and Z. 

As at 31st December , 1930. 

(Where the Goodwill Account is left madjusted.) 


Ltabiliites 


Rs. 

Assets 


Rs. 

Sundry Creditors 

• *» 

6,000 

Cash at Bank 

,, 

2,000 

Y’s Loan Account 

,, 

19,016 

Bills Receivable 


4,000 

Current Accounts ; — 

Rs. 


Sundry Debtors 


20,000 

X 

363 


Stock 

• •• 

14,000 

Z 

1,121 


Fixtures 


1,500 



'1,481 

Goodwill 

• •• 

5,000 

Capital Accounts ; — 






. X 

10,000 





Z 

10,000 







20,000 





Rs. 



Rs. 

46.500 


(c) ' BALANCE SHEET OF X and Z. 

As at 31st December 1930. 


(Where the Goodwill Account is wiped off from the books.) 


Sundry Creditors 


Rs. 

6.000 

Cash at Bank 


Rs. 

2,000 

Y's Loan Account 


19,016 

Bills Receivable 


4,000 

Capital Accounts ■ 

Rs. 

, Sundry Debtors 


20,000 

' X 

10.000 


Stock 


14,000 

. z 

10,000 


Fixtures 

*•# 

1,500 


Rs. 

20,000 

'45,016 



Current Accounts : — 

X 

Z 

Rs. 

3,387 

129 

Rs. 

3,516 

45,016 


Notes — (1) In the first case, as the Goodwill Account already appears in tlie firm’s 
books at Rs. 5,000 and as the value of Goodwill is ascertained to be Rs. 13,204 at the time 
of retirement of one of the partners in terms of the partnership deed, an adjusting entry 
has become necessary only in respect of the additional amoimt of Rs. 8,204. ' 

(2) As it is apparent on the face of the Balance Sheet that the Capitals are fixed 
quantities, the necessary adjustments have been madcvon the Current Accoimts of the 
partners. * , 

, ADJUSTMENT OP ACCOUNTS ON THE DEATH OF A PARTNER. 

It is invariably ..ptovided in the deed as to how the accounts are to he 
adjusted in case of death of one of the partners. • 

Experience has shown, that in majority of businesses, a great deal of 
inconvenience is entailed, and the progress of the trade aiTested, by being 
compelled to take stock on the dale of the decease of a partner, in order to 
ascertain the proportionate share of profits accruing to the estate of the 
deceased partner. Besides, the question of depreciation of assets, the basis 
of valuation of tire stock and such other 'matters will always be bones of 
contention between the surviving partners and the representatives of the 
deceased partner. In order to avoid all this, it is desirable that the manner 
in which the profits for the period elapsing since the last-signed balance 
sheet aird the date of the decease are to he computed must be laid down in 
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the agreement in most clear and definite terms. The amount payable in 
respect of the share of a deceased partner is generally agreed to be spread 
over a number of years, in order that the business may not be overburdened 
with an immediate payment. 

Some such clause as the following is therefore often inserted in the deed : 

“ In the event of the death of any one of the partners during the 
continuance of the partnership term, his share of the profits for the current 
year is to be calculated according to the amount of his share of profits for 
the last preceding financial year of the business and the proportion calculated 
between the last preceding year and the day of his death ; but he is to be 
debited with all dra\vings made by him since the commencement of the 
current year. The share of the deceased in the goodwill of the firm will be 
equal to his share of profits of the two last completed financial years of the 
business. The capital of such deceased partner as well as his accrued 
share of profits and goodwill bear 5 % interest from the date of death to 
the date of pa 3 niient to his executors, administrators or assigns. The whole 
amount due to the deceased shall be paid off in three yearly instalments, the 
first of such instalments to be paid within three months from the date of 
death.” 

n,I.USTRATION G7. 


A, B and C are partners sharing profits 2j5ths, 2l5ths and l|5th respectively and 
their Balance Sheet on 31st December 1926, showed as follows : — > 


Creditors 


Rs. 

29,000 

Cash at Bank 


Rs. 

4,000 

Capital Accounts : — 

Rs. 


Debtors 

• •• 

30,000 

A 

30,000 


Stock 


1 45,000 

B 

20,000 


Plant & Fixtures 


1 20,000 

C 

20,000 

Rs. ' 
1 

1 70,000 ; 

99,000 


Rs. 

I 99,000 


C dies on 1st September 1927, and the deed provides that the estate of the 
deceased shall be entitled to a share of the profits up to the date of death based on the 
profits of the previous year, together with a share in respect of Goodwill to be calciilated 
' on the basis of two years’ purcliase of the average net profits of the previoxis three years. 
The net profits for the years 1924, 1925 and 1926 were Rs. 20,000, Rs. 22,000 and Rs. 18,000 
respectively. C had withdrawn Rs. 1,500 from the date of the last Balance Sheet to the 
date of his death and 67i Interest was agreed to be credited on the Capital of each 
partner. The whole amount due to the deceased as at 1st September 1927, was to be 
temporarily credited to his Loan Account opened in the name of the Executors. 

Solution. 


Tne value of 

Goodwill and C’s Share 

of Profit are ascertained 

as under : — 


Rs. 


Rs. 

Profits 1924 

.. 20,000 

Profit for 1926 

= 18,000 

„ 1925 

.. 22,000 

„ „ 8 months 

= 12,000 

„ 1926 

.. 18,000 

Ijoth sliare thereof 

= 2,400 


3) 60,000 




Rs. 20,000 X 2 = 40,000 

Cs Share of Goodwill wUl be IjSth of 40,000 = Rs. 8,000. 



PARTNERSHIP ACCOUNTS 


241 


C’s CAPITAL ACCOUNT. 


1927 


Kh. 

19^7 


Sept. 1 

To Drawings Account 


Jan. 1 

By Balance b/fd. 


— transfer 

1,500 

Sept. 1 

„ Profit & Loss Account 


„ Balance transferred to 



„ Goodwill Account 


Loan Account of the 



„ Interest „ 


, Executors 

29,700 


. 


Rs. 

31,2(0 


Rs. 


Kb 

20.000 
2,400 
8,000 


8u0 




33,200 


THE EXECUTORS OF C (DECEASED) LOAN ACCOUNT. 




Rs. 

1927 
Sept. 1 

By Balance transferred 

Rs. 





from C's Capital Account 

29,700 


ILLUSTRATION 68. 

Following up the above illustration, assuming that it was agreed between the 
surviving partners and the Executors of the deceased that the amount due to the latter 
be paid to them within 3 years hy six-monthly instalments of Rs. 5,500 each, interest 
at 6 per cent being calculated on the balance owing with half-yearly rests, the account 
of the Executors will appear as under: — 


THE EXECUTORS OF C (DECEASED) LOAN ACCOUNT. ' 


1928 


Rs. a. p. 

192,7 


Rs. a, p 

Feb. 29 

To Bank , ... 

5,500 0 0 

SepI 1 

By Balance 

29,700 0 0 


„ Balance c/d. 

25,091 0 0 

1928 






Feb. 29 

„ Interest 

891 0 0 


'• Rs. 

30,591 0 0 

■ 

Rs. 

30,591 0 0 

1928 

* 


1928 

. 


Aug. 31 

To Bank 

5,500 ■ 0 0 

Mar. 1 

By Balance b/d. 

25,091' 0 0 

it t* 

„ Balance c/d. 

20,34^ 11 8 

Aug. 31 

„ Interest ... 

752 11 . 8 


Rs.“ 

25,843 11 8 


Rs7 

25,843 11 8 

1929 



1928 



Feb. 28 

To Bank 

5,500 0 0 

Sept. 1 

By Balance b/d. 

20,343 11 8- 


„ Balance c/d. 

15,454 0 8 

1929 






Feb, 28 

„ Interest 

610 5 0 


Rs. 

20,954 0 8 


Rs. 

20,954 0 8 

1929 



1929 


- 

Aug. 31 

To Bank 

5,500 -0 0 

Mar 1 

By Balance b/d. 

15,454 0 8 

»» tt “ 

„ Balance c/d. 

10,417 10 7 

Aug. 31 

„ Interest 

463 9 11 


Rs. 

15,917 10 7 


Rs. 

15,917 10 7 

1930 



1929 



Feb. 28 

To Bank 

5,500 0 0 

Sept, 1 

By Balance b/d. ... 

10,417 10 7 


„ Balance c/d. 

5,230 3 1 

1930 






Feb. 28 

„ Interest 

312 8 6 


Rs. 

10,730 . 3 1 


Rs. 

10,730, 3 1 

1930 . 



1930 



, Aug. 31 

To Bank 

5,387 1 7 

Mar. 1 

By Balance b/d. 

5,230' 3 1 


- 


Aug. 3l 

„ Interest 

156 14 6 


. Rs. 

5,387 1 7 


Rs. j 

5,387 1 7 





" / 
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ILLUSTRATION G9. 

E, F and G are in partnership sharing profits equally. E dies on 31st March 1931, 
and the partnership deed provided inter aha that — 

(1) The share of a deceased partner’s Capital Account shall be taken at the 
balance on his Capital Account as at the date of the last financial close, less the 'with- 
drawals, if any, made to the date of death. 

(2) That his share of profit to the date of death shall be calculated on the basis 
of the average of the three preceding years. 

(3) That the Goodwill of the firm shall be taken at one year’s purchase based 
on the average profits of the preceding five years. 

(4) That the Firm’s Freehold Property shall be taken at an independent valuation. 

The firm’s last Balance Sheet was as under: — 


BALANCE SHEET OF E, F AND G. 
As at 31st December 193(1. 


Creditors 

...1 

Rs. 

18,900 

Cash at Office 


Rs. 

500 

Capital Accounts ; — 

Rs. 1 

„ at Bank 


4fi00 

E 

... 30,000 


Debtors 


10,000 

F 

... 20,000 


Stock 


15,000 

G 

... 20,000 


Freehold Property 

• •• 

40,000 


— 

70,000 

Goodwill 

•• 

18,900 

• 

Rs. 

88,900 


Rs. 

88,900 


Freehold property was valued at Rs 58,000. 

The profits for the five years ended 31st December 1930 were : — 

1926 .. ,. .. .. .. .. 

1927 .. 

1928 

1929 

1930 . . . . . . . . . . . , 


(Rs. 

11,500 

14.000 

9.000 

8.000 

10.000 


Pass the Journal Entries and show E’s Capital Account and the Balance Sheet of 
the surviving partners. Show also how the Balance Sheet will appear if the Goodwill 
Account is wiped off from the books of the firm. 


Solution. 

The value of Goodwill is ascertained as under : — 


Profits 1920 





* 0 

IKS. 

. . 11,500 

„ 1927 






.. 14,000 

„ 1928 






.. 9,000 

„ 1929 






.. 8,000 

„ 1930 



• • 



.. 10,000 


5) 52,500 


E'slw of Prtfif:?I®“"^"^ “ 


10,500 


Profits for 1928 

1929 

1930 


Rs. 

9.000 

8.000 
10,000 


Average profit for one yea 
. • . Profit for 3 months 
l/3rd share thereof 


3) 27,000 


Rs. 9,000 
„ 2,250 
„ 750 


V'' 

v-- 
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JOURNAL EimUES. 


Profit and Loss Appropriation Account'^ Dr. 

To E'h Capital Account 

(Being the adjustment of profits due to E as per 
agreement). 


E’s Capital Account 

Es II ti ... ... 

C s I, ,, ... ,,, 

To Goodwill Account 

(Being the adjustment of depreciation in Goodwill). 


Dr. 


Freehold Property Account 
To E's Capital Account 

II F s II II 

It G s II ,1 1 

(Being the amount of appreciation in the 
Freehold Property credited to all the 
• Capital Accounts). ' , 



Dr. 


value of 
partners' 


E’s Capital Account 
To the Executors of E (deceased) 

(Being the transfer of Capital to the latter Account). 




Dr. 


L.F. 

Rs 

750 

Ks. ' 

750 


2,800 

2,800 

2,800 

8,400 


18,000 

6,000 

6,000 

6,000 

\ 

’ 

33,950 

33,950 


E’s CAPITAL ACCOUNT. 


1931 
Mar: 31 

To Goodwill Account 

Rs. 

2,800 

1930 
Dec.' 31 

By Balance b/fd. 

! Rs. , 
30,000' 


„ Balance transferred to 
the Executors of E 
(deceased) ' 

Rs. 

33,950 

36,750 

' 

1931 
Mar. 31 

„ Profit & Loss Appro* 
priation Account ... 
„ Freehold property 

Rs. 

• 750 

6,000 

[’36.750 


THE EXECUTORS OF E (DECEASED) LOAN ACCOUNT. 




Rs. 

1931 
Mar. 31 

By Balance transferred 

Rs. 





from E's Capital 
Account 

33,950 


BALANCE SHEET OF F AND " 

As ot 31st MttrcJi 1931, 

■ (Where the Goodwill Account is maintamed at its present value). 


LUr.iUUrs 


■ R::. 

AS"I! 


Rf. 

Sundry Crcrii'.ori, 


’ I8,f.P3 

Cts-h : — 

Rr. 


Loan Account of the Execut 

ort <•[ 


.At Of:::e 

51'0 


if (dt‘c(’s'''.‘.d) 


:5.3,9.',0 

I. lianl; 

4,500 


Ctipital Arcuui’.t:'. ; — 

Rr- 



- .... 

■■ 5,000 

i- 

.. 23.2':) 


Sur-lry D(;l;t(;r.s 


ID.OCO 

G 

.. 23, 2(;:! 


J'JOVu 

... 

i-Oityn 


— 


Frefholti Prorrriy 


5ti,<:"0 




Gcorlwill 

/ ... 

10,500 




Piofit <i- l.o's Approj'riT.isn 

V.' 




1 

Account: — 

i 




\ 

} 

Share of the deceased Partner 

750’^ 

- 

Rs. j 

I 99.250 
! 



99,250 
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BALANCE SHEET OF P AND G 
As at 31st March 1931. 

(.Where the Goodwill Account is wiped off from the ffrm’s boolcs). 


LiahUttes 
Sundry Creditors 

Loan Account of the EKecutors of 
E (deceased) 

Capital Accounts Rs. 
F ... 17,950 

G ... 17,950 


Rs. 


Re. 

Assets 

Rs. 

.| 18,900 

Cash : — Rs. 

At Office 5u0 


. ‘ 33,950 

„ Bank ' 4,500 




5,000 


Sundry Debtors . 

10,000 


Stock 

15,000 

1 35,900 

Freehold Property 

Profit & Loss Appropriation 
Account: — 

58,000 


Share of the deceased Partner ... 

750 

1 88,750 

Rs. 

88,750 


Notes— (a) As the item of Goodwill already appears in the firm’s Balance Sheet at 
Rs. 18,9oO, it seems that the firm must have paid for Goodwill on acquiring a running 
business. Now on ascertainment of the value of Goodwill on the death of one of the 
partners as laid down in the partnership deed, it is found to be -worth Rs. 10,500 only. 
This depreciation of Rs. 8,400 in the value of Goodwill is, therefore, adjusted in the 
Capital Accounts of the partners equally as they are equal sharers in the profits. 

(b) If the surviving partners decide to eliminate Goodwill Account from their 
books, the entry necessary to give effect to this will be to debit the Capital Account of 
each surviving partner in his new profit-sharing proportion and credit the Goodwill 
Account. 


AMALGAMATION OF PARTNERSHIPS. 

, ’Not infrequently, two or more partnership firms carrying on similar 
businesses amalgamate the same with a view to avoid competition or to 
secure greater efficiency and economy. The amalgamation may be agreed 
upon on the basis of the Balance Sheet of each firm as it stands at one 
particular date, or a revaluation of the assets and liabilities of each firm 
may be agreed upon for the purpose, of incorporating the figures in the 
new firm. 

When such an amalgamation takes place, ffie final adjustments in the 
accounts of each firm will be made on the basis of the values at which the 
various Babilities and assets are tahen over by the newly constituted firm. 
All such adjustments would be made through a Profit and Loss Adjustment 
Account which, in its turn, would be closed by transfer to the Capital 
Accounts of the partners in their profit-sharing proportions. Each partner’s 
Capital Account would then show the Capital he has to introduce in the 
new fum. A Balance Sheet can then he prepared amalgamating the whole 
of file Assets and Liabilities of the firms taken over so as to indion+P 
the opening position of the new firm. 

ILLUSTRATION 70. 

Letog^s their businesses on 1st January 1932, their Balance Sheets 
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BALANCE SHEET OP X. 


Creditors' 

Loan from Mrs.X 
Capital 

... 

Rs. 

Rs. 

25.000 
7,500 

35.000 

Cash at Bank 

Debtors 

Stock 

Furniture and Fixtures 
Plant 

... 

Rs. 

Rs. 

2,500 

20,000 

15.000 
2,000 

28.000 

67,500 

67.500 


BALANCE SHEET OF Y, 

* 




Rs. 


Rs.~[ 

Ks. 

Creditors 


40,000 

Stock 

1 

25,000 

Capital 


23,000 

Debtors 

25,000 i 





Less Reserve 

1,000 1 






\ 

24,000 




Bills Receivable 

... 

2,000 




Plant 


12,000 


Rs. 

63.000 


Rs. 

63,000 








The following adjustments were agreed Upon: — 

(tt) The Goodwill of X and Y was agreed at Rs. 7,500 and Rs. 5,000 respectively ; 
(b) The Plant of X was to be depredated by 10% and that of Y was to be taken at book 
value ; (c) 5% Reserve for Doubtful Debts was to be created on Debtors of both the 
parties ; (d) X’s stock was to be appreciated by 15% and Y’s to be depreciated by 5% ; 
(e) X's Fixtures were taken over at Rs. 2,300 and the creditors of each were brought 
in less 5% Reserve for Discounts ; (f) the private liability of X and the Bills Receivable 
of Y were not brought in; <{<;) Y is to be credited with Rs. 3,000 for, Patent Rights 
which he possesses and which are to be deemed as partnership propefty ; (h) X brought^ 
in his Bank balance and Y was to bring in the necessary amount in cash in order \ 
to equal his Capital to. that of X. 

Pass Journal Entries recording the Assets and Liabilities brought in and prepare 
the opening Balance Sheet of the amalgamated firm. 

Solution. 

JOURNAL ENTRIES. 


' Bank Account 

« Sundry Debtors Account ... 

'Slock ... s 

' Furniture & Fixtures ... jr ... 

' Plant ... / ••• 

> Reserve for Discount on Creditors.^ ... 
'Goodwill 

To Sundry Creditors 
„ Reserve for Doubtful Debts > 

„ X's Capital Account 

(Being the values of Assets and Liabilities brought in 
by X as per agreement). 


Dr. 


Bank Account ... 

Sundry Debtors 
, Stock ... , 

, Patents ... ... * 

"Plant ... ... / 

" Reserve for Discount on Creditors V 
, Goodwill 

To Sundry Creditors 
„ Reserve for Doubtful Debts •» 

„ Y’s Capital 

(Being the values of Assets and Liabilities brought in 
by Y as per agreement). 


Dr. 


L.F. 


Rs. : 

2.500 
20 , 000 «! 
17,250 -i 

2 300 
25,200 
1,250 

7.500 


Rs. 


25.000 

1,000 ■ 

50.000 ■ 


20,500 • 

25.000 
23,750 

3.000 

12.000 

2.000 

5,000 


40.000 
1,250 

50.000 
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BALANCE SHECT OF X . AND Y.,. 


As at 1st January 1932. 


LsabHities 

1 

Rs. 

Rs. 

Assets 

Rs.'.. 

Rs. 

Sundry Creditors 

Less Reserve for Discount 
on Creditors 

65,000 

3,250 

61,750 

Cash at Bank 

Sundry Debtors 

iess Reserve for Doubtful 
Debts • 

45,000 

2,250 

■ 



II 

Capital Accounts 

X 

Y 

50,000 

50,000 


'Stock, 

Patents 

Furniture & Fixtures 

Plant 

Goodwill 

... 


Rs. 

1,61,750 


Rs. 

Iwl 


ILLUSTRATION 7L 

The respective Balance Sheets of -A & B and C & D at the date of amalgamation 
are as follows : — 


A AND B 


Liabililies ' 


Rs.' ■ 

, ' . . , . Assets 


. Rs. 

Sundry Creditors 



Cash at Bank. 


.3,000 

Capitals : — 

Rs.. 


Sundry Debtors ' . . . 


1 ijil 

A 

25,000 


Stock- ' , 

' - 

1 !l!l 

B ' 

15,000 


Investnienlh 

' 





Office Fixtures ■' 

V--', ' 

500, 

- 

Rs. 



' Rs. 

61,500 

]’ 


C AND D. 


Liabililies ' 


Rs. 

Assets 

Rs. 

Rs. 

S’undry Creditors - 
'Reserve Fund 



Cash at Bank ." ' ' 


1,000. 

Rs; 


Book Debts • " 

■ 25,000 

Capitals; — 


• ■Less Reserve 

. . ' ■ ■ 500 


C 

- 19,000 

. ‘ 




D, 

11,000 


Stock , • • 


1 20.000 


■ ■ 

■nil 

Trade Fixtures' 

Leasehold Premises . * 


K|1 




Goodwill . . 

... 



Rs. 



- Rs. 

1 62,500 

— . , 





P**^ 


It was agreed that the Balance Sheet of A and B should he adjusted as follows 
Dtuore amalgamation: — . ^ ; . . , , 

(a) That. Rs.. 400 he reserved for Douhtful Debts; 

(b) . That the Stock and Fixtures he depreciated by '10%; •" 

, (e) ' That investments he taken ’ over at Rs; 10,000;" , 

^3t RsV 300 be rtserved for Discounts oh Creditors! 

: ■ agreed upon in C and D’s Balance Sheet:- - 

■ ■ ■ (S ® I’ f Tr=»de Fixtures be taken over at book figures ; : 

" . GoodwiJ2 .be valued, at Rs. 18,000 and Rs. .6,000' 
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^ _ The Capitals of A, B, C and D, in the new firm were fixed at Rs. 25,000, Rs. 15,000, 

Rs. 3O,O0O, and Rs. 20,000 respectively. 

(1) Pass Jovimal Entries, (a) in the books of A and B, and (b) in the books 
of C and D, to give effect to the above arrangements ; 

(2) Show the Balance Sheet of each firm as adjusted ; and 

(3) Prepare the Balance Sheet of the new firm as amalgamated. 

Solution. 


JOURNAL ENTRIES IN THE BOOKS OF A AND B. 



Profit and Loss Adjustment Account 

To Reserve for Doubtful Debts 
„ Stock 
„ Fixtures 

(Being the adjustment in the values of the assets as 
arranged). 

Dr. 

L.F, 

, Rs. 
3,450 

1 Rs. 

400 

3,000 

50 


Investments 

Reserve for Discount on Creditors 

To Profit and Loss Adjustment Account 
(Being the appreciation of Investments and Reserve 
for Discount on Creditors provided for as agreed). 

Dr. 

» 


1 2,000 
, 300 

1 2.300 


A's Capital Account 

B s ,, ,, ... ... ... 

To Profit and Loss Adjustment Account 
(Being the loss resulting from revaluation adjusted 
between the partners). 

Dr. 

» 


575 

1 575 

1 1,150 


Bank Account 

To A’s Capital Account 
,, B s ,, ,, 

(Being the amounts brought in by A and B to bring 
up their Capital to agreed figures). 

Dr. 


1 1,150 

575 

I 575 

JOURNAL ENTRIES IN THE BOOKS OP 

C AND D. 



Leasehold Premises 

Goodwill ... ... ... ... 

To Profit and Loss Adjustment Account 
(Being the values of Lease and Goodwill adjusted). 

Dr. 

f? 

L.F. 

Rs. 

6,000 

2,000 

Rs. 

8,000 


Profit and Loss Adjustment Account 

To C's Capital Account, 

,, D s If . 

(Being the gain on revaluation transferred). 

Dr. 


8,000 

4,000 
4,000 . 


Reserve Fund ... ... ..- 

To C’s Capital Account 
„ D s „ ,, 

(Being the transfer of Reserve Fund). 

Dr. 

• 

11,500 

5,750 

5,750 


Bank Account ... ... ... ... 

To C’s Capital Account 

(Being the amount brought in by C to make up his 
capital of Rs. 30,000 as agreed). 

Dr. 


1,250 

1,250 


D’s Capital Account 

ToRank Account 

(Being the amount withdrawn by him to bring down 
his capital to Rs. 20,000 as agreed). 

Dr. 

- 

750 

750 
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^ . . balance sheet of a and b as adjusted. •. , 


Liabilities 

Sundry Creditors 

Less Reserve -for Discount .. 

!' 

Rs. i 
21,500 , 
300 ' 

Rs. 

21,200 

Assets 

Cash at Bank 
Investments 

Sundry; Debtors 

Less Reserve 

Rs. 

... 20,000' 
... 400. 


Capitals : — 

A 

B 

1 

H 

25.000 

15.000 

40,000 

Stock 

Fixtures 

, 


Rs. 

61,200 


Rs. 







1 


BALANCE SHEET OF C AND D AS ADJUSTED. 


Liabilities 


Rs. 

Assets 

Rs. 

Rs. 

Sundry Creditors 



Cash at Bank 

• •• 

1,500 

Capitals; — 

Rs. 


. Sundry Debtors 

... 25,000 


C 

D 

... 30,000 
... 20,000 

[ 

1 

Less Reserve 

500 

24,500 

1 




j 50,000 

Stock 


■^11 ]■ 



Fixtures .V . 

' . r ••• 

HR 1 1 H 




Leasehold Premises 

’ . ■- ... 

! ! H 



I 

. Goodwill ■ 


KmiI 


Rs. 



; 

71,000 


BALANCE SHEET OF THE NEW FIJM.. 


Liabilities 

■' 1 

Rs. 1 

. .R8. „, 

Assets 

Rs. 

Rs. 

Sundry Creditors 
iess Resetve for Discount ... 

42,500 

300 


Cash at Bank 



Capitals ' . 


42,200 

Investments 

Sundry Debtors 

Less Reserve 

... 45,00b” 
... .. 900 

iHi 

■ , ' A - 

' B. . 

25.000 

15.000 


Stock 



C ... 

D . 

30.000 

20.000 


Fixtures , 

• Leasehold Premises . 



l||ii 



90,000 

Goodwill . . ■ • 

* 

... 

K2I J 


Rs. 

1,32.200 


R's. 

1,32,200 : 


ADJUSTIWENTS ON PURCHASE OF BUSINESS BY A PARTNER. 

; ^ Very often, one of the partners agrees to take over the entire business, 
either on the basis of the Balance Sheet as already prepared or subject to; 
readjuslTnent in the values; of ‘some of the assets and liabilities and agreeing 
to pay for goodwill- to , the old firm aslmay he mutually agreed- upon; 

I , .In the first case,' the . Capital Account of the partner taking over the 
"'^,°'^‘i^^e^<3ebited wi& the T^ok values of -the; assets take! over, the- 
;re5pecUve,Asset;Accowts being credited. In regard to the liabilities ^ken 
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over, the respective Liability Accounts would be debited and the purchasing 
partner’s Capital Account would be credited. 

If any re-adjustment in the values of some of the assets or liabilities 
is agreed upon, such adjustments would be debited or credited to a Profit 
and Loss Adjustment Account, which in its turn would be closed by the 
Capital Accounts of all the partners (including the purchasing partner) 
in their profit-sharing proportions. After such adjustment, the accounts 
of the various assets and liabilities would be transferred to the Capital 
Account of the purchasing partner, as indicated above^ 

On the goodwill of tlie firm being valued, the Goodwill Account would j 
be debited and the Capital Account of each of the partners would be credited | 
with his respective profit-sharing proportion. The purchasing partner’s | 
Capital Accoimt would then be debited with the total value of the goodwill \ 
of the firm and Goodwill Account would be credited. 

On the purchasing partner bringing in cash to pay off the other partners, 
Bank Accoimt would be debited and his Capital Account would be credited. 
The Capital Account of each outgoing partner who is paid off would then 
be debited and Bank Account credited. All accounts of the firm would 
thus be closed. 

ILLUSTRATION 72. 

' The Balance Sheet of Messrs. J, B and R on 31st December 1926 showed as follows : — 



LiabUilies 


Rs. 

Assets * 

Rs. 

Rs. 

Trade Creditors 

Capital Accounts ; — 

B 

R 

Rs. 

... 25,150 
... 20,000 
... 17,000 

14,000 

62,150 

Freehold Property 

Plant 

Furniture and Fixtures 
Stock-in-trade 

Sundry Debtors 

Less Reserve for Doubtful 
Debts 

12,50o‘ 

30.000 

10.000 
1,000 

18,000 

• 



200 

12,300 

4,850 





Cash : — 

At Bank 

In Hand 

4,800 

50 









Rs. 

76,150 


Rs. 

76.150 






— 



B agrees to take over the business, J and R retiring. All the Assets and Liabilities 
are to be taken over at the book figures, but the Goodwill of the firm is to be valued 
at Rs. 15,000 and B had to bring in sufficient Cash to pay off J and R. The partners 
used to share profits in the proportion of 2|5, 2l5 and 1(5, 

-Show the Journal Entries necessary to give effect to this and the Capital Accounts 
of J, B and R. 
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Solution, 


JOURNAL laMTRIES. 


/ 



L.F. 

Rs. 

Goodwill Account ... ... .„ Dr. 

To J's Capital Account 
,, B s „ ,, 

,, R s ,, ,, 

(Being the Goodwill raised in the firm's books and its 
distribution amongst the partners). 


15,000 

B’s Capital Account ... ... ... Dr. 

To Freehold Property 
„ Plant 

„ Furniture and Fixtures 
„ Stock-in-trade 

Sundry debtors 
„ Cash at Bank 
„ Cash in Hand 
„ Goodwill Account 

(Being the Assets of the firm (including Goodwill) taken 
over by B). 


91,350 

.Trade Creditors ... ... ... ... Dr. 

' / Reserve for Doubtful Debts Account ... ... „ 

To B’s Capital Account 

(Being the Liabilities of the firm taken over by B). 


14,000 

200 

Bank ... ... ... »• Dr. 

To B's Capital Account 
(Being Cash brought in by B). 


51,150 

J’s Capital Account ... ... ... Dr. 

R’s ,, ,, tt 

To Bank 

(Being the balances to the Capital Accounts of J and R 
paid oS). 


31,150 

20,000 


Rs. 


6,000 

6,000 

3,000 


30.000 

10.000 

1,000 

18,000 

12,500 

4,800 

50 

15,000 


14,200 

51,150 

51,150 


J’s CAPITAL ACCOUNT. 



Rs. 


Rs. 

To Bank 

3U50 

By Balance b/fd. 

25,150 


! 

„ 2/5ths share of Goodwill 

6,000 

Rs. 

31,150 

Rs. 

31,150 


B’s CAPITAL ACCOUNT. 



Rs. 

\ 

To Sundry Assets taken over 

91,350 

By Balance b/fd. 



„ 2/5ths share of Goodwill — !!' 



„ Sundry Liabilities 



„ Bank 

Rs. 

91,350 

Rs. 


Rs. 

20,000 

6,000 

14,200 

51,150 


91,350 
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R’s CAPITAL ACCOUNT. 


To Bank 


Rs. 

20,000 

By Balance b/fd. 


Rs. 

17,000 

, 

Rs. 

20,000 

„ l/5th share of Goodwill 

*■ 

Rs. 

3,000 

20,000 


ILLUSTRATION 73. 


The Balance Sheet of Messrs. J, B and R showed as follows: — 


LiabiUiks 


Rs. 

Trade Creditors 


14,000 

Capital Accounts : — 

Rs. 


J 

... 25.150 


B 

... 20,000 


R 

... 17,000 

62,150 


Rs. 

76,150 


*■ 

Assets 

Rs. 

Rs. 

Freehold Property 


30,000 

Plant 


10,000 

Furniture and Fixtures 


1,000 

Stock-in'trade 

,, 

18,000 

Sundry Debtors 

... 12,500 

Less Reserve 

200 

12,300 

Cash at Bank 

... 4,800 

u in Hand 

... 50 

4,850 


Rs. 

76.150 


B agrees to take over the bxisiness, J and R retiring on the following terms: — 

(1) That the Goodwill of the firm be valued at Rs. 15,000 ; 

(2) „ Plant, Stock and Fixtures be reduced by 7i% ; 

(3) „ Freehold Property be appreciated by Rs, 2,000; ^ - 

(4) „ the Reserve for Doubtful Debts be brought upto Rs. 500;' 

(5) „ 2i% be reserved for Discount on Creditors'; 

(6) „ Outstanding Liabilities owing and-amoiuiting to RS.-750 be provided for.V'^ 

B has to bring in sufficient cash to pay off J and R. The partners used to share 
profits in the proportion of 215, 2|5 and IjS. ^ 

Show the necessary Journal Entries, Profit and Loss Adjustment Account and 
the Capital Accomts, 


Solution. 


JOURNAL ENTRIES. 



Profit and Loss Adjustment Account ... ... Dr. 

To Plant 

„ Furniture and Fixtures 
.. „ Stock-in-trade 
„ Reserve for Doubtful DebW 
„ Outstanding Liabilities \/ 

(Being amounts written eft various Assets). 

L.F. 

Rs. 

3,225 


Reserve for Discount vn Credi ors ... ... Dr. 

Freehold Property ... ... ... ... „ 

^ To Profit and Loss Adjustment Account 
(Being the Discount on credit balances and the appre- 
ciation in the value of property provided for). 

> 

350 

2,000 


Rs. 

750 

75 

1,350 

300 

750 


2,350 
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JOURNAL ENTRIES— (Confd.) 




L.P. 

Rs. 

Rs. 


J’s Capital Account ... ... ... Dr. 







• 350 





175 



To Profit and Loss Adjustment Account 



875 


(Being transfer of debit balance of Profit and Loss 

' 




Adjustment Account to the Capital Accounts). 





Goodwill Account ... ... ... ... Dr. 




/ 

To J’s Capital Account 



2 

If H s II II 









\ 

(Being Goodwill raised in the firm’s books and its 

! 


1 

'v ^ 

distribution among the partners). 

i. 

1 


B’s Capital Account ... ... ... Dr. 


9L525 

1 

! 


To Freehold Property 





„ Plant 



1 9,250 


„ Furniture and Fixtures 



! 925 


„ Stock-in-trade 





„ Sundry Debtors 



■jJaiiJ 


„ Cash at Bank 





„ Cash in Hand 



50 


Goodwill 





' Reserve for Discount on Creditors 




\ 

(Being the Sundry Assets taken over by B). 




Trade Creditors ... ... ... ... Dr. 


■IRi 

j 


“Reserve for Doubtful Debts Account ... ... „ 


BHkuiI 



Outstanding Liabilities ... ... ... „ 


^B£il 

\ 


To B’s Capital Account 




{ 

(Being the Liabilities taken over by B). 




Bunic *** ••• Dr* 


50,625 



To B’s Capital Account 





.(Being Cash brought in by B). 


1 

! 


J’s Capital Account ... ... ... Dr. 



i 


Rs II II ••• ,,, ,, 


19,825 

1 


To Bank 



KfiXifia 


(Being the balances to the Capital Accounts of J and R 


* 

j 


paid off). 



f 


PROFIT AND LOSS ADJUSTMENT ACCOUNT. 


Co Plant 

„ Furniture and Fixtures 
„ Stock-in-trade 
„ Reserve tor Doubttui Debts 
It Outstanding Liabilities 


Re. 


Rs. 

— 

Rs. 


By Freehold Property 

2,000 


„ Reserve for Discount on Creditors 
»» Capital Accounts 

350 

• ouu 

750 

(transfer) 

B 

R 

350 
. 350 
175 

i _3,225 

Rs. 
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J's Capital Accodkt. 



Rs. 

• 

Rs. 

To Profit and Loss Adjustment 


By Balance b/fd. 

25,150 

Account (transfer) 

350 

„ 2/5ths share of Goodwill 

6,000 

„ Bank 

30,800 



Rs. 

31,150 

Rs. 

31,150 


B’s Capital Accotint. 



Rs. 


Rs. 

To Profit and Loss Adjustment 


By Balance b/fd. 

20,000 

Account (transfer) 

350 

„ 2/5ths share of Goodwill 

6,000 

„ Sundry Assets 

91,525 

„ Sundry Liabilities 

15,250 



„ Bank 

50,625 

Rs. 

91.875 

Rs, 

91.875 



1 



R’s Capital Account, 



Rs. 


Rs. 

To Profit and Loss Adjustment 


By Balance b/fd. 

17,000 

Account (transfer) 

175 

„ l/5th share of Goodwill 

3,000 

„ Bank 

19,825 



Rs. 


Rs. 

20,000 


JOINT SURVIVORSHIP POLICY. 

With a view to obtain the necessary funds to pay out a deceased partner’s 
share of the Capital, accrued profits -and Goodwill/ partners often take up 
a joint survivorship policy, so that -the firm’s cash resources -may not be 
crippled in case of the death of any one of them. 

1, The method that is usu^y followed is to debit the premiums paid to 
Profit and Loss Accoimt thus treating it as a business expense. This cannot 
be said to be a correct method to foUow, as it tends to obscure the true profit 
or loss resulting from the business, for the premium paid on a Joint Policy of 
the partners caimot in principle be treated as an expense necessarily incurred 
in the course of the conduct of the business. Besides, of the annual premium 
is charged off to revenue each year, there will be no indication on the Balance 
Sheet as to the existence of an asset which belongs to the firm. 

2. The other method followed in this connection is to allow the 
premiums paid as a debit on an account styled Joint Survivorship Assurance 
Account or Joint Life Policy Account and to show the accumulated debit, 
year after year, as an asset on the Balance Sheet, This method deserves to 
be equally deprecated inasmuch as the asset under the heading of Joint Life 
Policy Account ^vill appear in the Balance Sheet, year after year, at more 
than its then surrender value, i.e,, its present worth at each balancing period. 
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3. The best method that can be applied in this connection is as follows : 

(a) Allow the annual premium paid to accumulate on Joint Life Polipy 
Account which wall be shoum as an asset in the Balance Sheet at its 
surrender value, from year to year. 

(^) At each balancing period, debit Profit and Loss Appropriation 
Accoimt and credit Joint Life Policy Reserve Accoimt with the amotmt of 
the annual premium, in order to maintain the working capital of the firm 
imaffected. 

(c) In order to bring down the Joint Policy Account to its surrender 
value, debit the Joint Life Policy Reserve Account and credit the Joint 
Life Policy Account with the difference between the debit balance on the 
latter account and the then surrender value of the policy at the end of each 
financial year. 

(d) The Joint Life Policy Account balance will then appear on the 
assets side and the Joint Life Policy Reserve Account on the liabilities side, 
at the same figure. 

(e) On tlie death of one of the partners, the policy amount would 
be realised, and this wiU. be credited in the first’ instance to Joint Life 
Policy Account, from where the ultimate balance will be transferred to 
the Capital Accounts of the partners in their profit-sharing proportions, 
in the absence of any agreement to the contrary, 

if) The existing balance on the Joint Life Policy Reserve Accoimt 
vvill be wiped off by transfer to Joint Life Policy Account. 

IbLUSTRATION 74. 

The firm of X, Y and Z took out a Joint Survivorship Policy on 5th January 1933, 
for Rs. 20,000 in order to provide a fund for repayment of a deceased -partner’s share. 
The last annual premium of"Rs. 500 was paid on 5th January 1936, and Y died on 10th 
February 1936. Assume that the surrender value of the policy was as follows : — In 
1933 =: nil ; in 1934 = Rs. 125, and in 1935 = Bs. 225. The policy amount wp realised _ 
jn full on the death of Y and you are required to show the entries relating to the 
policy, all these years, and the final adjustment on the death of Y, following the best 
method desirable. The partners shared profits in the proportion of J and J, and 
the books were dosed on 31st December ca<^ year. 

» 

Solution. ' 


ENTRIES IN 1933. 


1933 
Jan. 5 

Joint Life Policy Account ... ... ... Dr, 

To Bank 

iBcing the payment of premium). 

L.F. 

Rs. 

500 

( 

1 

o • 

o 

Dec. 31 

Profit and Loss Appropriation Account ... ... Dr. 

[ To Joint Life Policy Reserve Account 
' (Being the provision for premium made out of divisible 

1 profits). 


’ 500 

! 

! 


»» 

! Joint Life Policy Reserve Account ... j)j-_ 

i To loint Life Policy Account 
' (Being the entry to bring down the latter account to 

1 its surrender value). 


[ 500 

1 

' 
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Joint Life Policy Account 

To Bank 

(Being the payment of premium). 

... Dr. 

Profit and Loss Appropriation Account ... 

... Dr. 

To Joint Life Policy Reserve Account 


(Being the provision for premium made out of div- 

isible profits). 


Joint Life Policy Reserve Account 

... Dr. 

To Joint Life Policy Account 

1 

(Being the entry to bring down the latter account to 

its surrender value). 



1934 
Jan. 5 


Dec. 31 


1935 
Jan. 5 


Dec. 31 


Joint Life Policy Account 
To Bank 

(Being the payment of premium). 


... Dr. 


Profit and Loss Appropriation Account 
To Joint Life Policy Reserve Account 
(Being the provision for premium made out of div- 
isible profits). 


Joint Life Policy Reserve Account 
To Joint Life Policy Account 
(Being the entry to bring down the latter account to 
its surrender value). , 






1936 
Jan. 5 



L.F. 

Rs. 

Joint Life Policy Account ... ... ... Dr. 

To Bank 

(Being the payment of premium). 


soo 

Bank Account ... ... ... ... Dr. 

To Joint Life Policy Account 
(Being the policy amount realised on death of Y). 


20,000 

Joint Life Policy Reserve Account , ... ..i Dr. 

To Joint Life Policy Account 
(Being the entry to close the former account). 


225 

Joint Life Policy Account ... _... ... Dr. 

To X's Capital Account ’ 

li Y^s .. 

1 * Z s It It 

(Being the balance on Joint Life Policy Account now 
transferred to the .Capital Accounts of the Partners 
in their profit-sharing proportions). 


19,500 
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JOINT LIFE POLICY ACCOUNT. 


1933 
Jan. 5 

To Bank 

i Rs. 

1 500 

1933 
Dec. 31 

By Joint Life Policy Reserve 
— Transfer 

Rs. 

500 

1934 
Jan. 5 

To Bank 

500 

1934 
Dec. 31 

By Joint Life Policy Reserve 
— ^Transfer 
„ Balance c/d. 

375 

125 


Rs. 

^ 500 


Rs. 

500 

1935 
Jan. 1 

5 

To Balance b/d. 

„ Bank 

‘ 125 

' 500 

F 

1935 
Dec. 31 

1 

By Joint Life Policy Reserve 
— Transfer 
„ Balance c/d. 

400 

225 


Rs. 

625 


Rs. 

625 

1936 
Jan. 1 
5 

Feh. 

To Balance b/d. 

I tr Bai^k ••• 

j r/ X's Capital Account 
»» Y s tt » ••• 

»» Z s ft ••• 

225 
500 
9,750 
; 4,875 

4,875 

1936 
Feb. 10 

By Joint Life Policy Reserve 
Account— ‘Transfer ... 
„ Bank 

1 20,000 


Rs. 

' 20,225 


Rs. 

20,225 






1 ' ' ' 


JOINT LIFE POLICY EESHRVE ACCOUNT. 


1933 
Dec. 31 

To Joint Life Policy Account 
— Transfer 

Rs. 

500 

1933 
Dec. 31 

By Profit & Loss 

Appropriation Account 

Rs. 

500 

1934 
Dec. 31 

To Joint Life Policy Account 
—Transfer 
„ Balance c/d. 

375 

125 

1934 
Dec. 31 

By Profit & Loss 

Appropriation Account 

500 


1 Rs. 

1_ 500 


Rs. 

500 

1935 
Dec. 31 

1 

[ To Joint Life Policy Account 
— Transfer” _ .. 

i „ Balance c/d. ' * ... 

' 400- 

i' 2251 

1935 
Ian 1 
Dec. 31 

By Balance b'd. 

„ Profit & Loss 

Appropriation Account 

125 

‘ 500 


j • • Rb. 

1 625 


1 Rs. 

625 

1936 
heb. 30 

3 

t • . > . . 

! To Joint Lite Policy Account 
1 — Transfer 

i 

I 

1 

1936 
Jan, 1 

t 

, By Balance b'd. 

f 

225 


The Joint Life Policj* itc.ni ivjil appear in the Balance Sheet, each year, as under — 

BALANCE SHEET. 

As ai 31st December 1933. 


{tiifciitri Ssdt), 

JfJit Lite Tolley Reserve 


! 


Rs 


(Assets Side). 


Nil. 


Joint Lite Policy 


Rs. 

Nil 
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BALANCE SHEET. 


As at 31sf December 1934. 


{Liabilities Side). 

Rs. 

(Assc/s Side), 

Rs. 

Joint Life Policy Reserve 

125 

Joint Life Policy 

125 

BALANCE SHEET. 


As at 

31st December 1935. 


{Liabilities Side), 

Rs. 

{Assets Side). 

Rs. 

Joint Life Policy Reserve 

225 

Joint Life Policy 

225 


Note. — ^The advantages accruing from the above method are : — 

(1) The payment of the annual premium is provided for prior to division of 
profits so that the working capital is not affected ; 

(2) The premium is not charged to the Profit and Loss Account as a business 
expense ; 

(3) The annual Balance Sheet discloses the existence of a Joint Survivorship 
Policy ; and 

(4) The asset represented by the Joint Policy is stated in the Balance Sheet, 
year after year, at its then surrender value. 

. ILLUSTRATION 

A, B and C are partners, sharing profits in the proportions of 417, 2)7 and l!7 
respectively. For the purpose of providing ready cash for paying out a portion of 
deceased partner’s share in respect of Capital and Goodwill, a joint-assurance policy 
had been effected for Rs. 7,000, and the annual premium of Rs. 250 paid thereon was 
written off as an expense each year. 

It was agreed that in case of death of a partner, his share of the profits accrued to 
the date of death was to be calculated on the basis of the average profits of the (wo 
preceding years. For the purpose of adjusting the deceased partner’s share, the Goodwill 
was to be valued on the basis of the profits of the last three financial years. 

B died on SOth April 1927. His capital on 31st December 1926 stood at Rs. 15,000 
and he had drawn Rs. 500 during the last four months. The firm’s profits for the years 
1924, 1925 and 1926 were Rs. 7,000, Rs. 10,590 and Rs. 14,000 respectively. 

Show the amount payable by the firm to the executors of the deceased. 
Solution. 


B’s CAPITAL ACCOUNT. 



Rs. a. p 


Rs. a. p. 

To Drawings Account;— 


By Balance h/fd. 

15,000 0 0 

Transfer .. 

! 500 0 f 

„ Profit to date of death 

1.165 10 8 

„ Balance transferred to Execu- 

1 

„ Goodwill 

9,000 0 0 

tors of B's Account ... 

; 26,666 10 8 

! 

„ Joint Policy, 2/7ths share .. 

2,000 0 0 

Rs. 

i 27 166 10 _8 

Rs. 

27,166 10 8 


17 
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ILLUSTRATION 70. 

The Fivm ot Rem Gopel & Co. was made up of 

CojiUal 

Rs. 

Rainchandra .. .* •• 20,000 

Gopal . . . . . . . . 10,000 

Krishna . • • • • • • • 10,000 


Share of ProfiU. 

Thrce-fiflh'i 

Ono-filUv. 

Onc-liflii. 


Tlic Partnership Deed provided; — 

(a) That interest at w.a.s to be allowed on partners' Capilab. 

(b) That a policy of Rs. 15,000 was to be tahen out on U»c joijit lives of the p:uiner«. 

(c) 'Dint upon liie dealli of a partner, tlie deceased partner’s Koodwill was to 
valued at an amount equal to one ye-ar’-s purclinse of tlie average of the 
net profits for three years immediately preceding the date of death, sucli profits 
to be computed after chart;ing all expenses, including the aia,umnce premium. 

'Ramcliandra died on 2nd J.anuarj- l!)2-t, his drawings for the previou.s year amount 
ing to Rs. 4.200. Die trading results of the Inr-l three years ending 31ct December 1023 
were : Profit, Rs. 8,750 ; Loss, Rs. 2,250 ; and Profit, Rs. 6,000. Tlie annual premium 
of Rs. 750 was debited to each year’s Profit and Loss Account 

Prepare an account showing the amount p-aynblc to tlie representatlvcr. of Rnm- 
chandra as on the date of death. 


.Solution. 


THE executors OF RAMCHANDRA (DECEASED), 


To Drawings Account during 
1923 

„ Balance c/d. 


Rs. 


Rs. a. p. 


Rs. a. 

V- 


By CopUat Account— Balance ’ 


4,200 0 0 

trnnsterred 

0 

0 

33,566 10 8 

„ interest on Capital for the 



year 1923 

• ..." 1.000 0 

0 


„ Profits for the year 1923 ' 



— 3/5th3 ihare 

... 3,600 0 

0 


„ Goodwill Account 

Rs. > 



Profit 1921 

8,750 i! 


t 

„ 1923 

6,999 .‘i 




14,750 i 


j 

1 

Loss 1922 

2,250 j 




12.500 i 


j 

Average Profit 

... 4.166 10 

8 


,. Policy Account- 

-3/5lhs . 



share 

...! 9,000 0 

0 

37.766 10 8 


Rs, , 37,766 10 


1 

By Balance b'd. 

.. i. 33,566 10 

8 


Note.— It may be pointed out that it os not desirable to charce the nremitim on 
jomt life policy to tlie' Profit and Loss Amount as it cannot be said to ha a budness 
expense. Besides, if thjs were done, the Profit and Loss Account will fail to indicate 
the actual profit made in the business. muicaxe 

Adjustments on Valuation of an Unrecorded AsscL-TlTe ascertainment 
of the value of any Asset that may have been unrecorded in the Partner- 
Boohs would present some difficulty when there have been seSral 
' changes m the constitution of the firm from time to time, and the follorving 
interesting problem wffi serve to indicate as to how the accounte of the 
partners inter se should be adjusted under such a ThcumsSice 
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ILLUSTRATION 77. , 

* • — 

P, Q, R, S and T enteied into partnership on 1st October 1916. As a firm, they 
had an insurable interest in A, who was not a member of the firm. They accordingly 
insured A’s life for Rs. 30 000 at an annual premium of Rs. 1,000 which is debited each 
year to the 'Profit and Loss Account, and, despite changes in- the firm from time to 
time, the value of the policy was never brought into the firm’s accounts. 

The profits were shared as follows: — 

P Q R ST 

40% 25% 20% 10% 5% 

On 1st October 1919, they took U into partnership, and the profits were then 
divided as follows : — 

P Q R S T U 

35% 22% 18% 12% 8% 5% 

On 1st October 1920, they admitted Z into partnership with the following division 
of profits: — 

‘ P Q R S T U Z 

33% 21% 17% 11% 7% 6% 5% 

The partnership deed provides that in the event of the death of a partner, his 
interest shall be deemed to continue until 30th September following. 

On 15th March 1922, S dies and his interest in the firm ceases on 30th September 

1922. 

On 1st October 1922, a fresh partnership was formed with the following pro- 
portions; — 

P Q R T U Z Y 

30% 20% 16% 12% 10% 7% 5% 

The surrender value of the policy on A’s life was ascertained as follows: — 

Rs. 

At the end of the first partnership .. .. 1,000 

At the end of the second partnership .. .. 1,500 

On 30th September 1922 . . • • . • • • • 2,000 

You are required to ascertain : — 

(ci) How the share of S in the Surrender Value is determined ; 

(b) How the amoimt payable to S in this respect is to be borne by the other 
partners ; and 

(c) In what proportions the continuing partners will benefit from tlie policy 
moneys, on the death of A. 


Solution. 

(o) The share of S,in the surrender value of the Policy can be determined by 
bringing into account at each dissolution of the partnership the amount of the surrender 
value, by debiting the same to the new Partners’ Accounts in tlie proportion in which 
they agree to share profits after dissolution and by crediting it to the old Partners’ 
Accounts in the proportion in which they shared profits prior to dissolution. 

The following table shows the debit and credit given to each Partner’s Account 
at each dissolution of the partnership : — 


1st Partnership- 

2nd Partnership. 

3rd Partnership. 

4th Partnership. 

Dr. 

Cr. 

Dr. 

Cr. 

Dr. 

Cr. 

Dr. Cr. 

p 

400 

350 

525 

495 

660 

600 

Q 

250 

220 

330 

315 

420 

400 

R 

200 

180 

270 

255 

340 , 

320 

s 

100 

120 

180 

165 

220 

1 

T 

50 

80 

120 

105 

140 

240 

U 


50 

75 

90 

120 

200 

Z 

i 



75 

100 

140 

Y 



' 



100 



252 


ADVANCra ACCOUNTING 


After charging 5% Interest on Capital (disregarding Interest on Drnwingj) ot 
S alary), witc up the Capital Account of each partner at the end of each of the 
above periods. 

(Balances on 31st December 1919 : — P’s Cnpital Account, Rs. 49,990-15-4 ; 

Q'a Capital Account, 11$, 29,709-0-8.) 

28. After including tlic profits for the year ended 31st December, and dealing 
with drawings, the Capital Account.^ of A, B and C stood at Rs, 40,000, Rs. 30,000 and 
Rs. 20,000 respectively. 

Subsequently tliey ascertained that interest On Capital at 5 per cent and inter(»t 
on drawings had been omitted, the latter rums being A, R.s. 250 ; B, Rs. 180 ; and C, 
Re. 100. The profits for tiic year In .arriving at the .above figuics of Capital amounted 
to Rs. 60,000 .and their diawing*- had been; A, Rs. 10,000; B, Rs. V^iOO; and C, Rs. 4,500, 
They shared profits and losses as to A, ono-balf ; B, one-third ; and C, one-sixth. 
Give tlic necessaiy cntiies rectifying the above omissions^^ 91 

PERIODICAL ACCOUNTS. 


29. In the fiian of Hard and Easy at 1st January 1910, Henry Hard had Capital 
£10,500 and Thomas Easy £7,100 and the profits arc divi.aible ratcably with Capital as 
it stands at the end of eacli year, after deduction of drawings during the year, no 
interest being cliargcd oitlior upon capital or drawings. The stock at 3sl January 3910, 
was .£9,400 and at 31sl December 1910, .£8,800. The firm owns tlio freehold premises 
which arc valued at £8,000 and wliicii are subject to n mortgage of £3,500, and £500 
is invested in Consols at 80. The remaining balances at 31st December 1910^ arc as 
follows, and you are required to prepare a Piofit & I-uss_ Account and Balance Sheet 
after providing a reserve of 1% on book debts, depreciating fixtures and fittings 593, 
machinery 59o and writing Consols dowm to 78, 


£ 


Fixtures and Fitting.s .. 

.. 830 

Wages 

.. 8,000 

Sales . . 

.. 136,000 

Rates and Taxes 

ICO 

Bank Charges 

213 

Bank Overdraft 

, , 4,500 

Interest on Consols 

11 

Cash in hand 

20 

Salaries 

.. 1,250 

Electricity 

152 

Sundry Debtors 

.. 15,650 

Bad 'Debts 

.. 120 


Mocliinery .and Plant .. .. 2,000 

1 Purchases .. 110,800 

j Discounts (balance) Dr. 1,400 

Mortgage Interest ,. ,, 148 

i Sundry Creditors ., 9,900 

I hir. Hard (Drav/ings) .. 3,500 

Mr. Easy ( „ ) .. .. 2,100 

{Repairs and Replacements . . 280 

Travelling E,xpcnEes ‘ .. 950 

Bills Receivable .. 2,300 

Bills Payable . , . . 2,1G2 


(Gross Profit, £10,600 ; 


Uncorpomted Accountants.') ,92 
Net Profit, £5,630 ; Balmce Sheet Total, £37,692.) 


^ '■ 30. Messrs. Lion and Unicom arc in partnership ns’ chemical manuf.ncturcrs. 

Profits or Losses arc divided equally. Under Uic deed of partnership, tiie following 
adjustments are necessary before division of profits: — 

, 5% Interest is allov/ed on Partners’ Capitals; 1093 Depreciation is to bo written 

off Plant Account and Barges Account; 5% provision is to be made for Bad and 
Doubtful Debts. 


On December 31st, 1900, the Lodger Balances of the fum were as follows : 


Purdhases Account 

Barges Account 

Repairs and Replacements 

Freight and Marine Insurance 

Allowances from Creditors 

Coal 

Gas and Water 

Machinery and Plant Account 

Wages 

Land and Buildings Account 
Salaries 

Sundry Debtors 
Sales 

Cdsh at Bank 

Stock (January Ist, 1900) 

Rent, Rates and Taxes . . 


£ 

63.000 » 
3,2.50 • 

' 3,205 
312 • 
2,420 
4,404 - 
302- 

25.000 
6 221 - 

13,840 
858 
7,940 
74,441. 
2,185 ! 
25,220 > I 
873 I 


Sundiy Creditors 
Insurance 
Bad Debts 




1st, 1900) 

Advertising 

Advertising Suspense Account 
Cottage Rents Received 
Cash in band 
R; Lion, Capital Account 

Drawings Accoimt (i 
T, TT - eluding Interest) 

R. Unicorn, Capital Account 
•• Drawings Account (i 
eluding Interest) 


£ 

3,860 

265 

341 

385 

982 

5,800 

U7 

325 

59,400 

4,250 

30,000 

2,050 
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Stock was taken as on December 31st, 1900, and was agreed at £30,342. It was 
also agreed to write off half the Advertising Suspense Account and to transfer to 
Buildings Account £3,000 from Purchases Account and £250 from Wages Account 
representing cost of materials and labour spent upon new buildings erected during the 
year. Prepare Trading and Profit and Loss Account for the year ended December 
31st, 1900, and a Balance Sheet as on that day. 

{London Chamber of Commerce.) 93 
{Gross Profit, £8,574 ; Net Loss, £5,620 ; Balance Sheet Total, £85,810.) 

Messrs. Slander and Backbite own a small newspaper. Profits and losses are 
equally divided. Before the division of profit the following adjustments are necessary : — 
10 per cent Depreciation is to be written off Plant Account ; 20 per cent off Type Account 
and 10 per cent off Horses and Carts Account; 5 per cent provision is to be made for 
Bad and Doubtful Debts. Six months’ Interest at 5 per cent is due upon the Bank 
Overdraft, and has not yet been passed through the books. Stock as on 31st December ' 
1901, was valued at £381. No interest is allowed upon Partners’ Capital Accounts, 
Backbite’s smaller capital being compensated for by the fact that he gives more time 
to the business than his partner. Ledger Balances on 31st December 1901 were; — 


Expenses of Branch Office 
Insurance Account 
Rates, Taxes and Gas . . 

Postage Account .. 
Carriage 

Bad Debts Reserve (1st 3an. 1901) 
Sales and Subscriptions (News- 
paper Dept.) 

Sales (Jobbing Dept.) .. 
Advertisements Afc. (Receipts) 
Compositors’ Wages 
Reporters’ Salaries 
Paper Purchases 
Office Salaries 

Trade and Incidental Expenses .. 
Cost of Literary contributions .. 
Commission paid 
Stable Expenses 
Ink Purchases 

Machine and Engine Roorn Exps. 
Prepare final accounts. 


£ 

129 

Audit Fee 


£ 

52-r 

34 

Law Charges 


124 • 

SO'' 

Bad Debts 


142 f’ 

182 f 

Freehold Printing Works 

, 

4,950 

264' 

Additions to Freehold Premises 


430 

during the year 


150 


Plant and Machinery 


4,400 

4,852 

Type 


2,900 ^ 

848 

Stock, 1st Jan. 1901 


342 - 

5,540, 

. S. S.’s Capital Account .. 


9,864 f 

2,035 ; 

S. S.’s Drawings Account 


1,040 

798 

D. B.’s Capital Account . . 


7,540 

2,220 

D. B.’s Drawings Account 


952 

748 

Trade Creditors 


862* 

82 • 

' Advertisements paid in advance 

750 

8981 

Horses and Carts 


194 

152 

! Sundry Debtors .c> 

Cash in hand ' . . 

, , 

8,440 

121 


457 

88-' 

Bank Overdraft 


1,500 

242 T 


• 

94 


{London Chamber of Commerce.) 

(Gross Profit, £4,734 ; Net Profit, £1,849-2-0 ; Balance Sheet Total, £20,410-12-0.) 


^'^2. The following are the Ledger Balances of Messrs. Jones, Smithson &. Co., 
Brewers and Wine and Spirit Merchants, on 30th June 1914. 

> 

Prepare Trading and Profit and Loss Account for the year to Jtme 30th, 1914, 
and Balance Sheet as on that date. The Stock on 30th June 1914, at cost, amounted 
to £3,000'. 


Adjust the Accounts by deducting depreciation from the following assets, thus:- 
Plant and Machinery •• .. .. .. 7|% 


Bottles 

Cases and Simdries 
Horses 

Carts and Harness 
Motor Lorries 
Ca^ . , ' 


33% 

5% 

10 % 

5% 

20 %' 

2i% 


• • 
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LEDGER 

BALANCES 

ON 30th JUNE 1914 



A, Jones — Capital • . 


£ 

36,000 

Rates, Taxes and Licences 

Sf 

700 

W. Smithson — Capital . . 


23,000 

Freehold and Leasehold 

Houses 

38,000 

Frediold Brewery 


30,000 

Bank Loan 


10,000 

Plant and Madiinery .. 


3,000 

Depositors 


13,000 

Bottles 


1,350 

’ti-avelling 


900 

Cases 


650 

Horse-keep 


250 

Horses 


550 

Reserve Account 


5,705 

Carts and Harness 


530 

Motor Expenses 


80 

Sales — Beer 


54,960 

Motor Lorries 


900 

„ —Wines and Spirits 


5,600 

Interest on Loans, Dr. .. 


1,350 

675 

„ —Sundry 


1.630 

Interest on Loans, Cr. . . 


Purchases 


28,000 

Casks 


2,000 

Duty— Beer 


8,000 

Stock, 1st July 1913 .. 


5,690 

,, —Wines and Spirits 


1,100 

Balance at Bank 


5,980 

Wages 


2,500 

Rents received 


1,250 

Salaries 


930 

Rents paid 


1,500 

Sundry Creditors 


5,250 

Repairs to Brewery 


200 

Sundry Debtors 


21,000 

Repairs to Houses 


500 

Sundry Expenses 


1,380 

{Chartered Accottntanfs.) 

95 

{Gross Profit, £19,900; Net Profit, £12,999-10-0; Balance Sheet Total, 

£105,954-10-0.) 


33. A. F. Walters and J. B. Smith are in partnership as pipe manufacturers, the 
former taking 2/3rds and the latter l/3rd of profits. Tliey also rent and work a retail 
shop. The shop manager sends in •weekly returns of all transactions, and these are 
duly incorporated in the books of the head office. Prepare Trading Account sho'WJng 
the "working results of the shop ; also Trading and P. & L. Accounts and B/S for &e 
year ended 28th February 1906. Slocks at Factory £3,105 and at shop _ £470. The 
goods supplied by the factory to the shop ■were priced out at £4,199 cost price. Adjust- 
ments: — (a) Interest on Capital at 5 per cent; (b) Reserves for Kent, Rates, eta 
Account (factory) for rent accrued due 28th February £78 ; Ditto Shop, 2 months 
rent due to 28th February (the annual rent being £360) ; Audit fee £36 ; (c) Manager 
is entitled to commission at 2 per cent on the gross profit realised by tire shop ; (d) Plant 
and Machinery to be depreciated at 10 per cent ; Fixtures and Fittings at 5% ; (c) 
Ikovision for Bad and Doubtful Debts at 21%. 


Dr, Balances; — £ 

Plant and Machinery .. ,. 3,280 

Fixtures and Fittings (Factory) 620 

Purchases .. .. ' 11,780 

Manufacturing Wages .. 6,433 

Manufacturing Expenses ., 891 

Rent, Hates and Insce, (factory) 360 

Rent, Rates and Insce. (shop) ,. 423 

Stock, 1st Mar, 1905 (factory) 3,828 

Stock, 1st Mar. 1905 (shop) 747 

Cash Purchases (shop) .. 62 

Traveller’s Commission (factory) 152 

Office Salaries (factory) .. 280 

Office Expenses, postage, etc. 

(factory) . . . . 395 

La-w Expenses and A-udit Fee 

(factory) . . . . 41 

Bad Debts (factory) .. .. 8 

Sundry Debtors .. 2,520 

Furniture, Fixtures and Fittings 

(shop) . . , , 980 


(Gross Profit, £6,725 ; Net 


Bills Receivable 


£ 

2,000 

Salaries of Manager and 
Assistant 

Shop 

266 

A. F. Walker's Drawings 
.T, B. Smith’s Drawings . . 


1,212 


606 

Cash at Bank 


2,512 

Cash at Shop 


50 

Cash at Factory 


7 


' Cr. Balances: — 

< 

I A. F. Walker’s Capital Account . , 6,200 

, J. B. Smith’s Capital Account .. 3,500 

j Sales (factory) .. 19,353 

' Sales (shop) 7,538 

i Sundry Creditors .. .. 2,428 

i Discount (factory) ,, 282 

Reserve for Bad Debts 'as on 1st 
' March 1905 ,, .. .74 

Bills Payable ,, \\ 78 

(London Chamber of Commerce.) 96 
>/»t. £3,966; Balance Sheet Total, £15,073.) 


H., w». »d ft. 



) 

i 


PARTNPn'sHIP ACCOUNTS 


285 


continued and the children mainiained and educated till the year 1915 when they 
both came of age. They were then to receive their father's share and capital in the 
business less any sums paid out during their minority. You are instructed to draw up 
a Balance Sheet as at the end of 1914 showing tlie position, and also a Profit & Loss 
Account for that year. The material figimes for the latter are as follows; — 


Sciles and Commission earned . . . . , . . . 102,000 

Warehouse Wages .. .. .. .. .. .. 5,100 

Salaries .. .. .. .. .. „ .. 14,209 

Commission paid .. .. .. .. .. 3,400 

Travelling Expenses .. .. ,, .. 1,890 

Miscellaneous Expenses .. .. .. .. .. 1,020 

'Rent of Warehouse .. .. .. .. .. 780 

Advertising . . . . , . . . . . . . 18,700 

Purchase of Materials .. .. .. .. 26,390 

Stock at commencement of year .. .. ,. .. 8,900 

Stock at end .. .. .. .. 8,200 


The Capital Accounts of the partners arc £10,000 each, and the liabilities on 31st 
December 1914 were £12,300 on Bills and £33,800 to Sundry Creditors. Tlie firm had 
a lease of -the offices valued at £1,050, Book Debts £56,500, Bills Receivable £14,800 
and Cash at Bank £7,100. 

B and C had invested the whole of A’s share of the profits since bis death, and 
this Investment Account stood at £45,300 at the above date. They had paid the 
maintenance and other charges amounting to £11,270 wlrich had been debited to an 
account called Accumulation of Income Account. 

« E and C were both entitled to draw a special remuneration of £3,500 each year 
against the profits. 

Draw up an account showing what the children will receive assuming that all 
adjustments have been made in the books up to 1st January 1914. 

(Incorporated Accountants.) 97 
(Gross Profit, £69,810 ; Net Profit, £22,820 ; Balance Sheet Total, £132,950.) 

Ms. Lyon and Lamb, manufacturers, are in partnership, sharing profits equally 
after providing tor interest at 7 per cent per annum on their capitals and drawings. 
The TYial Balance of tlie firm at 30th June 1926, is as follows : — 


1?C 

30.000 

18.000 


Capital Accounts, 1st July 1925 : — 

Lyon 

Lamb ... ... - • 

Current Accounts: — 

Lyon, Drawings 
Lamb, Drawings 
Freehold Property > 

Business Premises 
“Lyon Chambers” ... 

6 per cent Mortgage Loan ... ... 

Premium for lease of Premises for 'Manufacturing purposes, 
3 years from 1st of March 1926 
Machinery and Plant 
Motor Lorries 
Fixtures and Fittings 

Stock, 1st July 1925 ... ... ... 

Work-in-Progress, 1st July 1925 ... ... 

Bank ... ••• 

Government Bonds, 4J per cent Rs. 1,000; 5 per cent 
Ps« 2,000 ... ... ... ... 

Debtors and Creditors *^4 •« 

Reserve for Doubtful Debts ... 

Purchases and Sales (Less Returns) 

Manufacturing Wages and Expenses ... 

.Carriage inwards ..i ... .... 

Carriage outwards ... 


Rs. 


Rs. 

40.000 

30.000 


2,000 

1,500 


48,000 


20,000 


1.500 
13t000 

2.500 
4,000 

15,220 

5,470 

3,450 


3,000 

18,543 

88.456 

25,765 

456 

2,565 


11,346 

400 


1,52,964 
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TRIAL BALANCE— (Cbntd.) 


Interest on Mortgage to Slst March 1926 

- 


Rs. 

600 

Rs. 

Rent of Leasehold 



... 

500 


Discounts allowed and received 

... 


... 

950 

1,400 

Rates and faxes 

... 



600 

Advertising 


... 

• •• 

6,000 


Salaries 




10,923 


Bad Debts 




640 


Rent from “Lyon Chambers" 





1,500 

Insurance on Freehold Property 




400 

Interest on Government Bonds 



... 


145 

General Expenses 




2,000 


Motor Lorries upkeep 


... 


■ 500 


Repairs to “Lyon Chambers" 

... 

... 

... 

217 





Rs. 

2,57,755 

2,57,755 


Stock as at 30lh June 1926, Rs. 17,533 ; Work-in-Progress, Rs. 3,200. . 
The following adjustments have to be made : — 


(1) Premiunr on lease to be written down to amount unexpired. 

(2) Reserve for Doubtful Debts to be -written up to Rs. 800. 

(3) Depreciation — Machinery and Plant 10 per cent ; Motor Lorries 15 per cent ; 
Fixtures and Fittings, 5 per cent. 

(4) Insurance Premium unexpired, Es. 40. 

(5) Partners’ interest on drawings : Lyon, Es. 64 ; Lamb Rs. 48. 

(6) Partners’ interest on capital. 

(7) Accrued interest on mortgage. 


Prepare the partner^ip Trading, Profit & Loss and Appropriation Accounts for the - 
year ended, and Balance Sheet as at 30th June 1926. (B. Com.) 98 

/ (Gross Profitj Rs. 38,330 ; Net Profit, Rs. 8J.32 ; Balance Sheet Total, Rs. 1,11,066.) 

I 

ADIilteSION OF A PARTNER. 

' I o -iise. The following is the Balance Sheet on Slst March 1914, of Mr. O. P. prepared 
for his own use and "in the accustomed way: — 


Liabilities 


Creditors 
O. P. Capital 


£ 

3,000 

13,500 


£ 16,500 


Assets 

Cadi 

Debtors 

Stock 

Fixtures and Fittings 
Freehold Premises . 
Investment 


£ 

500 

4.000 

5.000 
750' 

6 , 000 . 

250 


£ 16,500 


He decides to admit a partner and it, is arranged that the partner diall join on 
the basis of the above Balance Sheet, subject to the following modifications: — •' 

I 5% to Come ofi the Debtors. . ' i 

Stock to be taken at £4,500. ' 

Fixtures and Fittings to be taken at £500. a * 

.,2 Freehold Premises to be taken at £7,000. 

Cash andjln\'estment not to be taken over by the partnership. Make the necessa^ 
show the Balance Sheet giving effect to the abo-ve modifications, -w 
,iF (Chartered Accoimtj^nts.) . (Balance Sheet ’Total, £15,800-) , 

v..,v a Capital £10,000 commenced business as, n Manufacturer 
to December Slst, 1904 made tbe folio-wing profits : 



PABTNERSHTt 
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1900 

1901 

1902 

1903 

1904 


20 per cent 
,.jr Doubtful 

lo’coo 


of which he drew during the period £16,250. He nrranged a partnership with H. Brown 
on the following terms from January Irt, 1905 : — 

To sell Brown one-half share of the fausiness, Brown to invest cash equal to 
Jones’ capital at December 1904, and in addition to ,pay for one-half share of the 
goodwill of the business on the basis of tlirce times the average profits for the last 
five years. Prepare a statement showing what sum of money Brownanust invest, and 
malce the necessary entries in the books of tire new firm. 

(Incorporated Accountants.) 100 
(Broren should bring £10,345 for GoodiuiU, and £29,900 os Capital). 


38. Tire following is the Balance Sheet of H. Perkins and F. Shepherd, trading 
as Perkins, Shepherd & Co , on- 31st December 1912, profits being divided three-fifths to 
H. Perkins and two-fiftlrs to F. SJicpherd; — 


Liabillltcs 

H. Perkins, Capital Accoiml 
F. Shepherd, „ „ 

Sundry Creditors 

£ 

7,000 
.. 4 000 

. . 3,000 

Debtors 

Buildings 

Plant 

Banlc 

Assets 

£ 

.. 4 400 

.. 3,000 

. , 5,000 

. . 1,600 


£ 14,000 



£ 14,000 


They agree to admit a new partner, L. Brooke, on Ist January 1913, and the 
following arrangements are made ; — 

(o) Goodwill to ‘bo created, amounting to £3,500, to be credited to Perkins 
and Shepherd in the same proportions ns tirey divide profits. 

(b) The buildings and plant are independently valued at £3,500 and £6,000 
respectively," tire increased values to be similarly credited to Perldns and 
Shepherd. 

(c) L. Brooke to bring in £4,000 cash as Iris Capital. 

(d) All partners to" be credited with 5% interest per annum on Capital, and to 
be charged 5% per armum interest on Drawrngs, which amount for each 
partner to £30 a month, drawn at the end of the month. 

A.^(c) Profits to be divided in the proportion of Perkins 5, Shepherd 3 ‘and Brooke 

■' 2. The Profits to 30fh June 1913, before allowing interest, were £1,800. 

J 

Prepare th’c partners’ Balance Sheet and Capita] Accounts as on SOth June *1913. 

(Incorporated Accountants.) 101 


(Capitals on' 30th June, 1913 : — 

' Perkiirs £10,72^-18-9, Shepherd £6,359-16-3, and Brooke £4,179-5-0;) 

(Balance Sheet Total, £24,260.) 

VI. Lone and T. Stanley arc trading ns partners in the' firm of Lone, Stanley 
& Co., profits being shared as follov/s: — W. Lone 2/3rds and T Stanley l/3rd. The 
following is the Balance Sheet of the firm on 31st December 1908 : — 


7 ! ^ 

W, Lione, (" ' ' '■ 

T. Stanle . ■ ' 

Sundry ( " " 


2,000 

>1800 

24,000 


Assets 

Cash ' , . 

Sundry Assets 


£ 

200 

27,600 


£^ 27,800 j 

I 


£ 27,800 


On 1st Jahuary 1909, tliey admit M. Maxwell as a partner, on the following terms ;-i- 
(a) Profits are to be divided os to 3l6ths to W. Lone, 2l6ths to T. Stanley, and ll6th to 
M. Maxwell, (b) M. Maxwell to bring £1,000 as his capital, (c) A Goodwill Account is 
to he raised for £1,800, the sUm to be credited to the old partners, (d) W. Lone is at 
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thdraw £400 of his capital on 1st January 1909. (c) M. Maxwell to have a 
00 per annum out of profits, (f) Interest to be allowed on partners’ Capi^ 
the rate of 5 per cent per annum. No interest on ordinary dratyings to he 
.ccount. Each partner is at liberty to draw £40 a month in anticipation of 
Int^nihe case of M Maxwell the £40 is in anticipation of profits and salary), 
.jssumc that all transactions mentioned above have been carried out. The profits for the 
year ended Slst December 1909, before making any allowance for M Maxwell’s salary 
or for interest on parlneis’ capital, amounted to £2,510. Show the partners’ Capital 
Accounts as on Slst December 1909. (Lancashire and Cheshire Institute,) 102 

(Capital Balances on 31st December 1909: — 

, ^ > W. Lmic, £3,360 ; T. Stanley, £2,G40 ; M. Maxwell, £1,270.) 

''''it). The following is the Balance Sheet of Messrs. Long and Short on 31st 
December 190S: — 


Liabilities 

£ 

Assets 

£ 

Trade Creditors 

.. 2,875 

Cash in hand 

12 

Reserve Fund . . 

2,000 

Freehold Land and Buildings . . 

8,000 

Mr. Long, Loan Account 

2,500 

Plant and Machinery 

6,000 

Midl.md B,ank 

1,387 

Stock-in-trade 

5,400 

Mr. Long, Capital Account 

.. 14,300 

Book Debts 

11,050 

Mr. Short, „ „ 

.. 7,100 

Investment on account of Reserve 


Profit and Loss Account 

. . 1,800 

Fund 

1,500 


£ 31,962 

£ 

31,962 


I 


They made a profit of £3,800 to 31st December 1909 before charging interest on 
Capital at 5 per cent, net profits being divisible into Long seven-tenths and Short three- 
tenlhs_ At the latter date it is decided to admit Mi', lliin into partnership upon the 
conditions that ho pays £2,000 for a fifth share of goodwill (whidi he acquires in equal 
proportions, from Uie partners who wididraw the cash for same) and contributes £5,000 
as his share of Capital. In 1910 the profits weie £4,200. Prepare the Capital Account 
of c.ach partner at 31st December 1910 and raise a Goodwill Account as it will appe^ 
in the books. (Incorporated Accountants.) 103 

(Capital Balances on. 31sf December 1910;—- 

Long, £22,065-6-0; Short, £10,384-14-0; Thin, £5,750.) 

ft 41. A and B arc equal partners, and on 30th June 1908, their Balance Sheet stood 

as follows;— 


Liabilities 

£ 

Sundry Creditors 

, . 5,000 

Bank Overdraft 

. . 1,500 

A’s Capitnl Account 

2,100 

B’s 

.. 1,600 


.£ 10,200 


Assets £ 


Stock-in-trade 

.. 3,500 

Sundry Debtojs 

.. 6A00. 

Fixtures and Fiitings .*. 

250 

Cash in hand 

50 

Investments 

300 

' 

£ 10,200 


It is arranged tliat C shall he taken into pnrlntrship. and as a remit of’ the’ 
nepetjatiow:, it is anrecd (ns between A nnd.B nnjj) to make the foilowinc odiustmonts 
In the nhos-c Bnlance Shed:— > - t, lusui.v. 

(ol To write oil Bad Debts amoimting to. £1,500 

(b) To write down the Fixtures and Fittings to £100, 

(c) To depreciate the Sleck-in-iiade by 15 per cent 
{<!) To write off Loss upon invedments by 25 per cent. 

(«*) To create n Goodwil: of £1,090. 


Ct U'C-j bnrndocc'’ 


£1 0CH> mil cl Oie -frt t » t. 

^rrvtd^hoU at tvirtnrr.^ ihi\\ hp rtdjustcd* ^ ^imouni it b; 

aiKvtd.stdy afttr c Ur ivcojr" a p-rlner, P 

(Balance Sheet Totof, £9,500 
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r 

‘42. A and B are partners in A and B’s Coal Stores, and they d 
losses equally. On 31st December 1907, they had Capitd in tlie business — on * 

B, £2,600. The assets and liabilities of the firm, ns on that date, stood at 'ti*" i 

figures in the books ; — Oflice Furniture and Fittings, £320 ; Coal Trucks, £& Aiouotiui 
Creditors, £848; Cash at Bank, £1,166; Carts, Plant and Hoirees, £476^ B/P, _ 
Sundry Debtors, £3,720 ; Cash in hand, £18 ; and Stock of Coal, otcT £57(1 They agres 
to take into partnership C, a coal agent, .as from 1st January 1908 on tlie follov/ing terras : 5 
— ^Profits and Losses to be shared— A, 2i5ths, B 2i5ths, and C IjStli. C was to bring into^ 
partnership “Book Debts” amounting to £560 (less a Reserve for Bad Debts of 5 per 
cent), and the Goodwill of his connection, valued at £310; while his Capital in the new ' 
firm was to be £1,000, tlie balance of which he was to pa^ in cash on signing the Articles 
of Partnership on 1st January 1908. It was further agreed between A. B and C that the 
following adjustments should be made in the figures as shown on A and-fi's Balance Sheet 
on 31st December 1907 : — Tlie Coal Trucks were to be taken at £1,000 and tlie Carte, Plant 
and Horses at ,S55^ as tlie result of an independent valuation ; a 13ad Debt Reserve of 7^ 
per cent was to be deducted from outstanding Debtors ; the Goodv/UI of the old firm 
(A and B) was to be taken at £455 ; and A was to be paid out of from the Bank Balance 
such a sum as would make his Capital equal to B’s The Agreement was carried out. 
(a) Make Journal Entries necessary lb complete tlie above adjustments ; and (5) draw up 
a Balance Sheet showing the position of the new firm as on 1st January 1M8. 


(Royal Society of Arts,) 105 
^ , (Copifals after adpistments : — 

A £2,760 ond B £2,760 ; Balance Sheet Total, £8,020.) 

\'i. On 1st January 1921, Abraham and Bhagwanji who were trading in partnership 
' sharing 7ll2tlis and 5ll2ths re^ectively, lake in Cooverji giving him 116th share. Over 
and above bis Capital, Cooverji brings in Rs. 96,000 as his Goodwfll for the li6th share 
which he has acquired li24th from Abraham and HSlli from Bhagwanji The Cash 
brought in by Cooverji as his Capital ns well as for iiis share in Goodwill is credited 
in one separate account in his personal name. On 31st December 1921, their Trial 
Balance stood as follows; — 


**k 

Madiinery 

Furniture 

Stock 

Debtors . . . 

Abraham’s Drawings 
Bhagwanji'.s Drawings .. 
Cooverji’s Drawings 

Cash on hand 

. Es. 

6,00,000 
. , 40,000 

.. 1,20,000 
.. 2,00,000 
. . 32,000 

. . 52,000 

. . 8,000 

.. 28,000 

Rs. 

Abraliam’s Capital .. .. 3,36,000 

Bhagwanji’s Capital .. .. 2,40,000 

Cooverji’s Account (Personal)-'., 2,24,000 
Creditors . . . . 48,000 

Current Year’s Profit .. .. 2,32,000 


Rs. 10,80,000 

Rs. 10,80,000 


Interest on drawings is to be' ignored but interest on Capital Accounts is to be 
allowed at 5% per annum after the necessary adjustments therein as regards the Goodwill 
cash brought in by Cooverji. Prepare the Balance Sheet of the Firm as on 31st December 
1921, showing full details in the Capital Accounts of the three partners. (GJJA.) 106 
(Capital Account Balances on 31st 'Decemher, 1921 : — 

Abraham Rs 4,50, OOCt, BJiagwanji Rs. 3,31,600, and Cooverji 27s. 1,58,400 ; 

Balance Sheet Total, Es. 9,88,000) 

44. Keshav, Pendharkar and Chapekar have been working in partners^hip sharing 
profits in proportions of 3!5, 115 and 1|5. 

On 31st March 1925, their Balance Sheet showed as follows'; — 


Liabilities Rs 

Creditors . . - • . - 5,000 

Capitals: — Es. 

JKeshav . . . . 15,000 

Pendharkar . . 7,500 

Chapekar .. .. 7,500 

30,000 


Assets 

Cash 

Sundry Debtors 
Less Reserve 

Stock 

Fixtuies and Fittings 
Lease 


Rs. ' Rs 
2,000 

5,000 
500 ‘ 

4,500 

. . 20,000 

.. 1,000 

., 7,500 


Rs. 35,000 


Rs. 35,000 
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Q0 rit A in partnership on condition that he should lake a fourth share in 
jj^and contribute proportionate capital. He is also required to bring in 
nis share of Goodwiil. > On a subsequent date, the entU'e concern is sold 
late pays Rs. 20,000 for Goodwill. 

*“®''"'Show the Capital Account of Keshav, Pendharhar, Chapekar and A, firstly on 
,'the assumption tliat A brings the Goodwill amount in Cash, and secondly on the 
assumption Uiat he docs not bring Goodwill in Gash. 

(^Capital Balances payable to Partners on sale to Y : — ’’ 107 

Keshav Rs. 25,800, Pendharkar Rs. 11,100, Chapekar Rs. 11,100, and A Rs. 16,000.) 


RETIREMENT OR DEATH OF A PARTNElt. 

^45. Smith and Robinson carried on business in partnership. On 31st December 
1913, they dissolved the partnership and Smith retired. 

Their Balance Sheet at that date was as follows: — 


Liabilities 

Sundry Creditors and Reservos 
Bills Payable 

Loan on Mortgage of Freehold 
Property, contra 
Smith — Capital Account 
Robinson— Capital Account 


■ Assets 

^Freehold Land and Buildings 
Fixed Plant and Machinery 
Loose Plant 'and Tools 
Patterns and Models 
Stodv-in-trade 

< Sundry Debtors and Reserves 
•Buis Receivable 
Cash in Hand . . 

I Cash at Bank 


& 53,000 


Profits and losses were shared in tlie nronortions of Smith two-Uiirds, and Robin- 
Eon one -third. ’ 

Robinson agreed to take over the business on tlie following terms: — 

The Freehold Land and Buildings were to be taken over by Smith at the amount 
stated in the Balance Sheet, subject to the Mortgage, and Robinson was to re nt the 
premises on a re pairing lease at £§bu per amium. ~ 

Revaluations were to be made whicli resulted as follows: — 

Fixed Plant and Machinery, £10,000 ; Loose Plant and Tools, £4,400 ; Patterns 
and Models, £1,800 ; and -Stock-in-trade, £12,000. 

_ Smith agreed to allow the amount due to him Xless £300 which was to be paid 
to him in cash) to remain as a loan to Robinson at 5 per cent interest. 

. Make out Robinson’s Balance Sheet, after the transaction^ have been completed. 

' (Chartered Accountants.) 108 J 

(Robinson’s Capital after adjustments, £12,400 ; 

Smith’s Loan Account Balonce, £15,500 ; Balonce Sheet Total, £42,900.) ' 

^ 40. A, B and C carry on business in partnerdiip. C wishes to retire from the 
firm. A and B agree to carry On the business, taking oyer-the Assets at a valuation as 
agreed by the three partners, and discharging tire Liabilities of the firm. The following 
is the position of the firm as on 30th September 1907> the, date of dissolution 


Sundry 

Creditors 

.. 18,900 

Loans 

• • • • 

.. 7,000 

Capital 

Accounts : — 


A 


3,000 

B 


. . 4,000 

C 


.. 1,000 ' 

Profit 

and Loss Accoimt 

. . 3,000 


::Riant 
"‘Fixtures 
~ Stock-in-trade — 
"Furniture _ - - 
' Sundry Debtors 
' Bills Receivable 
Casn on Hand 
Cash at Bank 


£ 

4,000 
500 
, 250 
-iS mnnn 


£ ^j36,900 

\ 
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The agreed values of the assets are as follows:— 

Plant £3,050 ; Fixtures £350 ; Furniture £150 ; Stock-in-trade less 20 per cent 
discount ; Sundry Debts (less Discounts and Bad Debts) £15,000 ; Provision for Doubtful 
Bills, £1,000. 

1. Prepare Balance Sheet showing the position of tlie new firm of A and B on 
taking over the business. 

2. Also the Capital Accounts and Balance Sheet of A, B and C after the above 
valuation and dissolution adjustments have been made. The profits and losses are 
divisible on the basis of capital originally contributed, 

(Incorporated Accountants.) 109 
(Capital Balances after adjustments : — 

A £1,425, and B £1,900 ; Amount payable to C £475 ; 

Balance Sheet Total, £29,700.) 

47. The partners in the firm of A and B agree to dissolve on 31st December 
1908 and the Balance Sheet stated at tliat date was as foUov/s: — 


Liabilities 

£ 


Assets 

£ 

Trade Creditors 

.. 10,000 

Stock-in-trade 

ft • » ft 

11,500 

Union Bank 

500 

Warehouse and 

Office Fixtures, 

Bills Payable 

. . 2,300 

Fittings, etc. 
Book Debts 

ft ft ft ft 

400 

A — Capital 

. . 10,700 1 

ft ft ft ft 

17,100 

B 

. . 3,500 ! 

Bills Receivable 

£2,800 under 

Profit and Loss Account 

. . 3,000 

I Discount 



1 Goodwill 

. 

1,000 


£ 30,000 


£ 

30,000 


Profits are divisible the proportions of A 4)7, B Sj? ; 5 per cent interest being 
allowed on capital and no interest charged on drawings, whicli were upon the basis 
(^of £500 per annum eadi. A is to retain the business premises, and undertakes to 
discharge all liabilities and to take over assets with liberty to B to carry on business 
elsewhere ; B is to take ll4th of the stofifc -in part payment of his capital, and to leave 
in the business for one year a sum of £500 as a guarantee aga'ihst any bad debts or 
liabilities on bills rmder discount, and to receive or pay any balance in cash, any amount 
received being derived from book debts. 

Prepare A's Balance Sheet showing position after the dissolution and the com- 
. pletion of these transactions. ^ ' (Incorporated Accountants.) 110 

(A’s Capital after adjustments, £12,540 ; Amount payable to B, £1,285 ; 

. _ , % ft Balance Sheet Total, £27,125.) 


48. The following was the Balance Sheet of a firm upon dissolution of partnership, 
A retiring and B continuing the business. The Partners’ shares as to Capital and Profits 
were A, three-fourths, and B, one-fourth. 


Liabilities 

£ 


Assets 

£ 

Capital — A 
„ B 

Loan from A . 

Creditors 

Reserve 

. . 9,000 

3.000 
2;ooo 

. . 1,800 
. . 1,200 

Freehold 

Debtors 

Cash 

Stock 

.. 

. . 12,000 
.. *• 3,000 
1,000 

. . , 1,000 


jB 17,000 



£ 17,000 


A agreed to buy ttm Freehold for £10,000. 

The Stock was taken ^over by B at 10% discount. 

The Debtors realised' 86% of their value. 

The costs of the liquidation exclusive of the above deficiencies were £470, 

What did each Partner receive? Show Cash Account, Liquidation Account and 
the Partners’ Accormts. (Chartered Accountants.) Ill 

- (A brings in Cash £342-10; B receives, £1,652-10.) 

'^9. a" and carried on business as Pottery Manufacturers at Hanley, under the 
style of A, B & Go. They dissolved partnership on 31st March 1909, A retiring from the 


I 
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business and B continuing to carry it on under tbe same style and purchasmg As sliMe 
therein at the amoimt shown as his Capital at 31st March 1909, after a proper revaluation 
of the Assets. 


The Firm’s Balance Sheet at 31st December 1908, was as follows:— 


Liabilities £ 


Sundry Creditors 

5,000 

Bills Payable 

1,500 

Mortgage on Land and Building 


at 4 per cent 

7,500 

A— Capital 

14,500 

B — „ 

9,500 


Assets 


£ ‘ 


Land and Buildings 
Plant and Machinery 
Loose Tools and Plant 
Stock-in-trade . • • • 

Sundry Debtors after providing 
for Bad Debts and Discounts 
Bills Receivable 
Cash in Hand and at Bank 


10,000 

6,000 

3.000 

9.000 

7.500 

1.000 

1.500 


£ 38,000 


£ 38,000 


Profits and Losses both of Capital and Revenue were divided in the proportions 
of, A two-thirds, and B, one-third. 


The revaluations at 31st March resulted as follows ; — Land and Buildmgs, ^,1^ ; 
Plant and Machinery, £5,600 ; Loose Plant and Tools, £3,500 ; Stock-in-trade, £8^0. 
The other assets at that date were agreed as follows : -Sundry Debtors (after providing 
for Bad Debts and Discount) £8,500 ; Bills Receivable, £600 ; Cash in hand and at 
Bank, £2,000. 

The Liabilities were; — ^Loan Mortgage at 4%, £7,500 (interest paid to 31st 
December 1908) ; Bills Payable £1,000 ; Sundry Creditors, £3,500. 


Make out the necessary adjustment accounts and Balance Sheet at 31st March 190^ 

(^Chartered Accountants.) 112 

(Amount payable to A, £15,316-13-4 ; B’s Copital after adjustments, £9,908-6-8 ; 

Balonce Sheet Total, £37,300.) 

50. Black and 'White have been in business together for three years ending 3^t 
December 1910, at which date they agree to dissolve partnership. Black takes over the 
business and agrees to pay 'i^ite £1,800 for his share of the Goodwill. Black has drawn 
out £500 each year, and 'White £650 each year. Black’s Capital at the start was £3,000 
and White’s £4,000, The profits of each year were £1,000, £1,200 and £1,350 respectively. 
There was no deed of partnership and no arrangement as to interest on Capital. Draft 
Capital Accounts (in White’s show the amount he will receive on going out) and Profit 
& Loss Account in Black and White’s nooks, and Goodwill Account in Black’s books. 

(National Union of Teachers.) 113 

(Amount payable to White by Black, £5,625.) 

51. The Balance Sheet of A, B and C on 31st December 1920, that is, the date 

of A’s retirement, was as follows : — 


Liabilities 


Rs. 

Creditors 


25,000 

Capitals : — 

Rs. 

A 

60,000 


B .... 

40,000 


c 

10,000 

lj.0,000 


Rs. 

1,35,000 



Assets 

Rs. 

Lciftehold 

,, 

. . 30,000 

Stock 

• ► > • 

• . . 80,000 

Debtors 

• » 

. . 20,000 

Cash 


.. 5,000 


Rs. 1,35,000 


Under the terms of *e Partoership Deed A was to receive, for the year succeeding 
his retirement, one-half of the_ share of profits which he was receivinc at the date of 
renremont, for leaving his capital in the business as a loan', ° 

On 1st January. 1921, D was admitted a partner and paid into the firm Pc snoOO 
of whidi He. 10,000 was for goodwill to be retained in the^firm ^ 
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relative proportions as before. The Profit of 1921 was Rs. 40,000 before charging 5% 
Interest on A’s Loan and on the partners’ Capital Accounts. 

Prepare a statement showjng the division of profits for 1921. Also state the 
respective shares of B, C and D in the profits for the year 1922. 114 

(Share of Profits : — 

B Rs. 10,312-8r, C Rs. 10,312-8, ond D Rs. 6,875 ; B 3l8tJis, C 318tlis, and D 2i8t/is,) 

52. Hope and Horne, equal partners as Manufacturers’ Agents dissolved partner- 
ship on 30th September 1923. By the Deed of Dissolution each partner took over certain 
agencies and had to account to tlie other for any commission received by him but due 
to the partnership. Certain disputes having arisen, you- were, on 1st March 1924, 
ins tooted to examine the books of Hope and of Horne and found as follows : — 

Hope had received in Commission on account of the late firm Rs. 1,550, and Home 
had similarly received Rs. 300, Hope had paid Rs. 275 \for Rent, Rates, etc,, due by 
the late firm and had received Rs. 295 for goods from certain debtors of the firm, and 
Horne had paid Rs. 472 to certain creditors of tlie firm. The Stock in hand included* 
in the September Balance Sheet had been valued at Rs. 950 of which Hope took Rs. 220, 
and Home Rs. 730. Hope had paid Rs. 500 to Home on account. Draw up a final 
account of settlement. , 115 

(Balance due to Home by Hope, Rs. 116.) 


'"aS. The Balance Sheet of Arthur, Baldwin and Curtis who were sharing profits in 
proportions to their Capitals stood as follows on 31st December 1924 : — 


Liahilities 


Rs. 

1 Assets 

Rs. 

Sundry Creditors 

Capital Accounts; — 

Rs. 

6,900 

Cash at Bank 

. . 5,500 

Rs. 

Arthur 

20,000 


Sundry Debtors 

5,000 

Bald^vin 

Curtis 

15.000 

10.000 

45,000 

Less Reserve 

Stock 

100 

4,900 

8,000 




Plant and Machinery 
Factory Land and Building 

8,500 
.. 25,000 


Rs. 

51,900 1 

! 

1 

Rs. 51,900 


Mr. Baldwin retires and tlie following re-adjustments of the Assets and Liabilities 
, have been a^eed upon before the ascertainment of the amormt payable by the firm 
to Mr. Baldwin: — 

(1) That Stock be depreciated by 6 per cent. ‘ 

(2) That the Reserve for Doubtful Debts be brought up to 5 per cent on Debtors. 

(3) That the Factory Land and Buildings be appreciated by 20 per cent. 

(4) ’That a provision of Rs. 770 be made in respect of outstanding Legal Charges. 

(5) That the Goodwill of the entire firm be fixed at Rs. 10,800 and Mr. Baldwin’s 
share of the same be adjusted into the accounts of Arthur and Curtis who 
are going to share in future in the proportions of five-eighths and three- 
eighths respectively (no Goodwill accoupt raised), 

(6) ’That the entire Capital of the firm, as newly constituted, be fixed at Rs. 28,000 
between Arthur and Curtis in the proportions of five-eighths and three- 
eighths, after passing entries in their accounts for Goodwill (i.e., actual cash 
to be paid off to, or to be brought in by the continuing partners as tiie case 

. may be) . 

Pass Journal entries necessary to give effect to the aboVe arrangements and prepare 
the Balance Sheet of Arthur and Curtis, transferring Baldwin’s share of Capital and 
Goodwill to a separate Loan Account in his name. (GJHA..) 116 

(Baldiuiu's Loan Account, Rs. 19,800; Copifal Balances after adjustments : — 
Arthur Hs. 17,500, and C^irtis Rs. 10,500 ; Balance Sheet Total, Rs. 55,470.) 

54. X, Y and Z carry on a business in partnership sharing profits and losses in 
the proportions of their Capitals. Their Balance She'et on 31st March 1925 was as 
follows: — '■ ' « 

18 
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Liabilities 


Es. 

Bills Payable 

.. 

5,000 

Creditors 

. * 

15,000 

Loan 

, , 

20,000 

Capitals ; — 

Es. 


, X .. .. 

30,000 


Y 

20,000 


Z 

10,000 



60,000 


Es. 1,00,000 


Assets 

Rs. 

Cash in Hand 

250 

Cash at . Bank 

5,000 

Bills Receivable 

. , 3,000 

Rs, 

Debtors 

Lcs.>: Reserve for Doubt- 

35,500 

ful Debts 

5,000 

30,500 

Stock 

. . 20,750 

Furniture 

2,.500 

Plant and Machinery 

.. 38,000 

Es. 1,00,000 


On 1st April 1925, Y retires from the business and 'his share is ascertained on the 
following re-valuation of the assets Stock to be taken at Rs. 26,750 and the Reserve 
for Doubtful Debts is to be maintained at Rs. 2,000. The amount of Goodwill of Y’s 
share is agreed upon at Rs. 10,000. X and Z pay out Y bringing in the necessary 
amount of cash required to do so in tlic proportions of their capitals. 

They then admit A on the basis of tlic adjusted Balance Sheet. A is to take a 
5th share in the profits and bring in proportionate amount of Capital. Valuation of 
Goodwill, for the purpose of the amount to be brought in by A, was tlie same as at 
the time of Y’s retirement. 

I Show the Balance Sheet as adjusted on Y’s retirement and show the amount A 
will have. to bring in as Capital and Goodwill. 117 

(Capital Balances after adjustments 

.. ' X Rs. 48,000 and Z Rs. 16,000 ; A will have to bring Rs. 6,000 os Goodwill 

and Rs. 16,000 ns Capital; Balance Sheet Total, Rs. 1,04,000.) 

.55. 'X, Y and Z were in partnership under a contract which expired on 30th June 
1925., They were unable to come to terms for a renewal of the contract, and agreed 
to dissolve the partnership as on that date. The business was put up for sale as a going 
concern by private tender among the partners. X and Y made a joint offer and became 
the purchasers at the price of Rs. 1,40,000. By the conditions of sale, the purchasers 
took over the whole Assets and Liabilities of the firm. The amount due to the retiring 
partner was to be paid as to one-third in cash and as to two-thirds in equal instalments 
by bills at three and six months from Isl July 1925 with interest, at 6% per annuni. 

The books of the firm were kept by Single Entry, and after examination and 
adjustment, the following figures were brought out as at 30th June 1925:' — 

Factory Buildings, Rs. 35,000 ; Machinery and Plant, Rs. 70,000 ; Designs and Cards, 
Rs. 10,000) Sundry Debtors Rs. 85,000; Bills Receivable, Rs. 10,000; Cash, Rs. 9,'000 ; 
'X’s Drawings, Es. 4,500 ; Y’s Drav/ings, Rs. 3,500 ; Z’s Drawings, Rs. 2,750 and Sundry 
Creditors, Rs. 76,000. 

The Capital of the partners, as shown by the Balance Sheet of 30th June 1924, was 
resirectively, X Rs. 72,000, Y Rs. 47,000 and Z Rs. 32,000. ^e Stock on hand at 30th 
June 1925 amounted to Rs. 20,000. 

, Under the Partnership Deed, partner's were entitled to interest on Capital at the 
rate of 6% p.a. and to the following salaries : — 

X-Rs. 5,000, Y Rs. 4,000 and Z Rs. 3,000 and these are to be allowed for. Profit 
and Loss was shared in the proportions of X SllOths, Y 3|10ths and Z 2|10ths. 

Prepare (1) Statement showing the amount divisible among the partners on Uie 
year’s ■working; (2) Balance Sheet at 30th June 1925, giving effect to the sale; and 
(3) Statement of Z’s Account, showing tire settlement with him. 118 

■ (Net Brofiis : — Rs. 845, Y Rs. 507, and Z Rs. 338; Balances on Capital 

1 Accounts after adjustments i—X Rs. 60,165, Y Rs. 43,927 

and Z Rs. 9,970 ; Balance Sheet Total, Rs. 1,40,448-9-6.) 

-^^SC. Jamshedji, Sultanbhoy and Cowasji were in partnership sharing profits in 
u>e proportions of five, four and three. The Balance Sheet of the 'firm, as on 31st 
»Jecciitl3er 1927, was as follows: — 
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Liabiltfics 

Rs. 


As,sefs 

Rs. 

Capital Accounts :• — 
Jatnsbedji 

Sultanbhoy 

Cowasji 

Sundrj’ Creditors 

.. 67,965 

.. 47,560 

. . 30,585 

. . 20,845 

Goodwill 

Fixtures 

Stock 

Sundry Debtors 

Cash 

. . 20,000 
.. 4,100 

. . 78,650 

. . 46,750 

. . 17,455 


Rs. 1,66,955 



Rs. 1,66,955 


{ 


On account of his ill health, JamEhedji gave notice that he wished to retire. Tiie 
partners entered into a Dissolution Agreement as on 31st December 1927, the terms of 
which %vcrc as follows : — 

(a) The Profit and Loss Account for the year ended 31st December 1927, which 
showed a net profit of Rs. 24,000, was to be re-opened. SuUanbho 3 ' was to be credited 
with Rs._ 2,000 as bonus, in consideration of the extra work which had devolved upon 
him during the year, 1110 profit-sharing basis %vas to be revised as from 1st January, 
1927, as follows : — 

Jamshedji 3, Sultanbhoy 4, Cowasji 4, 

(b) Goodv/ill was to be taken at two years’ purchase of average profits of the 
five preceding years. Hie Fixtures were to be revalued by an independent valuer. A 
reserve of 2% was to be made for doubtful debts, and the remaining assets were to be 
taken at their book values. 

The valuations arising out of the above agi'ocment were — Goodwill Rs. 28,400 ; 
Fixtures Rs. 5,490. 

Sultanbhoy and Cowasji agreed, as between themselves, to continue the business, 
sharing profits in /the ratio of 4:3, and decided to write off Goodwill, to retain the 
fixtures on the books at the revised value, and to increase tlic Reserve for Doubtful 
Debts to 6%, 

Give Journal Entries necessary to give effect to the above arrangements, and 
prepare the Balance Shoot of the remaining partners immediately following the retire- 
ment of Jamshedji. 119 

(Balances on Copital Accoimts after adjtistments : — 

Sultanbhoy R.S. 35,482-13-8 ond Coieosji Rs. 22,832-2-4 ; 

Jamslicdji’s Loan Account Rs. 66,380 ; Balance Sheet Total, Rs. 1,45,540.) 


57. Tlie Balance Sheet of M, N and O who arc .sharing profits and losses in the 
proportions of 112, ll3 and IjO respectively, was as follows on 30th June 1925 : — 


Liabilities 

Rs. 

Assets 

• 

Rs. 

Bills Payable 

. . 6,400 

Cash in Hand 


150 

Sundry Creditors 

. . 12,500 

Cash at Bank 


25,500 

Capitals : — 

Rs. 

Bills Receivable 


5,400 

M .... 

40,000 

Book Debts 


17,800 

N 

25,000 

Stodc 


22,300 

o 

20,000 

Furniture 


3,500 


85,000 

Plant and Machinery 


9,750 

Profit and Loss Account 

.. '4,500 

Buildings 

•• 

24,000 

' 

Rs. 1,08,400 


Rs. 

1,08,400 


M retires from the business from 1st July 1925 and his share in the firm is to be 
ascertained on a re-valuation of the assets as follows : — Stock, Rs. 20,000 ; Furniture, 
Rs. 3,000 ; Plant and Machinery, Rs. 9,000 ; Buildings, Rs. 20,000 and Rs. 850 are to be 
provided for Doubtful Debts. 

The Goodwill of the firm is agreed to be valued at Rs. 6,000. 

M is to be paid Rs. 11,050 in cash on retirement and the balance in 3 equal yearly 
instalments with interest at 5 per. cent per annum. 

Show the necessary accounts required to give effect to the above, the Balance 
Sheet of the continuing partners and the account of M till it is finally dosed. 120 
(Balances on Capital Accounts after adjustments : — < 

N Rs. 21,700 and O Rs. 18,350 ; M’s Loan Account Rs. 41,050 ; 

> Balance Sheet Total, Rs. 1,00,000.) 
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5S. Brown and Smith arc partners. The Parlnomhip Deed provides inter alia:— 

(1) That the Accounts bo balanced on 31st December in each year. 

(2) That the profits be divided as follows Brown one-half, Smitli one-third, 
and carried to a Eeserve Account one-sbctli. 

(3) That in the event of the death of a partner, his executors bo entitled to be 
paid out : 

(o) The capital to his credit at date of death. 

(b) His proportion of Reserve at dale of last Balance Sheet. 

(c) His proportion of profits to date of death based on the average 
piofits of tlie last three completed years. 

(d) By way of Goodwill hi*^ proportion of the total profits for the three 
preceding years. 


On 31st December 1909, the Ledger Balances wore : — 


£ £ 


Brown’s Capita! 

South 's Capital 

Reserve 

Creditors 

Bills Receivable 

Investments 

Cash 


, 

9,000 

. 

6.000 


3,000 

2 000 
.1 5,000 
..! 14,000 

3,000 


£ I 21,000 , 21,000 , 


The profits for tlie three years were : — ^1907, £4,200 ; 1908, £3,900 and 1909, £4,500. 

Smith dies on 1st May 1910. 

Show the account as between the Firm and Smith’s Executors as on 1st May, 1910. 

(Chartered Accountants.) 121 

(Baionce on Smith’s Executors’ Account, £12,800.) 

—'' 59. A, B and C were partners. Their partnership deed provided that they were 
to share profits thus : — A 2070, B 34% and C 40% ; and that if a partner died, his Capital 
should remain in business for a stated period at a fixed rate of interest, but that the 
deceased partner’s share should be credited with an amount for Goodwill, based upon 
one and a half year’s average profits, for the five years prior to his death, but be subject 
to a deduction of 5% from the book debts. C died, and the profits of Ae firm for the 
five years were agreed at £1,600, £2,800, £2,400, £3,000 and £2,000 respectively, and 
the book debts at £12,000. 

Prepare a statement showing the amount of Goodwill to be credited to C’s account, 
and give the Journal Entries in the firm’s books necessary to carry out the transactions. 

,•!> (Chartered Accountants.) 122 
>« ', (C’s Share of Goodwill, £1£48). 

♦ 60. In the partnersliip agreement between L, M and O, who were sharing profits 
i, and 4, the Goodwill wasAo be valued on the death of any partner on the basis of 
such partner’s share of 2 years’ profits calculated on the average of 5 years’ profits 
immediately preceding the year of death less 10 per cent. The firm’s profits were 
Rs. 15,000 in 1920, Rs. 25,000 in 1921, Rs. 40,000 in 1922 and loss of Rs. 5,000 in 1923 and 

2,600 in 1924. Tlie deceased partner’s share of profits for the period of his lifetime 
in the year of death was to be based on the average of the profits of the previous toee 
years plus 10 per cent. 

L died on 31st Alay 1925. His Capital Account showed a credit of Rs. 'l0,000 on 
Ist January 1925 and Ke had drawn Rs. 1,500 since that date. 

Show the amount of Goodwill and the share of profits payable to him. 123 

- \ (Amount payable to L’s Executors, Rs. 24,160-13-4.) 

Vasant and Madhav entered into partnership on 1st January 1914, the former 
mtroducmg a ^pital 'of Rs. 60,000 and the latter of Rs. 20,000. They effect a poRcy of 
insurance for Rs. 25,000 upon their joint lives in order to enable the survivor in case 
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of tlie death of one, To^aj’^ out in cash, part of tlie other’s interest. The net profits, 
before charging interest on capital as at the beginning of eadi year, at 5 per cent per 
annum and on drawings (averaged at 2 per cent per annum), were as follows: — 


Year. Net Profit. 

Rs. n.p. 

1914 .. 25,000 0 0 

1915 28,100 0 0 

1916 .. 26,547 8 0 

“It 

Profits to Vasant 2l3rds and to Madhav H.Srd. The premium of insurance, which 
is Rs. 2,000, is charged as a business expense. ' 

On 31st March 1917 Vasant died. According' to the terms of the partnership deed 
his executors are entitled to receive Iiis share of the capital as it stood on 31st December 
1916, ‘plus his three months’ share of profit calculated upon the previous year’s rate of 
profits and diare of goodwill which is reclconcd at 2l3rds of the previous three years’ 
profits after adjusting interest on capital and drawings but without deducting tlie 
premium paid on the insurance policy. 

Make up Vasant’s account including these adjustments and showing the amount 
for which Madhav shall have to account to his executors. (G. D. A.) 124 

(Vasant’a Capital A/c. Balance, Rs. 93,215-13-4; 

Amount payable to liis Exccuitors, Rs 1,45,340-10-2.) 

* 

62. A and B entered into partnership on 1st January 1907, for a term of five 
years, each investing Rs. 7,500 and agreeing to share equally. Shortly after the termina- 
tion of the partnership A died, and tlie accounts taken at 1st Januaiy 1912 showed as 
follows : 


Vasant’s 

drawings. 

Rs. a. p. 
6,000 0 0 
6,600 0 0 
7,000 0 0 


Madhav’s 
drawings 
Rs. a. p. 
3,000 0 0 
3,300 0 0 
3,500 0 0 


A’s Drawings 


Rs. 

8,938 

B’s Drawings 


3,472 

Stock 


8,750 

Plant 


3,750 

Furniture 


1,250 

Cash 

- . . 

560 

Mortgages 


2,500 

Bills Receivable 


2,000 

Accounts Receivable 


9,947 


Rs. 

41,173 



Rs 

A’s Capital 

. . 7,500 

B's Capital 

. . 7,500 

Sundry Creditors 

4,058 

Profit and Loss Account 

. . 22,115 


Rs. 41,173 


Tire surviving partner took over Stock, Plant and Furniture, at the values stated, 
continued the business under his own name, acting as agent of tlie Firm in realising 
the remaining assets. On 1st January 1913, he reported to his late partner’s executors 
that he had collected Rs. 6,500 of the Accounts Receivable, Rs. 1,250 of the Bills Receiv- 
able, and had received Rs. 93-12-0 interest on Mortgages. His expenses had been Rs. 125 
for salaries, Rs. 275 for lawyer’s and accountant’s charges, and sundry e.xpenses Rs. 50. He 
had made allowances to Cu-stomers, amounting to Rs. 340, and had discharged the whole 
of the liabilities to 'Sundry Creditors by payments amounting to Rs. 3,853. 

Prepare accounts showing the position of tlie Capital Accounts as at 1st January 
1913 and a Balance Sheet as on the same date. Deal only with the figures set out. 

(G. D. A.) 125 

(B’s Capital Account after adjustments, Rs. 1,089-14 ; Balance dUe to 
Executors of A, Rs. 9,373-14 ; Balance Sheet Total, Rs. 10,463-12-0.) 

^ 63. Under the terms of a parlnership deed between Ardeshir and 'Burjor, the 

surviving partner is to pay the estate of the deceased partner one-third share of th» 
profits for seven years. Interest to be paid at the rate ‘of 5 per cent per annum on any 
balance of that share remaining unpaid sax months after the date of each Balance Sheet 
of the business, the accounts of which are to be made up half-yearly. 
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The deceased partner’s estate is also to receive interest at 5 per c^t on the 
amount standing on the credit of his Capital Account at the date of the death, 

Ardeshir died in December 1916, and Rs. 12,000 was the amount standing to his 
credit. 

The profits of the business for the six half-years ending 31st December 1919 were 
stated as follows; — 

To June 1917 Rs. 18,000 ; December 1917 Rs. 24,000 ; June 1918 Rs. 27,000 ; December 
1918 Rs. 33,000 ; Jime 1919 Rs. 27,000 ; December 1919 Rs. 21,000. 

Buiior paid over the share of Ardeshir’s profits up to December 1918, but up to 
June 1920 nothing further has been received from him in respect of the 1919 profits or in 
respect of Rs. 12,000 and Interest. 

t 

The representatives of Ardeshir agree to accept his diare in the futine four 
profits on the basis of the average profits of the preceding three years ; this is, provided 
the balance thus ascertained is paid off in cash subject to a rebate of Rs. 10,000. 

Prepare a full account, showing the amount due from Burjor, who has fixed June 
30th, 1920, as the date of settlement. 126 

(Balance due to Executors, Rs. 87,391-10-8.) 

64. Messrs. Ramrao, Jagdeorao and Dalpatram carry on a business in partnership 
sharing profits and losses in proportions of 7ll6, 5116 and ll4. The Balance Sheet of the 
firm on 31st December 1924 was as follows: — 


Liabilities 


Rs. 

Assets 


Rs. 

BiUs Payable 


2,350 

Cash in Hand 

\ 

250 

Creditors 


5,450 

Cash at Bank 


580 

Loans 


14,200 

Bills Receivable 


1,850 

Capitals : — 

Rs. 

Stock-in-trade 


9,570 

Ramrao . . 

22,750 


Debtors 


20,250 

Jagdeorao 

15,250 


Furniture 


2,100 

Ddpatram 

12,000 

50,000 

Plcmt and Machinery 
Leasehold Building 


6,800 

30,600 


Rs. 

72,000 

•* 

Rs. 

72,000 


Profits for the year ended 31st December 1924 were Rs. 12,000. Mr. Dalpatram dies 
on 30th April 1925. The Partnership Deed provides that Goodwill of the Business is to 
be calculated on the basis of 3 times the average profits of the past 5 years. Profits for 
the previous years were as follows: — 

Year Rs. Year Rs. 

1020 .. .. 28,600 1922 .. .. 20,000 

1921 .. .. 27,400 1923 .. .. 17,000 




It is agreed between the surviving partners and the Executor of the deceased 
partner that the share of profits of the deceased from 1st January 1925 till his death may 
be ascertained on the basis of the last year’s profits. Tlie Executor agrees to receive the 
amount duo to the deceased at Rs. 4,750 on settlement (i e., the date of death) and the 
balance with interest at 9% in 4 six-monthly instalments. 

Show the amount due to the deceased partner’s estate and also show the Executor’s 
Account till the full amount due is paid to him with interest. 127 

(Amount due to the deceased partner’s Estate, Rs. 28,750.) 


AhlAEGAlMATION OF FIRMS. 

and businesses of a simfiar nature, 

rtntem'^nt fireSerth-rSions ‘■'■"algamation. The following is u 


I 
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BATH 


Liabilities 



Assets 

.£ 

Sundry Creditore 

Mrs. Bath Loan at 4 per 
A. Bath, Capital 

cent .. 

1,180 

2,000 

9,820 

1 Slock 

! Book Debts ^ 

1 Trade Fixtures 
' Cash in Bank 

Cash in Hand -- 

. . 4,200 

.. 8,050 

150 
580 
20 


.£ 

13,000 


£ 13,000 



WELLS 


Liabilitic.s 



I Assets 

£ 

Creditors 

Union Bank 

Mortgage on Leasehold 

B. Wells, Capital 


800 

1,500 

1,000 

7,280 

L.^Stock-in-fradc 

Book Debts , 

} Trade Fixtures 
' Life Policy Premiuni paid 
Leaseliold of Premises 

1,800 
, , 6,400 

200 

. . ,180 
,. '-^ 2,000 


£ 

10,580 


£ 10,580 


It is agreed Uiat each partner shall bring into the parlneiship £10,000 in cash 
ot its equivalent, business being carried on in Well’s premises, of which it is agreed 
that the lease shall bo treated in account as v/orth £3,500. The trade fixtures of 
Mr. Bath are sold out and produce £70, the loss being borne by the partnership ; and 
it is agreed that all private liabilities and assets arc to disappear from the partnership 
books. After necessary adjustments, prepare the Partnership Balance Sheet. 

(Incorporated Accomiiants.) 128 
(Cuirent Account Balances : — > 

Bath .£1,180 and Wells £60 ; Balanee Sheet Total, £24,220.) 

’ 66. EUis and Brown are partners, sharing profits equally, in a business similar 
to that carried on by Smith. In order to avoid competition, they decided to amalgamate 
the two businesses by taking over the Assets nnd^ Liabilities of Smith, and admitting 
him into partnership with them as from 31st December 1914. The Balance Sheet at 
that date of each business was as follows: — 


ELLIS AND BROWN 



Liabilities 

.£ 


Assets 

.€ 

Ellis — Capital 

Brown-Capital 

Creditors 

• • 

6,000 
4,500 
. . 3,700 

Cash at Bank 
Debtors 

Stock 

* * 

.. 2,500 

.. 8,600 
.. 3,100 



£ 14,200 



£ 14,200 



SMITH 



- 

Liabilities 

£ 

1 

Assets' 

£ 

Creditors 

Bills Payable 

•• 

7,500 
.. . 2,650' 

Cash at Bank 

Debtors 

Stock 

Smith — Capital overdrawn 

. . 1,350 

.. 5,500 

2,000 
. . 1,300 


- 

£ 10,150 

i 


£ 10,150 


The new partnership was to be carried on as Ellis, Brown and Smith, and it was 
agreed between all the parties that the Book Debts and Stock of the business of EUis and 
Brown were to be reduced by 10% to cover Bad Debts and old Stock for the purposes 
of the amalgamation, and that Smith was to be ci-edited with sucli a sum' for Goodwill 
as would make his Capital in the new Business equal to one-third of the qoinl Capital 
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of Ellis and BrowTi therein. Prepare the Balance Sheet of Ellis, Brown and Smith after 
giving effect to these arrangements. (Chartered Accountants.) 129 

(Capital Account Balances 

Ellis £5,415, Brown £3,915, and SrrtitJi £3,110 ; 

Balance Sheet Total, £26,290.) 


C 7 . The respective Balance Sheets of C and D at thf; date of amalgamation are as 
follows; — 


Liabilities 

Capital 

Sundry Creditors 


Capital 

Bills Payable 

I. C, L M. Bank 0|D 


c 

£ 

Assets 

t 

£ 

, . 18,000 ! 

Cash 

. « 

130 

, . 8^20 1 
( 

Bank of England 

Stock 

• • 

8,640 

8,370 

1 

Sundry Debtors 

• • 

6,730 

1 

i 

Shares Account— 

XL Spinning Co. 


2,000 

J 

Office Fixtures 

■ • 

350 

£ 26,220 


£ 26,220 

D 

£ 

. . 17,500 ! 

Cash 


£ 

260 

.. 7:G50 ! 

Bank (Current Account) 

• . 

6,750 

. . 3,740 ' 

1 

Stock 

, , 

7,980 

Sundry Debtors 

• • 

7,200 

I 

i 

( 

Shta-es Account; — 

A Spinning Co. 

B „ 

C ,, • • 

D „ 

£ 

1,000 

2,000 

1,500 

2,000 


) 

Office Fixtures 

.. 

6,500 

200 

£ 28,890 


£ 28,890 


It 5s agreed: — 

(fl) Tliat the Capital of the new firm shall be £32,000 divided equally, 
(b) That the shares shall be taken in at tl:c following figures: — 


XL Spinning Co. 


.. 2,000 

A „ 


800 

B 


.. 1,750 

c 

, * 

.. 1A50 

D 

.. 

.. 2,000 


(c) That the debts of boUv firms be taken over less 10 per cent. 

(d) Th.at the business shall be carried on at the Offices of C whose fixtures are 
to be taken in at £200. The fixtures belonging to D are sold for cash £75, 
wWeb is to be brought into account, 

(c) That all oilier assclr. to be taken at fate value. 


You arc reciuired to prepare the Balance Sheet of the new firm, c-xplaining how 
the adju'-treents, which arc required, should bo effected. 

(fneorpomted Acc<nmtarUs.) 130 
(Current jlccounf Balance i — 

C £1AT? end D £55; Balance Sheet Total, £52,8-12.> 

^ ^ ‘ f engaged in compefilivc 



LiabiKtios 


Creditors 
Bills Payable 
Capital 
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A’s BALANCE SHEET. 


£ 

Assets 

£ 

. 3,000 

Stock 

. . SO‘,000 

. 6,000 

Debtors 

.. 30,000 

. 100,000 

Premises 

.. 20,000 


Plant and Machinery 

6,000 


Bank 

- ., 1,500 


Furniture and Fixtures 

500 


National War Bonds 

.. 2,000 

£ 109,000 


£ 109,000 


B’s BALANCE SHEET. 



Liabilities 

£ 

i Assets 

£ 

Creditors 

Banli 

Capital 


. . 25,000 

. . 10,300 

.. 105,000 

1 

' Stock 

Debtors 

Plant and Machinery 
Furniture 

.. 75,000 

., 45,000 

. . 20,000 
300 



£ 140,300 


£ 140,300 


A valuation of the assets of both businesses was made, and it was agreed that 
the Premises and Plant and Machinery belonging to A should be taken over by the 
new firm at £25,000 and £10,000 respectively. B was to be credited with £5,000 as tlie 
value of certain Patent Riglits he possessed, which became the property of the partnership 
and which were not included in his Balance Sheet. All the other assets were taken 
over at the values stated in the respective Balance Sheets, except the National War 
Bonds belonging to A, which were not taken over. Both men undertook to discharge 
their own liabilities, and it was agreed that A should introduce Cash to make his 
Capital equal to that of B. Prepare Capital Accounts of A and B, embodying the above 
arrangements, as also a Balance Sheet of the new firm. (B. Com.) 131 

(A^s Capital Account balance, £1,45,300 ; B’s Capital Account 

balance, £1,45,300 ; Balance Sheet Total, £2,90,600.) 


JOINT-LIFE POLICE, 




As a provision for repayment ot Capital and Goodv/iU in the event of death 
of one of the partners, the firm of Sen and Gupta arranged for a Joint-Life Policy of 
partners of the face value of Rs. 30,000, the annual premium payable being Rs. 1,200. 
The premium is paid each year on 10th April from 1934 out of profits, and tire Policy 
Account is maintained in file books of the firm on the surrender value basis, which 
was as under: — 


u 


1934, Nil ; 1935, Rs. 120 ; 1936, Rs. 250 ; 1937, Rs. 450. Sen dies on 10th December 
1937 and the policy money is realised on Slst December 1937. 

Show how the Joint-Life Policy Account and the Joint-Life Policy Reserve 
Account will appear in the firm’s books year after year, and how the same will be 
finally adjusted, assuming that the financial period closes on 31st December, and the 
partners share profits in proportions of 3|5ths and gjSths. Give also the necessary 
Journal Entries. 132 


CHAPTER Vni 

PARTNERSHIP DISSOLUTION ACCOUNTS. 


Dissolution of Partnership. — Subject to contract between the partners, 
a firm is ordinarily dissolved imder any of the following conditions : — 

(a) By mutual agreement between the partners to dissolve. 

(b) If constituted for a fixed term, by the expiry of that term. 

(c) If constituted to carry out one or more adventures or undertakings, 
by the completion thereof. 

(d) By the death of a partner. 

(e) By the adjudication of a partner as an insolvent. 

(f) Where the partnership is at will, by any partner giving notice in 
writing to all the other partners of his intention to dissolve the firm. 

(g) On the insolvency of the partnership business.. 

Right of Partners on Dissolution. — On the dissolution of a firm, every 
partner or his representative is entitled, as against all the other partners or 
their representatives, to have die property of the firm applied in payment 
of the debts and liabilities of the &ni, and to have the surplus distributed 
among the partners or their representatives according to their rights. 

Continuing Authority of Partners on Dissolution. — ^After the dissolution 
of a firm, the authority of each partner to bind the firm, and the other 
mutual rights and obligations of the partners, continue notwithstanding the 
dissolution, so far as may be necessary to wind up the affairs of the firm 
- and to complete transactions begun but unfinished at the time of the 
dissolution, but not other-wise. 


Mode of Settlement of Accounts. — ^In settling the accounts of the firm 
after dissolution, the following rules shall, subjt’'^ to agreement by the 
partner's, be observed : — 

(a) Losses, including deficiencies of capital, shall be paid first out 
of profits, next out of capital, and, lastly, if necessarj’’, by the partners 
individually in the proportions in which they were entitled to share profits. 

(b) The assets of the firm, including any sums contributed by the 
partners to make up deficiencies of capital, shall be applied in the foUow-ing 
manner and" order ; — 




(i) in paying the debts of the firm to third parties ; 

(ii) in paying to each partner rateably what is due to him from the 
firm for advances as distinguished from capital; 

(iii) in paying to each partner rateably what is due to him on account 
of capital ; and 


(tw) the residue, if any, shall bo divided among the partners in the 
proportions tn.j,whjch they were entitled to share profits. 

Firm Debts and Separate bcbls— Where there are joint debts due from 
also separate debts due from any partner, the property of the 
arm shall bo applied, m tlie first instance, in payment of the debts of tlie 
4 h and, if tbere is surplus, then the share of each partner shall be applied 
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in payment of his separate debts or paid to him. The separate property 
of any partner shall be applied first in the payment of his separate debts, 
and the surplus (if any) in the payment of the debts of the firm. 

Steps on Dis.solution of Partnership. — On dissolution of a partnership, 
the following stops are necessary : — 

(1) Tlie partnership assets including goodwill arc sold. 

(2) The proceeds thus realised are first utilised in paying off the debts 
and liabilities of the firm to persons who arc not partners therein. 

(3) Any partner who has advanced money to the firm will then bo 
paid out Ins loan. 

(4) Each partner will then be paid rateably what is due from the firm 
to him )i3 respect of his Capital. 

(5) If there is any surplus arising from the realisation of assets and 
left after the above payments, the same will be divided among the partners 
in the proportions in which profits are divisible. 

Realisation Account. — ^Dissolution Accounts will naturally have to he 
maintained showing what amounts were realised on sale of the assets, what 
liabilities were liquidated, what profit or loss arose as a result of the realisa- 
tion and how the partnei's’ accounts were adjusted inter se. 

A special account styled “ Realisation Account ” will have to be opened 
for this puipose, in order that the whole of the above information may be 
ascertained therefrom. 


ENTRIES ON DISSOLUl’ION. 


& 


On a dissolution of a business, the following entries are necessary to ’ 
record the realisation of the assets and tire adjustment of accounts between 
the partners ; — 

(1) Open a Reali-sation Account and transfer thereto all ,the assets 
at hook value^ (with the exception of Cash and Bank Accounts), thus 
closing all asset accountsr* The onlry will bo to debit the Realisation Account 
and credit each asset account. 

(2) Transfer all the Liabilities (other than Loan from_ a pmdner) to 
the Realisation Account, at hook.yalues, by "debiting cach'*LiabiUty Account 
and crediting the Realisa'fTon Account. The effect of this entry will be to 
close all tlie separate liability accounts and bring these on the credit of 
Realisation Account, 


(3) On the assets being sold, debit Bank Account and credit 
Realisation Account with the sale proceeds. 

(4) When any partaer takes over any aafttg at an agreed vah" 
such partner’s Capital Account and credit the Realisation Acer i 


the sale price. , 

(5) Debit Realisation Account and Credit Bank ' Acco' 
amounts paid out in respect of Liabilities. 

(6) Debit Realisation Account and credit Bank A ' 

expenses incurred in connection ,with the dissolution. , 2,600 

(7) The balance on the Realisation Account v 1,300 j 

profit or loss on realisation. 

(8) Transfer, such profit or los.s to' the partr 
the proportions in which they share profits 


5.700 


.3,900 
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(9) If there is a Loan by a partner, the same will be paid out, and 
the entry wnll be to debit the Partner’s Loan Account and credit Bank. 

/ (10) If any partner’s Capital Account shows a debit balance, the 

partner concerned must bring in cash to make good the deficiency, the entry { 
being to debit Bank Account and credit such partner’s Capital Account. 

(11) The balance at Bank will now exactly equal the total of balances 
on the Capital Accounts of the partners. Each partner will be paid what is 
ultimately., ownng to him by the fiirm as shown by his respective Capital 
Account. The entry will be to debit each partner’s Capital Account and 
to credit the Bank Account. 


~ Notes.— ( a) If there are balances on partners’ Current Accounts (debit 
or credit), the same will have to be transferred to their respective Capital 
Accounts, prior to the final distribution of cash amongst the partners* 

• there is any cash balance at the date of dissolution, the same 

should be transferred over to the Bank Account and the amount should 
be paid into the Bank. Tlie Bank Account should not be closed by transfer 
Realisation Account, as it will have to be operated upon till the final 
distribution of cash amongst the partners. 


OtOODVVILL ON DISSOLUTION. 

D?rTalSe?aloSTviS! 9°°^'vill of the firm wiU hav 

na^nSs If the busmS l^enefit of a! 

partneis. It the busmess is taken over bv r,n« r.t ,,,1, 


to be 
the partners 


If the hi T ri Common benefit c 

It the busmess is taken over by one of the nai’tners 
•y It on m the same old name, the 


whe 



intends to carry it on m the same old name i. 

to be determined in accordance with the basis i/inv°^ Goodwill will ha\ 
partnership agreement, and where no agreement as laid down m tb 
standing amongst the partners. The amount \ unde, 

representing the Goodwill value, wiU Srto h upon J 

Account and credited to the Capital Accounts debited to Goodw) 

proportions as they share profits. The CanhJ^A ^^ partners in the sau 
takes over the business, will have to hi^ i of the paiiner wl 

Goodwill and Realisation Account will tf debited with the full value < 
,,n, .o .. , "0 credited. 

Where tlie entire business is tnlrc i 
value of Goodivill, if any, would he ^ Limited Company, tl 

consideration agreed upon, and the Pimoh amount of purchas 

total amount it has agreed to ^ Company would be debite 

' - ■< -.n Account would he credited^ ^ (uiclusive of Goodwill) and tl 


e the Goodwill of a i , r 

■' ess competing with that^'of a partner m 

» but, subjetl'to & '"■y” und he may advelO 

B-eement Ween him and file buyer, : 




the firm name, 

Siresent himself dc 

i’-'^ the custom of perso^ns^ who business of the firm, 
ions'x^^ dissolution. were dealing with the fi 

« ’V- nv\nr» _ . T - _ 


and Sepan’ of Goodwill of i 

... separate c. partner wiU no/ ^ 

Pixlied, in the within a specified neriorl on any. busm 

.ere is surplus, thf^'^'^^^t shall he valid ff £ 

u uie restrictions impo; 
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ILLUSTRATION 78. 


P and Q agree to dissolve partner^ip on. 31st December 1932, on which date 
their Balance Sheet was as follows : — 


LiabiliUes 


Rs. 

r- Assets 

Re. 

Sundry Creditors 


6,000 

Cash 

1,000 

P’s Loan Account 


, 8,000 

Sundry Debtors ' 

5,000 

Capital Accounts 

Rs. 

1 

Stock 

20,000 

P 

... 20,000 


Plant and Fixtures 

14,000 

Q 

... 10,000 

1 

i 30.000 

Goodwill 

4,000 


Rs. 

! 44,000 

1 

Rs. 

44.000 


The partners share profits and losses in proportion to their Capitals. ^ 

The Sundry Debtors realised Rs. 4,200, Stock Rs. 18,000, Plant and Fixtures 20% 
less than the book value and the Goodwill Rs. 6 , 000 ^ The Creditors were paid off 
at a discount of 5% and the costs of dissolution amounted to Rs. 600. 

Pass the necessary Journal Entries to show the process of realisation and open 
the dissolution accounts showing the final disposal of cash balance. 


Solution. 


1932 
Dec. 31 


JOURNAL ENTRIES. 


Realisation Account 
To Sundry Debtors 
„ Stock 

„ Plant and Fixtures 
„ Goodwill 

(Being the transfer of the above assets to Realisation 
Account at book values). 


Sundry Creditors ... 

To Realisation Account 

(Being the transfer of Sundry Creditors to Realisation 
Account) 


Bank Account 
To Realisation Account 

(Being the amount on sale of assets as'under). Rs. 


Sundry Debtors . 4.200 

Stock 18,000 

Plant and Fixtures 11,200 

Goodwill 6,000 


39,400 


Dr. 


Dr. 


Dr. 


Realisation Account 
To Bank 

(Realisation expenses paid). 


Realisation Account ... ... — Di^- 

To Bank 

(Being the payment of sundry liabilities at a discount 
of 5%). 


P’s Capital Account 

Q s ,, I, ... ... *•* 

To Realisation Account , 

(Being the transfer of loss on realisation to Partners 
Capital Accounts in their profit-sharing proportions). 


Dr. 

If 


L.F. 




Rs. 

43,000 


Rs, 


5.000 
20,000 
14,000 

4.000 


6,000 


6,000 


39,400 


39,400 


600 

600 


5,700 ‘ 

{j 5,700 


2,600 11 
1,300 I, 

' 3,900 
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JOURNAL ENTRIES— (Contd.) 


1932 


L.F. 

Ks- 1 

Dec. 31 

P’s Loan Account ... ... ' ... Dr. 

To Bank 

(Being the payment of Loan given by P to the firm). 




P's Capital Account ... ... ... Dr. 

Q s ff ... ... ... If 

To Bank 

(Being the withdrawal by the partners of the balances 




Standing to their Capital Accounts). 

■ 




BANIC ACCOUNT. 


i i 

Rs. 

1932 

. 

1 

! Rs. 

1 

! To Balance b/fd. 

! „ Realisation Account— 

1,000 

Dec. 31 

By Realisation , Account — 
Cost of realisation 

1 

i 

( 600 

1 Sundry assets realised 

39,400 

tl It 1 

j 

„ Realisation Account — 
Payment of liabilities... 
„ P’s Loan Account 
„ P’s Capital Account ... 
„ Q’s Capital Account ... 

5.700 
8,000 

17,400 

8.700 

Rs. 

40,400 


Rs. 

40,400 


REALISATION ACCOUNT. 


1932 


Rs. 

1932 


Rs. 

Dec. 31 

To Sundry Assets— (Trans- 


Dec." 31' 

By Sundry Liabilities— 



fer) 

43,000 


(Transfer) 



„ Bank— Cost of realisa- 



„ Bank — Assets realised... 



tion 

600 


„ Capital Accounts (Loss 



„ Bank — Liabilities paid ... 

5,700 


transferred) 

i 





Rs. 

! 





P 2/3rds 2,600 

1 





Q l/3rd , 1,300 

1 








Rs. 

49,300 


Rs. 

\ 49.300 


P’s LOAN ACCOUNT. 


1932 

1 


• 

1932 

• 

Rs. 

Dec. 31 

To Bank ...| 


Dec. 31 

By Balance b/fd. 



P’s CAPITAL ACCOUNT. 


i 

1932 1 

! 

1 

' Rs. 

I 

1932 1 

1 


Dec. 31 j 

To Realisation Account — 
2/3tds share of less ... 
„ Bank ,,,| 

2,600 

17,400 

Dec. 31 j By Balance b/fd. 

. ) 

... 


. Rs. 1 

1 20.000 



L 1 

Rs. 

1 
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Q’s CAPITAL ACCOUNT. 


1932 

, ' j 

i Rs. 

1 

1932 ! 

i 

Rs. 

Dec. 31 

To Realisation Account — 

1 

Dec. 31 

By Balance b/fd. 

10,000 


1^3rd share of loss ...i 

1 1.300 





„ Bank 

;; 8,700 

1 

, 



Rs. 

! 10.000 

c ^ j 

1 

1 

Rs. j 

10,000 


ILLUSTRATION 70. 

On 3Qth June 1931, X and Y who have been trading in partner^p and sharing 
profits in 2j3i-ds and lj3rd decide to dissolve and trade separately. Their Balance Sheet 
on that date showed as follows; — 


Liabilities 


1 Rs. 

Creditors ^ 

Reserve Account 


I 13,000-1 

• *. 

il 3,000 

Current Accounts 

Rs. 

li 

X 

1,500 


Y 

Capital Accounts ; — 

X 

1,500 

3.000 

20.000 


Y 

10.000 

30,000 


Rs, 

49,000 

! 


Assets 

Rs, 

Rs. 

Cash at Bank 


! 2,000 

Sundry Debtors 

12,500' 

Less Reserve 

500 

i 

1 12,000 



Investments 

»** 

1 5.000 

Stock 

• •• 

i 29.000 

Furniture and Fixtures- 

9 


1,000 


Rs. 

49,000 


If 


X agrees to discharge the liabilities and takes over the Bank_b3^ance. He also \ 
takes over the Book Debts at Rs. 10,000. Y 'takes’ oVer""{Ke”Bfock at Rs. 30,000, 
Fixtures at Rs. 900 and die Investments at Rs. 8,500. Y is allowed to carry on the 
trade in the old Firm's name on his taking over the Goodwill at ,Rs. .,9,000. Pass the 
necessary Journal Entries, show Realisation ActOunt" and "^tlie" Capital-'Accounts and 
prepare Balance Sheet showing the final position of the partners. -j -a.. 

Solution. 3 


JOURNAL ENTRIES. 



L.F. 

1 Rs. 

Rs. 

Reserve Fund ... ... ... Dr. 


3,000 


. To X's Current Account 



2,000 

„ Y's Current Account , - 


' 

1,000 

. (Being the transfer of Reserve to Partners’ Current 




Accounts). 



V 

Realisation Account ... ... — Dr. 


49,500 


' . To Cash at Bank V-F 



2.000 

V,' „ Sundry Debtors 



12,300 

P,, Investments 



5,000 

„ Stock 



i 29,000 

„ Furniture and Fixtures 



1,000 

(Being the transfer of above assets to Realisation 




Account). 




Sundry Creditors ... Dr. 


13,000 


Beseeve for Doubtful Debts ■ . JS- • = ... 


500 


To Realisation Account > ‘ 



13,500 

(Being the transfer of liabilities to Realisation Account). 
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ADVANCED ACCOUNTING 


JOURNAL ENTRIES— (Confg.) 


* X's Current Account ... ... — Dr. 

To Realisation Account 

(Being the value of Assets taken over by X as under). 

1 Rs. 

t Cash at Bank 2,000 

Sundry Debtors 10,000 

L F. 

Rs 

12,000 

Rs 

12,000 

Rs. 12,000 




* 1 Realnation Account ... ... ... Dr 

\/ To X's Current Account 

1 (Being the liability in respect of Sundry Creditors 
taken over by X). 


13,000 

13,000 

Y’i Current Account ... ... ... Dr. 

To Realisation Account 

(Being the value of Goodwill and other assets taken 
, ov er by Y as under). Rs. 

Stock 30,000 

Fixtures 900 

Investments 8,500 

Goodwill 9,000 


48,400 

■ 

48,400 

1 Rs. 48,400 

i 




1 Realisation Account ... ... Dr. 

To X’s Current Account 
„ Y's Current Account 

(Being the transfer of profits on Realisation to 
^ Partners' Current Accounts). 


11,400 

7,600 

3,800 

X's Current Account ... ... ... Dr. 

1 To X's Capital Account 

(Being the transfer of Current Account balance to 

1 Capital Account). 


12,100 

1 

12,100 

Y'sCo^SfctltAccount t. \ ••• Dr, 

To IS Caprtal Account filLj 

(Being die transfer of deb't balance on Current 
t Account to Capit.al Account) 

! 

) 



42,100 



42,100 


To Sundry As'Cts 
„ X's Current Account 
„ Current Accountb — 
(Profit*; transferred) 
X2/3td= 

YlfJrd 


To Rcalisati >n Account 
X a Capiu) Account— 
IranEter 


REALISATION ACCOUNT. 

"I 

’ Rs. 
7,610 
3,800 

Ks. 

49AOO 

13,000 

11,400 

By Sundry Liabilities 
„ X’s Current Account 
*. T's ,, ,, 

1 Rs. 

.. , 13,500 
.. ( 12,000 
...! 48,400 

f 

!’ 

Rs 

73.9^0 


Rs. ’! 73,900 

} 

_ .. . . 



X's CURRENT ACCOUI4T. 



Its 

12fi00 

12,100 

By Balance lOfd, 

„ Reserve Fund 
„ Realisation Account 
Realisation Account— 
O/Srd*- share of profits 

~ 1 RsT" 

... 1,500 

.. 2,000 
.. 1,13,000 

} 

“ I 7.600 


2t,l{i0 


Rs. ■ 24,100 
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X’s CAPITAL ACCOUtIT. 


To Balance c/d. 


To Realisation Account 


Rs. 

32,100 , By Balance b/fd. ■ ... 

„ X's Current Account— Transfer ... 


Rs. 

20,000 

12,100 


Ks. 


.32,100 


i I By Balance b/d. 


Rs, I 32. 100 
...| 32,100 



Ya CURRENT ACCOUNT, 


' Rs. 
...j 48,100 


i Rs. 

By Balance b/fd. ...j 1,500 

„ Reserve Fund .. 1,000 

„ Realisation Account — > 

1/3 rd share of profits .. i 3,800 

,, Y's Capital Account— Transfer ' 42,100 


Rs. I 48.400 

I 


Rs, 


48.400 


Y's CAPITAL ACCOUNT. 


To Y's Current Account— Transfer ...j 42,100 

t 

Rs. i) 42,100 

To Balance b/d. ... i 32,100 

fi 


By Balance b/fcl. 
„ Balance c/d. 


Rs. 


Rs, 

'( 10,000 

‘ 32,100 


42.100 


BALANCE SHEET. 


(Showing the final position of X & Y.) 


LiahiMks 

X’s Capital Account 



Note.— As the capitals are fixed an this case, all the adjustments in regard to 
dissolution arc made on the Current Accounts of the partners, and the ultimate balances 
on these accounts are then transferred to the respective Capital Accounts. 


ILLUSTRATION 80. ■ , T *' 

Slow and Sure have been in business together for the tlireo years ending with 
31st December 1931, at which dale they agree to dissolve. The Capital at the com- 
mencement v/as, Slow Rs. 20,000 and Sure Rs. 15,000. Slow takes over the business 
andjjgrees to pay. Sure Hs. 5,000, for Jto share of Goodwill. Slow and Sure both have 
drawnTHsrS.OOO’ and' ‘Rs."'C000'^per annum each of the thi-eo years. The profits were 
Rs. 10,500, Rs. 12,000! and Rs, 15,000 respectively. ’ 

Give Journal Entries, Capital Accounts and Realisation Account assuming that 
the outgoing partner has been paid out. 

19 
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Solution, 

JOURNAL ENTRIES. 




i 

1 

i 

1 

Realisation Account ... ... ... 

To Sundry Assets 

(Bcinii tile inansfcr of Afscta to Realisation Account 
at book values). 

Ur, 

I L. F. Htt. 

; 51,500 

r 51,500 

\ 

I 

i 

1 

Slow'a Capital Account ... ... 

To Re.ilisation Account 
(Being the purchase of Assets by Slow). 

Dr. 

■ Sl.sCi) 

51,500 ' 

i 

s 1 
i i 

’ i 

Slow’s Capital Account ...' ... 

To Sure’ii Capital Account 

(Being the amount of Goodwill .agreed lobe paid by 
! Slow to Sure), , 

Dr. 

i 5,000 

u 

< ji 

!| 5,C(K)' 

. 1 
j 

Bank ... ... 

1 To Slow's C.apit,a] Account 

(Being the amount brought in by him in settlement of 

I account). 

Dr. 

j i: 2G.7S0 

i ii 

, ;! 

;i 

25,750 

i; 


i Sure's Capitnl Account 

To Bank 

1 (Being the payment of the amount in final settlement). 

i 

Dr. 

j '■ 25,750 

i 1 

5 !; 

J !’ 

■' 20,750 


REALISATION ACCOUNT, 





• To Sundry Assets 


Rs. 


Rs. , 
|1 51,500 

ii' 


I 5>,500 


ti' 


By Slow’s Capital Account— transfer i 


Rs. |; 


Rs. 

51,500 


51,500 


SLOW’S CAPITAL ACCOUNT. 


1929 
Dec. 31 

,; 31 

To Drawings Account— , 
Transfer 

„ Balance c/d. , , 

Rs. 

3,000 

22,250 

1929 
Jan. , 1 
Dec. 31 

By Bank ' . , 

„ Profit &'Lo3s Account 
—Half Share ■ ... 

Rs. . 
20.000 

5,250 


' Rs-'. 

25.250 


■ Rs-' 

25,250 

1930 
Dec. 31 

„.-si 

To Drawings Account — 
Transfer,. , ... 

Balance c/d. 

•; 

• • . 

3,000 

25,230 

.1930 
Jan. .1 
Dec. 31 

By Balance b/d. ‘ 

„ Profit & Loss Account 
—Half Share ^ , ... 

22,250; 

. 6,000 


' Rs. . 

28,250 


Rs.' 

28,250 

■' 1931. 
Dec. 31 

L 31 

To Drawings Account— 

• Transfer' • ' 

„ Realisation Account ' ... 
„ Sure’s Capitar Account . ' 
1 ' / for Goodwill ■ . • 

3.000 

.51,5001 

[ 5,000 

1931 . 
Jan. 1 
Dec. 31 

. .. 31, 

By Balance b)d. , 

Profit & Loss Account 
" —Half Share > • ‘ 

■ i, Bank ‘ 7.''. 

25,250 

■ '' 7,500 , 
(,26,750 


r ■/ ' Rs; 

j -59,500 

It 


■■'C’/ R®- ’ 

59.500_ 
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(f 


SUEE’S CAPITAL ACCOTOJT, 


1929 


Rs. 

1929 

’ 

Rs. 

Dec. 31 

To Drawings Account — 


Jan. 1 

By Bank 

15,000 


Transfer 

4,000 

Dec. 31 

„ Profit & Loss Account 


„ 31 

„ Balance c/d. 

16,250 


— Half Share 

5,250 


Rs, 

_2q,250_ 


Rs. 

i 20,250 

1930 



1930 



Dec. 31 

To Drawings Account — 


Jan. 1 

By Balance b/d. 

16,250 


Transfer 

4,ono 

Dec. 31 

„ Profit & Loss Account 


„ 31 

„ Balance c/d. 

18,250 


— Half Share 

6.000 

1 ■ ■ 


Rs. 

22,250 


Rs. 

22,250 

1931 



1931 



Dec. 31 

To Drawings Account — 


Jan. 1 

By Balance b/d. 

18,250 


Transfer 

4,000 

Dec. 31 

„ Profit & Loss Account 


„ 31 

„ Bank 

26,750 


— Half Share 

7,500 




„ 31 

„ Slow’s Capital Account 




* 


for Goodwill 

5,000 


Rs. 

30,750 


Rs. 

30,750 


Notes. — ( a) As Slow takes over tlie Assets, it is necessary to ascertain the 
book value o£ iliese. In the absence of any detailed information in the shape of a 
Balance Sheet, the book value of Assets may be taken to be tlie same as the total 
Capital of the firm on that date. This is arrived at as under 

Rs. 

Total Capital at commencement .. .. 35,000 

Add 3 years’ profits .. .. .. 37,500 

72,500 

Less total vithdrawals by partners .. 21,000 

Capital at the date of dissolution, i.e., value of 

' net assets Rs. 51,500 


(b) The agreement by Slow to pay Sure Rs. 5,000 for his share of Goodwill is 
given effect to in the above working by debiting Slow’s Capital Account and crediting 
Sure’s Capital Account with that amount. 

ILLUSTRATION 81. 

On 1st January 1930, A, B and C commenced business in partnership sharing 
profits and losses in the proportions of 1|2, ll3rd_and llGth respectively. They paid into 
their Bank Account as their Capital Rs. 40,000 being Rs. 20,000 by A, Rs. 15,000 by B and 
Rs. 5,000 by C. During the year each partner withdrev^ Rs. 2,000 and ’on 31st December 
1930, they dissolve their partnership, A taking up stock at 'an agreed valuation of 
Rs. 7,000, B taking up furniture at Rs, 1,000 and C taking up debtors at Rs. 5,000. After 
paying off their creditors, there remained a balance of Rs. 3,000 at the Bank. 

Prepare the necessary accormts showing tire distribution of cash at the Bank and 
of the further cash brought in by any partner or partners as the case required. 


Solution. 


BANK ACCOUNT. 


To Realisation Account 
„ C's Capital ,, 

Rs. 

.. 1 3,000 
.. 1, 5,000 

II.. . 

By A's Capital Account 
ji B s „ 

1 

I R. 

II 2,000 
!| 6,000 


Rs. ; 8.000 


Rs. 

.1_8,000 

_ 

i ( 

- . — _ J — 
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AtiVAN'CCO ACCOl/NTtKG 


HUALISATJOK ACCOUiNT. 


To Sundry Net Ae"ct>; 


t;*'. 


Rt. J'./AO 



Rr- 

Cst'k.-il 


.A— ct ck 

7,'ibO 

R— i'urtiiiurf 


C- iVbtr-tf 

ii.AUJ 

Bank 

♦ ♦ 

C?tHljl Iccmint- — 


A 1/2 


H 1/Jrd 

(V I’D 

C iroih 

3,r 'Jd 


Rs. 


1930 


A's CAPITAL ACcouirr. 
Rr. 


Dec. 31 To Drawinss Account — 
Translcr 

„ Rcalmtion Account- 
Stock 

„ Realisation Acccur.t— 
•1 loss 
I, Rank 


2,000 

7.000 

9.000 

2.000 


Rs. ' 20.0a) 


lt'30 

Jan- 1 Ry Batil, 


1930 
Dec, 31 


B’fi CAPITAL ACCOUNT. 
' Rs. 


To Drawings Account- 
Transfer 

„ Realisation Account — 
Stock 

„ Realisation Account— 
^rd loss 
„ Bank 


2,000 

1,000 

0,000 

6,1'Oa 


1930 
Jan. 1 


By Bank 


! 


1930 
Dec. 31 


To Drawings Account- 
Transfer 

„ Realisation Account- 
Debtors 

„ Realisation Account 
l/6th loss 


Rs. 15.000 
C’s CAPITAL ACCOUNT. 
! Rs. 

2,000 


; 5,000 




Rs. 


3,000 

10,000 


1930 i 

Jan, 1 ! By Bank 
Dec. 31 i „ Bank 


Rs. 


13,ttC0 

:>.oc« 


If.fnlO 


R''. 

20,tXK) 


Rs. 2n.OCO 


Rs. 

... . 15,000 


Rs. ; 15,000 


Rs. 


5,000 

5,000 


Rs. j; 


10,000 


.7 


important point in this problem is to find out the book value o£ 
me i^et Assets V be., the Assets -minus tlie Inabilities, at the date of dissolution. 
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As the Capital of a concern on any date is always represented by the difference i/, 
between its then assets and liabilities, it is necessary to find out what the total capital 
was at the date the partners determined to dissolve. The value of Net Assets is, 
therefore, arrived ^at as imder ; — 

V Rs. 

“ Total Capital at start .. .. .. .. 40,000 j 

Less Total Drawings . . . . . . . . 6,000 v. 


Capital at date of dissolution Rs. 34,000 


i.e. the book value of Net Assets on that date. 


ILLUSTRATION 82. 

A and B were in partnership and agreed to dissolve. The assets realised Rs. 75,000. 
The liabilities were as follows: — Svmdry Creditors, Rs. 45,000; Loan from A, Rs. 207100; 
A’s Capital, Rs. 10,000 and B’s Capital, Rs. 15,000. They share profits and losses in 
proportions of A 3ths and R,^th. 

Show by means of accounts how the cash realised should be distributed. 


REALISATION ACCOUNT. 



Rs. 


j Rs. 

To Sundry Assets / 

90,000 

By Sundry Creditors 

I 45,000 

„ Bank — Creditors paid \/^ 

45,000 

„ Bank — Assets realised 

1 75,000 



„ Capital Accounts— (Loss trans- 




ferred) , . Rs. 



1 

A 3/4ths ' ' / 11,250 

y 


1 

B l/4th . I 3,750 1 


' 

1 . 

1 

-15,000 

Rs. 

l'l,35,000 

Rs. I 

1.35,000 


i 




BANK ACCOUNT. 



Rs. 

( 

Rs. 

To Realisation Account 

75,000 

By Realisation Account— Cerditors 


„ A’s Capital „ 

1,250 

paid ...> 

45,000 



„ A’s Loan Account .. 1 

20,000 



„ B’s Capital „ 

11,250 

Rs. 

76,250 

Rs. 

76,250 



1 




A’s CAPITAL ACCOUNT. 


1 

1 Rs 

^ I; 

Rs. 

To Realisation Account— 3/4ths Loss ... 

I 11,250 

By Balance b/fd. .. ,i 

10,000 

1 

i 


„ Bank ...;! 

1,250 

Rs. 1 

} 

11,250 


Rs, 1 

1 

11,250 

B’s CAPITAL ACCOUNT. 


i 

1 

/ Rs. 


1 Rs 

To Realisation Account— l/4th Loss ...i 

. 3,750 ! 

By Balance b/id. 

1 15,000 

„ Bank —i 

11,230 

1 


... Rs. 15,000 j 

1 

. Rr. 1: 

15,000 



’94 


A0V.\KCrD ACCOVifntiG 


A’a LOAN ACCOUNT. 


To Bank 


... io.oiw 
j a»,o V 


By Bslaoce b/Sti. 


Ki>. 



Norr. — ^In order Jo worl: out ihir probkm. it Is ricccn'~.ry to jt* ci rfr.'sti tLc book 
value of the aricls at ihc date of diarolutfon. iia have full information lej.’ardfn?'; 
the liabilities side of the B.d-ance Sheet on Ui.-t date, v. e »nny cafily tenuiU- tiiat tin* 
booh value of the n-tsttr on tiiat d.ite equalled the total tf tiie Jr.bUlCea Aide. Uiie 
liabilities side of the Bahanco Sheet is as under ; — 

11.S. 

Sundry Crcdilon: .. .. .. 45.000 

A’s lian Account .. .. .. .. JtO.lMX) 

Capit.al of partners .. .. .. £o,0W 


P.a. {>0,000 


Therefore the total v.nlue of the a*- ets on tlic .•anic date must be ll*. 00,000, 
ILLUSTHATION 83. 

The foUow'ing hs tlio Trial Balance of the firm of P, Q and R, on 3l5t Dcctmbca 
1931:— 





Rs. 

Ra, 

.^Freehold Property (Bombay) 



45.000 


^Lcasohokl Property (Calcutta) 



15,000 


.^Leasehold Properly (Rangoon) 



12,000 


jlnvestmenls 



C.OOO 


✓Office Furniture .. 



1,000 


✓ Stoclr (Bombay) , . 



18,000 


,. (Calcutta) 



10,000 


„ (Rangoon) 



14,000 


■./ Sundry Debtors 



12,500 


„ Creditors 




ISIiOO 

Capital P 




50,000 

i» Q • • • • 




45,000 

R 




30,000 

Cash at Bank 



4,000 



Bs. 3,43,500 3,43,500 

They agrepd to dissolve on this date on tlio following tcims:— 

(a) Hie Freehold Property was sold and retdised Bs. 50,000 ; the Investments 
realised Es. 7,500, Debtors Rs. 11,500 and Office Furniture Rs. COO. 

(b) P retired from the business altogether. 

(c) Q took over the Calcutta business and the assets m connection thcrcwidi 
at book values, the Goodwill thereof being valued at Rs. 30,000. 

(d) R took over the Rangoon business and tlio corrcqjonding assets at book 
values, the Goodwill for this purpose being valued at Es. 5,000. 

(c) The expenses of realisation amounted to Rs. 1,200. 

(f) The Bombay Stock was taken over by Q and R equally at book value. 

(g) The partners shared profits in the proportions of three-fifths, one-fifth and 
one-fifth. 

Pfss the entries necessary to close tlic books, assuming that each partner finally 
settled lus account with the firm. Open also the neccssaiy accounts to show the working. 
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Sohition. 


JOURNAL 3SNTRIES. 


Realisation Account 
To Freehold Property 
„ Leasehold „ 

it it it 

„ Investments 
„ Office Furniture 
„ Stock (Bombay) 

„ „ (Calcutta) 

„ „ (Rangoon) 

„ Sundry Debtors 
(Being the transfer of 
Account). 


(Bombay) 

(Calcutta) 

(Rangoon) 


Dr.' 


L.F. 


above Assets to Realisation 


Sundry Creditors ... ... ... 

To Realisation Account 

(Being the transfer of Sundry Creditors to Realisation 
Account). 

Dr. 

} 

1 Bank Account 

... 

Dr. 

To Realisation Account 



(Beinst the amount realised on the sale of the follow* 


ing assets). 

Rs. 


Freehold Property 

... 50,000 


i Investments 

... 7,500 


i -Debtors 

... 11,500 


Office Furniture 

600 

* 


Rs. 69,600 


Q’s Capital Account ... 


Dr. 

To Realisation Account 



i (Being the values of Assets and Goodwill taken over 


by him as under). 

Rs. 


Leasehold Property (Calcutta) 

... 15,000 


! Stock „ 

16,000 


j A Stock (Bombay) 

9,000 


, Goodwill 

10,000 

i 

i 

Rs. 50,000 

< 

i 

t R’s Capital Account 

••• ••• 

Dr. ! 

( To Realisation Account 


t 

(Being the values of Assets and Goodwill taken over 

1 

{ by him as under). 

Rs, 

! 

! Leasehold Property (Rangoon) 

12,000 

i 

] Stock *f 

14,000 


i Stock (Bombay) 

9,000 

s 

j Goodwill 

5,009 

5 

i 

i 

! 

Rs. 40.000 

i 

1 

t 

I Feaiiration Account 

... 

Dr. ! 

1 To Hank 


t 

! (Being the payment of Liabdiliet in respect of Sundr>* 


‘ CrcdilOTr). 




Kenbsaliisn Account ... 

To Bank 

(.Bciog ihc paynent of rftj'iration expenses). 


Dr. 


Rs. 

il.39,500 


18,500 


69,600 


50,000 


40,000 


Rs. 

, ! 
45 , 000 - 

15.000 

12.000 
6,000 
1,000 

18,000 

16,000 

14,000 

12,500 


18,500 


69,600 


50,000 


40,000 


18,500 - 

j i8,5&0 


. 1,200 I 


1,303 
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ADVANCED ACCOtiN'riNG 


JOURNAL ENTRIES— (Con<d.) 


t 

\ 


f 

Realisation Account 

1 To P’s Capital Account 

j Q s f( II 

1 „ R’s „ » ^ 

1 (Being the transfer of profits on realisation loPartRers' 

1 Capital Accounts in their profit-sharing proportions). 

, L F. j Rs. 

Dr. , 18,900 , 

1 

* 1 

i 

t 

Re. 

11,340 

3,780 

3,780 

' Banh Account 

To Q’s Capital Account 
j (Being the amount brought in bj Q). 

Dr. j 

1 

1 1.220 ij 

f 

1 ! 

1,220 

1 

Bank Account 

To R’s Capital .Account 
(Being the amount brought m by Rl. 

Dr. ' 1 6,220 ' 

1 6,220 

1 

P’s Capital Account 

To Bank Account 

Dr. i 

|! 61,340 1 

1 61.340 


I (Being the payment of amount to P in final ECttlemenO. 


BANK ACCOUNT. 


To Balance Wfd. 

! Rs 
.. ii 4.000 

By Realisalicin Account — 

• 

Rs. 

„ Realisation Account- 
Assets realised 

'1 

.. 60,600 

Liabilities paid 
„ Realisation Account— 

... 

18,500 

„ Q's Capital Account 

.. ' 1,220 

Cost of realisation 
„ P’s Capital Account 


* 1,200 

„ R's Capita! „ 

6,220 

Rs. \ ^,040' 

Rs. 1 

j 61,310 
i|~B1.040 


REALISATION ACCOXR^fT. 



Rs. 


j Rs. 

To Sundry Assets „ , 

1,39.500 

By Sundry Creditors 

.. i 18.500 

„ Bank— Payments to creditors ...| 

18,500 

•„ Bank 

... 69,600 

„ Bank — Cost of realisation .. i 

1,200 

„ Q's Capital Account 

1 It's 

*• {( 50,000 

„ Capital Accounts— Profit trans- 
ferred : Re. 


...| 40,000 

P B/Sths 11.340 

Q l/oth 3,780 

] 



R 1/Sth 3,780 

1 18,900 i 


if 

Rs, 

,1,78 100 


Rs. j|l,78,100_ 


P’s CAPITAL ACCOUNT. 


1 

' Rs. 

i 

1 Rs. 

To Bank ..., 

61,340 

By Balance b/£d. 

1 50,000 

. j 

1 

. „ Realisation Account — 3^ths 


1 

J 

1 

share of profits ...^ 

11,340 

Rs. 

' 61,340 

Rs. 

! 

61.340 
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Q’s CAPITAL ACCOUNT. 



Rs. 


' Rs. 

To Realisation Account 

t, 50,000 

By Balance b/fd. 

45,000 



„ Realisation Account — l/5th 



1 

share of profits 

3,780 



„ Bank 

1,220 

Rs. 

50,000 

Rs. 

50.000 


R’s CAPITAL ACCOUNT. 


To Realisation Account 


* Re. 


Rs. 

...' 40,000 

By Balance b/fd. 

30,000 

„ Realisation Account— l/5th 

f 

share of profits 

3.780 

i 

„ Bank 

6,220 

Rs. ,j 40,000 

Rs. 

j^q,ooo^ 

_ — 

_ 



BLLUSTRATION 84. ' 

C, D and E are in partnership, C contributing Rs. 15,000, D Rs. 11,000 and E 
Rs. 10,000 as Capital on 1st January 1923- D advances Rs. 6,000 to the firm after six 
months at 6% interest. Interest on Capital Is agreed by the partners to be taken at 5%. 
The first year’s profits before charging interest on Capital amounted to Rs. 9,000 and the 
second year showed a loss of Rs. 3,000. Each partner withdrew Rs. 1,000 per annum in 
anticipation of profits. E dies on 31st December 1930 and the partaership is at once 
dissolved. Tlie assets valued at Rs. 52,000 realise Rs. 30,000 and the outside liabilities 
amounting to Rs. 10,000 are satisfied on payment of Rs. 9,000. You are requested by the 
sundving partners to prepare the necessary accounts showing the final distribution. 


Solution. 

PROFIT AND LOSS ACCOUNT. 






1 1 

1 

1929 i 


Rs. 

1 1929 1 

By Profit 

Rs. 

Dec. 31 

To Interest on Capitals 


1 Dec. 31 1 

9,000 


Rs. 






C 750 

D . 550 


i 1 
1 1 

1 



E 500 

^ 1,800 

1 

1 




„ Net Profits trankerred 




31 

1 

1 

1 

1 

1 


to Capital Accounts 

Rs. 

C 2,400, 

D 2,400 

E 2,400 

t 

1 

7,200 




i 



Rs. 

__^qoo^ 


i Rs. 

9,000 

1930 

i 

1 

1 

1930 ^ 

1 i 


Dec. 31 

To Loss ...] 

,i 3,000 

Dec. 31 

By Net Loss transferred to 


„ Interest on Capitals: — | 

it 


Capital Accounts: — 



Rs. a. p. i 

It 

* 

Rs. 



C 857 8 0 > 


C 1,700 



D 647 8 0 



D 1,700 



E 595 0 0 

1 2,100 


E 1.700 








Rs. 

' 5,ion 


1 Ks. 

5,100 



1 







298 


ADVANCED ACCOTOTHNg 


EEAUSATION ACCOUHTT. 


1930 


; Rs. 

1930 


Rs. 

Ilec. SI 

To Sundry Assets 
n Baok— Liabilities paid ... 

58,000 
' 9,000 

1 

Dec. 32 

Sy Sundry LiaWities 
„ Bank— Assets realised ...i 
„ Capital Accounts (Loss 
transferred): — Rs. 

C l/3rd 7,000 

D l/3rd 7,000 

E l/3rd 7,000 

10,000 

30,000 

2'1,000 


j 





1 Rs. 

61,000 


Rs. 

61.0QD_ 




> 






BAJN’K ACCOUNT, 


1930 

Re. 

1930 

! 

, 1 

Rs. a. 

Dec. 31 To Realisation Account— 


Dec. 31 

By Realisation Account — 


j Assets realised 

30,000 


Liabilities paid ... 

9,000 0 




„ D's Loan Account 

6,000 0 

i 



„ C’s Capital Account ...i 

8,307 8 


* 


„ D's Capital Account ...1 

3,897 8 

\ 



„ E’s Capital Account 

2,795 0 

1 Rs. 

30,000_ 


Rs. 

30,000 0 

■ 


D’s LOAN ACCOUNT. 


' 1' 

1931 ‘ ' Rs. 

Dec, 31 ^ To B.ink .. j 6.000 

' li 

1930 ; ; Rs. 

Dec. 31 j By Balance b/fd. .. | 6,OCO 


. ! 

C’s CAPITAL ACCOUNT. 

i«9 ' Rs, a. 

Dec. 31 1 To Drav.-inf:s Account— { 

Transfer ... ' 1,000 0 

.. Bsl.inccc/d. ... 17,150 0 

1929 1 ' ’ Rg, a. 

Jan. 1 By Bank .. 15,000 0 

Dec. 31 „ Iotcrcs( on Capital 750 0 

j « Profit & Loss Account jj 2/00 0 

Rs. \ 18.150 £ 

j S Rs. '> 18,150 0 

Dec. ol To Dr.'iwinj.s Account 

Tnr.'-ttr ... 1,009 0 

.. I’rofit A 1,0' Acetun* 1,700 0 ! 

.. Bjboce c,y, ... - 15,357 S : 

1931 ' 

J. 1 Ry Balarcc U’d. ... 17.150 0 

Dec. 31 1 J, Interest on Capital ». ’ 857 8 

1 

i 

< 

1 

' iit. 3S.r^-7 8 

! Re. ' 18.097 8 

, HI1II..J. 

1930 , 

Dec. 31 . By Balance b.'d. .. ' 15;307 & 

IT (J > 

To ''cc-rurt— 

, 'litre t;S }■>•". ... 710.1' n 






r.s. i 


- If-Z-W h 
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D’s CAPITAL ACCOUNT. 


1929 
Dec 31 

To Drawings Account 
— Transfer 
„ Balance c/d. 

1 

j Rs. 

1,000 

12,950 

1929 
Jan. 1 
Dec. 31 

By Bank 

„ Interest on Capital ... 
„ Profit & Loss Account 

11 


Rs. 

13,950 


Rs. 

13,950 

1930 
Dec. 31 

To Drawings Account 
— Transfer 

„ Profit & Loss Account 
„ Balance c/d. 

Rs. a. 

1,000 0 
1,700 0 
10,897 8 

1930 
Jan. 1 
Dec. 31 

By Balance fa/d. 

„ Interest on Capital ... 

Rs. a. 
12,950 0 
647 8 


Rs. 

_13,597J^ 


Rs. 

13,597 8 

1930 
Dec. 31 

. 

1 

To Realisation Account— 
Jrd share of loss ... 
„ Bank 

7,000 0 
3,897 8 

1930 
Dec. 31 

By Balance b/d. 

10,897 8 


Rs. 

10.897 8 


Rs. 

10,897 8 


— — . -? 

— _ , . . 

_ 

^ - 



E’s, CAPITAL ACCOUNT. 


1929 
Dec. 31 

To Drawings Account 
—Transfer 
„ Balance c/d. 

Rs. 

1,000 

11,900 

1929 
Jan. 1 
Dec. 31 

By Bank 

„ Interest on Capital 
„ Profit & Loss Account ... 

Rs. 

10,000 

500 

2,400 


Rs. 

12^00_ 


Rs. 

12,900 

1930 
Dec. 31 

To Drawings Account 
— Transfer 

j. Profit & Loss Account ... 
), Balance c/d. 

1,000 

1,700 

9,795 

1930 
Jan. 1 
Uec. 31 

By Balance b/d. 

„ Interest on Capital 

11,900 

595 


Rs. 

12,495 


Rs. 

12.495 

1930 
Dec. 31 

To Realisation Account— 
ird share of loss 
»» Ssnk 

7,000 

2,795 

1930 
Dec. 31 

By Balance b/d. 

9,795 

— 


9,795 


Rs, 

9,795 


debit balance on PARTNER’S ACCOUNT. 

+1 sometimes that after adjustment of the loss on realisation, 

the Capital Account of one of the partners shows a debit balance. Such 
a pmtner then is a debtor to the fii'm to that extent and he has to 
m the amount owing by him to the firm. On his doing so, there wifi be 
cash in the firm just enough to pay off the other partners what stands to 
the credit of their respective Capital Accounts. & 

Occasionally, one of the partners’ Capital Account may show a debit 
balance even prior to adjustment of loss on realisation, in which case, such loss 
would go to add to the deficiency ah-eady existing.' On such a partner being 
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solvent, he has to bring in 

Capital Account. After this is clone th^°^+^^ standing to the debit of his 
the amount standing to the credit c!f tbp°*®'' Partners would be paid off 

credit of their respective Capital Accounts. 

ILLUSIKATION 85, 

T . Balance Slieet nf "v v t . 

dissolv e jtheir business:- ^ showed as under, when they resolved to 


LxabihUes 


Re. 

Creditors 



X’s Capital 

... 

6,600 

T’s ,. 

... 

12,000 

Z's „ 

... 

1 9,000 



' 3,000 

_ 

Rs. |j 

ii 

30,600 


Cash at Bank 
Debtors 
Stock 
Machinery 


Assets 


Rs. 

100 

4,500 

16,000 

10,000 


Rs. 


30.600 


, _ solvent, the accounts would appear 

realisation account. 

- 1 


To Sundry Assets 
" Cost of realisation 

•> •> Payment to Creditors I" 

1 30,500 
50 

I 6,600 

By Sundry Creditors 

:: StSs, 

(loss transferred) pg 

Y - 5,100 

2 ... 5,100 

... 5,100 j 

Rs. 

_37,150 



- ~ 

Rs. 1 


Rs. 

6,600 

15,250 


15,300 

37,150 


bank account. 


To Balance b/fd. 

Realisation Account — 
Assets realised 
„ A s Capital .Account 



15,250 

2,100 



By RMlisation Account— 
Cost of realisation 

” R’^lisation Account 

*ayment to Creditors 
” Capital Account 

»» X S 


... 


50 

6,600 

6.900 

3.900 


Rs. ij 17,450 


capital account. 


To Realisation Account- 
„ ird loss « 

•’ Bank ^ 


Rs. 


' Rd. 

1 5,100 

1 6,900 

By Balance b/d. 

![ 

jl Rs. 

.. 12,000 

I 

12j)00 


Rs. f 12.000 
ll ^ 


■0% 

s-/ 
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Ts CAPITAL ACCOUNT. 


To Realisation Account — 
Jrd loss 
„ Bank 


Rs. 

J 5,100 
3,900 

Rs. 9.000 


By Balance b/ftl. 


Rs. 

9,000 


!. 


Rs. ! 9.000 


t- 


Z’s CAPITAL ACCOUNT. 


To Realisation .Account — 

'' Rs. 
i, 

By Balance b/fd. 

. ' 3,000 

ird loss 

5,100 

„ Bank 

.. 2,100 


Rs. 5,100 

1! 

-J 


Rs. jl 5.100 


When, the partner with a deficiency is insolvent and unable to satisfy 
his debt to the firm, this is a further loss to the other solvent partners 
who jormerly used to bear the same in the proportions in which they 
shared profits or losses. 

DECISION m GAHNER u. MURRAY. 

Loss arising from Insolvency of a Partner. — Where a partner is insolvent 
and is unable to satisfy, his indebtedness to the firm, the final adjustment 
among the partners will have to lae made in accordance v/ith the decision in 
the English Case of Garner v. Mtc-rray. In this case it was ruled that, in 
the absence of any agreement to the contrary, the deficiency on the insolvent 
partner’s Capital- Account must be borne by the other solvent partners 
in proportion to their capitals, after each solvent partner has brought in 
cash to the extent of his own share of loss on realisation. 

In other words, it was held in Garner v. Murray that in the absence 
of agreement, when the capital account of an insolvent partner is in debit, 
the solvent pa rtner s must first contribute cash to the extent of their 
respecliVe' •■haiv "oT. lyl'li •’lioi:. and the balance of cash remaining 

after p^'iT’dff 'iV'e firai's ■> : i to be divided amongst the solvent 

paitiTers ii! pnipbi-lifiri io c. :'’s. Tlie efiett'Of 'this decision is to 
distinguish between a loss aiising from trading and one arising from a 
partner failing to make good the debit balance on his capital account. Thus, 
whereas any loss on trading or even loss arising from realisation must ’he 
borne by all the partners (including the defaulting partner) in the propor- 
tions in which the partners share profits or losses, ihe loss caused by the 
deficiency of an insolvent partner must be borne by the remaining partners 
in proportion to their capitals/ 

It needs to be pointed out, however, that the above ruling in Garner 
V. Murray is subject to ’ any agreement to tbe contrary that may exist 
amongst the partners in this connection. Thus, if the partners have agreed 

that all losses or gains including losses aris’U'’ ^ 

partner shall be shared by the partners in ’ ■ ■ ■ 

an agreement will hold goodj and the solvent partners will then bear the 

insolvent partner’s deficiency in those agreed proportions. 
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Adjustment of Capital Accounts under Garner v. Miurray. — ^The most 
important point underlying the decision in Garner v. Murray seems to be 
that thej[pss_^ising from the deficiency of an insolvent partner should be 
; lbome,^by the^olvent partners in proportion to their respective capitals as 
mey ^stopdjat the date the partners dete nmned upon di ssoluti on, an d prior 
|'|(r^y "aSiustment arming from 'the reall^lidiT of assets. 

The first thing, therefore, that will need to be deternrined is, “what 
^were the Capitals of the partners at the date of dissolution ? ” For a proper 
answer to this question, it is necessary to ascertain whether the partners 
capitals were fixed or fluctuating quantities. 

Where the Capitals are Fluctuating Quantities, it should first be se^ 
whether there are any items in the given Balance Sheet at the date of dis- 
solution which would c^^ for adjustment in the ordinary course. Thus, u . 
there is a balance on Kes'erve Account (which would represent undistributed 
profits), or a credirHr "debit balance of Profit, an^Xps' '’ing 

unadjusted on the Balance Sheet, such balan2e"should • on 

the Capital Accounts of all the partners in their profit-shai’ing proportions 
so as to ascertain the actual capitals that existed at the date the partners 
determined upon dissolution, for it would be in these proportions that the 
solvent partners would hear the insolvent partner’s capit^ deficiency. 

Further, as each solvent pai-tner is required to bring in Cash to the 
extent of his respective share of loss arising from realisation, it becomes 
still more necessary to see that the Realisation Account should show only 
the items of profits or losses as are the natural outcome of dissolution. 
Evidently, therefore, any other gain or loss, already existing at the date 
of the last Balance Sheet and as would ordinarily have been ti’ansferred ^ 
to Profit and Loss Account but has been so held over and left imadjusted, 
should first be adjusted in-order to ascertain the real capitals of the partners 
at the date of dissolution. 

"Wiiere the Capitals are Fixed Quantities.— The question of adjustment 
of Capitals as at the date of dissolution wUl not arise where the Capitals 
i are fixed, for in that case, the insolvent partner’s deficiency would be borne 
by the solvent partners in proportion to their respective capitals which 
have been agreed by the partners to he fixed quantities. If therefore, there , 
are any undistributed profits at the date of dissolution shown in the Balance 
Sheet under Reser\<'e Fund, Contingency Fund or any account similarly 
named, these ■will have to be apportioned and credited to the partners 
directly in their Current Accounts (in their respective profit-sharing prO' 
portions) and not in their Capital Accounts. Similarly, if there happsD to 
be any losses held over and left unadjusted on the Balance Sheet, tlie same 
will have to he adjusted directly on the Current Accounts of the partners, 
in tlieir usual profit-sharing proportions. 

Each partner’s share of loss or gain on Realisation Account should also 
be debited or credited to his respective Current Accoimt, and where there - 
is loss on realisation, the cozTesponding amount brought in cash by each 
of the solvent partners should be credited to his Current Accormt. 

In fact, where the capitals are fixed, ail the necessary adjustments should 
bo done on the Current Accounts of the partners, and the balance on Capital 
Accounts should only be taken as a guide to determine the proportions in 
which the solvent partners aie to bear the insolvent pai-taer’s deficiency. 
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In order to ascertain the ultimate deficiency of the insolvent partner, 
it would he necessary to transfer the balance on his Current Account to his 
Capital Account. The total deficiency of the insolvent partner having thus 
been determined, the same should be transferred to the Current Accounts 
of the solvent partners in proportion to their Capitals as shown by their 
‘respective Capital Accounts. This being done, it would now become neces- 
sary to transfer the balance on Current Account of each solvent partner to 
his respective Capital Account, so that his ultimate position with the firm 
may be determined. Each partner would now stand to be paid out the 
balance as shown by his Capital Account. 

"Where the Capitals are Fluctuating, the point to be home in mind is that 
once the true capital of each partner at the date of dissolution is determined 
by the adjustment of any losses or gains held over and appearing in the last 
Balance Sheet, it will be in these proportions that the solvebt partners will 
bear the insolvent partner’s deficiency. The loss or gain on realisation may, 
in this case, be adjusted straight on the Capital Accounts of the partners. 
"Where there is a loss on reahsation, each solvent partner wifi be assumed 
to have brought his respective share thereof in cash, and the same having 
been credited to his Capital Account, his original Capital balance will remam 
rmaffected.. In case of a gain on realisation, the share of each partner may 
be credited to his respective Capital Account, but, in this case, the fact that 
the balance on the Capital Account of each solvent partner prior to the 
adjustment of this gain woixld be the basis for apportioning the insolvent 
partner’s deficiency should not be lost sight of. Once this is done, it is 
immaterial whether all the necessary adjustments as above explained are 
made directly on the Capital Accounts or through the Current Accounts. 

A large majority of professional Accountants now seem to be- of opinion 
that the bringing in of cash by the solvent partners to make good their share 
of loss on Realisation is not necessary., ’^ere the problem is worked on 
the assumption that the solvent partners do not contribute cash towards 
their respective share of loss on realisation, the point that needs to be stressed 
in that case is that the proportions in which the solvent partners should 
bear the insolvent partner’s deficiency should be based on their respective 
capitals as they stood prior to the charging of such loss. 

The correctness of this decision has been the subject of much severe 
criticism, and in order to obviate the inequity arising from the rule as laid 
down in Gamer v. Murray, partnersliip agreements in England are now so 
framed as to expressly exclude the rule. 

If it was not for this decision, there does not seem to be any soimd 
reason why any distinction should be drawn between losses and deficiencies 
of capital arising from trading and those arising from the capital deficiency 
of an insolvent partner, and that whereas all the partners in a firm had been 
sharing profits and losses in certain agreed proportions, the solvent partners 
should now be made to share tire loss resulting from the insolvency of one 
of them in proportions to tlteir respective capitals and not in tlie manner ^ 
they have been sharing profits and losses hitherto. The illogical position] \ 
created by this ruling becomes still more glaring in case of" a partner who^| ! 
has either contributed no capital or has overdrawn his capital account. In| » 
such a circumstance, on a dissolution arising and on one of the partners ’ s 
becoming insolvent, the partner wth no capital or with his capital account \ i 
showing a debit balance, however solvent and affluent he may be, will not 
be called upon to bear any share of the insolvent partner’s capital deficiency, ' 
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as the same has to be borne by the solvent partners in proportions to their 
capitals. Such a partner will only be called upon to bring in the amount, 
il any, standing to the debit of his own capital account. Inasmuch as he 
has no capital in the firm, lie is -not to bear any loss arising from the 
in.solvent partner’s deficiency. 

It may be pointed out that in order to arrive at the result as required 
by the ruling in the above decision, theoretically, the solvent partners are 
supposed to bring actual cash in the finn to make good their respective share 
of loss, if any, on Realisation Account. Such a procedure in practice would, 
however, serve to increase their respective capitals to the same extent, and 
so much more will have to be retui-ned to each of them in the final refund' 
of capital. While v,^orking out Examination Problems, however, tlie student 
would do well to assume that each solvent partner actually brings his res- 
pective shai’e of loss on realisation in cash and the same is then refunded 
by the firm in the final repayment of capital. 

Sec. 48 of the Indian Partnership Act lays down as follows : — 

(a) Losses, includmg deficiencies of capital, shall be paid first out of 
profits, next out of capital, and lastly, if necessary, by the partners indivi- 
dually'' in the proportions in which they were 'entitled to share profits. 

(b) Tlie assets of the firm, including any smns contributed by the 
partners to make up deficiencies of capital, shall he applied in the following 
manner and order : — 


(i) in paydng the debts of the firm to third parlies ; 

(ti) in paying to each partner rateably what is duo to him from the 
firm for advances as distinguished from capital ; 

(in) in paying to each pai-tner rateably v/hat is due to him on account 
of capital; and 

(iv) the residue, if any, shall be divided among the partners in the, 
proportions in which they were entitled to share profits. 

In viev,’ of there being no judicial ruling in India on the’ point as to 
how the deficiency on Capital Account of an Insolvent Partner should be 
home by the Solvent Partners, and in view also of the severe adverse 
criticisms tliat have followed tins decision in England, it is extremely doubtful 
whether, on a similar situation arising in India, the Indian Law Courts wmuld 
be tempted to follow' the same. may, therefore, safely 'be assumed that, 
in India, any lo.ss arising from the capital* deficiency of 'an insolvent 
would be borne by the solvent partners inrtbe saihe jirdpoxliohs in wKdi 
Iheyliad been sharing profits or losses, lliis -v.'ilh'pf course, ..be^sCtbiECt t® 
i any .‘■pecific agreement among the partners lb' the '^contrary. 1 

I ILIA'S'niA'nON 8G. 

The B.-ilantc Sheet of X. Y i.nd Z !,liov,-pa ae under, when ttioy resolved to dis- 
tolve dieir hurinevs: — 


UaUItUfs 


CredUors 
X'f Ciipnsl 

Y-s 
Z's ’ 


1 

i Ka. 

0,503 

'Ca«h s! Ben!: 

. 1 

st'.ftno ' 

DfiUors 


9,«-) j 

SHck 


! 

Machinery 

V'. , 




..1 


P.S. 

380 

30, act) 
3O,(«0 
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Debtors, Stock 'and Machinery realise 50% of the book value and e:q)enses of 
realisation come to Rs. 50. Z is insolvent and is unable to bring in anything in respect 
of his debt to the firm. Show the final adjustment of accounts, (a) prior to, and (b) 
after the decision in Gamer v. Murray. 


Solution. 


(a) Method adopted prior to decision in Gamer v. Murray. 

REALISATION ACCOUNT. 



f 

Rs. 


Rs. 

To Sundry Assets 

30,500 

By Sundry Creditors 

6,600 

„ Bank — Cost of realisation 

50 

„ Bank— Sundry Assets realised ... 

15,250 

„ „ Payment to Creditors ...! 

6,600 

„ Capital Accounts 

(loss transferred) Rs. 

X - ... 5,100 

Y w/ ... 5,100 

Z ... 5,100 

15,300 

Rs. 

37,150 

Rs. 

37,150 


BANK ACCOUNT. 



T 

1 

Rs. 


Rs, 

To Balance b/fd. 

„ Realisation Account— 

100 

By Realisation Account — 

Cost of realisation ... 


Assets realised 

15,250 

„ Realisation Account- 
Payment to Creditors 
„ X’s Capital Account 
„Y’s „ 


Rs. 

15,350 

Rs, 

15,350 


X’s CAPITAL ACCOUNT. 


- 

Rs. 


Rs. 

To Realisation Account— 

! 

By Balance b/fd. 

12,000 

Jrd share of loss 

5,100 



„ Z’s Capital Account — 




share of deficiency 

1,050 



„ Bank 

'' 5,850 



Rs. 

Jl2,000 

i 

Rs. 

12,000 


T 


Y’s CAPITAL ACCOUNT. 



1 Rs. 


Rs. 

To Realisation Account — 

Jrd'share of loss 
„ Z's Capital Account— 
i share of deficiency 
„ Bank 

I 5,100 

1 1,050 

1 2,850 

By Balance b/fd. 

9,000 

1 

Rs. 


Rs. 



20 
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Z’s CAPITAL ACCOUNT. 


To Realisation Account — 

Rs. 

By Balance b/fd. 

Rs. 

3,000 

ird share of loss 

5,100 

„ X's Capital Account (transfer) ... 
„ Y's Capital Account (transfer) ... 

1,050 

1,050 

Rs. 

5,100 

Rs. 



5.100 


(b) Method as laid down in Gamer v. Murray. 


To Balance b/fd. 

„ Realisation Account — 
Assets realised 
„ X’s Capital Account 
ti T s t, If 


BANK ACCOUNT. 


Rs. 


Rs. 

i 

100 

By Realisation Account — 


Cost of realisation 

15.250 

„ Realisation Account — 


Payment to Creditors 


„ X's Capital Account 


*> It M 

25,550 

Rs. 


Ks. 

50 

6.600 

10,800 

8,100 

25,550 


X’s CAPITAL ACCOUNT. 


To Realisation Account— 

Rs. 

By Balance b/fd. 

Rs. 

12.000 

4rd share of loss 
„ Bank 

i 5,100 
10,800 


5,100 

„ Z's Capital Account (transfer) 

1,200 



Rs. 

1 17,100 

Rs. 

i7,iqg_ 


Ts CAPITAL ACCOUNT. 



Rs. 


1 Rs. 

To Realisation Account — 


By Balance b/fd. 


^cd share of loss 


„ Bank 


„ Bank 



1 

. „ Z’s Capital Account (transfer) 




Rs. 

14.100 

Rs. 

BH 

— _ 

1 b 




To Realisation Account — 
Jrd share oJ loss 


Z’s CAPITAL ACCOUOT. 


j 

Rs. 

By Balance b/fd. 


'"1 

5,100 

M X|s Capital Account (transfer) ... 

»* Y S ff ... 

IPlI 

Rs. j 

5,100 

1 

Rs. 
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ILLUSTRATION 87. 


A, B and C are three partners who divide profits equally. C is insolvent. On the 
dissolution of the partnership, the Balance Sheet stands thus: — 

t 


Uahltlics 

Rs. 

Assets 

Rs. 

A's Capital 


Cash at Bank 

1,500 

B’s „ 


C's Capital Account 

400 



Loss on Realisation 

600 

Rs. 

2,500 

Rs. 

2,500 


After the adjustment of the Loss on Realisation, and after the solvent partners 
have brought their respective share of such loss in cash, the Ledger Accoimts would 
show as follows ; — 


CASH AT BANK 



Rs. 


Rs. 

To Balance b/(d. 

1,500 



„ A's Capital Account — 




Realisation Loss 

200 



,, B's Capital Account— 


, 


Realisation Loss 

200 








A’s CAPITAL ACCOUNT. 


To Realisation Account — 

^rd Loss ... 

Rs. 

200 

By Balance fa/fd. 

„ Bank 

B 

' B’s CAPITAL ACCOUNT. 


— 



To Realisation Account — 


By Balance b/fd. 


|rd Loss 


„ Bank 


C’s CAPITAL AC^tOUNT. 


Rs. 


Rs. 

To Balance b/fd. 

400 



„ Realisation Account — ' 




Jrd Loss 

200 




The Balance Sheet will then appear as under : — 


Liabilities 

Rs. 

Assets 

Rs. 

A's Capital 


Cash at Bank 

. 1,900 

B’s „ . . 

■ 1^9 

C's Deficiency 

600 

Rs. 

1 2,500 

1 

Rs 

2,500 
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Following the decision in Gamer v. Murray, A will receive Ils, 1,520 and B Rs. 380 
in respect of Capitals, the loss from C's Deficiency being borne by them in tlic rauo 
of 4 to 1. 

Under the practice before this decision, A would have received Rs. 3,700 and B 
Rs. 200 in respect of their Capitals, the loss from C’s Deficiencj' being borne by uiem 
as they had shared profits and losses, ie„ equally. 


ILLUSTRATION 88. 

The Balance Sheet of P, Q and R showed os under on the date the pnrtnex'S deter- 
mined upon dissolution: — 

BALANCE SHEET. 


LiabhUes 

Creditors 

P's Loan Account 

Capital Accounts . — 

P 

Q 

R 

Current Account— P 


..•it 

I 

Rs. j 
20.000 ' 
10.000 1 
5,000 ! 


Rs. / A$icls 

30,000' Cash at Bank 
5,000 Sundry Assets 

Current Accounts:— 

Q " 

R 


f Rs, 
..I 5.000 
...'f 57,000 
Rs. t‘ 

5,000 

j 9,000 


The Assets realised Rs. 21,000. Show the final adjustment of Accounts among the 
partners assuming that Q is insolvent and nothing was obtained from his estate. 


Solution. 


BANK ACCOUNT. 



By Sundry Creditors 
„ P’s Loan Account 
„ P's Capital „ 

1 Rs. 

. ' 30,000 
5,000 
."t 15,400 

i 

1 

jl 

Rs. j' 5Q,4J10J 


To Q’s Capital Account — 

, 4(5ths share of deficiency 
./ „ Bank 


P’s CAPITAL ACCOUNT. 

/jf!r Re. 1 


'if Re. 

By Balance b/fd. 

.] 5,600 „ Current Account- 

.1 15,400 Transfer 


1 Rs 

...|j 20,000 

...ll 1,000 


P’s CURRENT ACCOUNT. 
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Q’s CAPITAL ACCOUNT. 


To Current Account- 
Transfer 


Rs. 


Rs. 


i Rs. 


By Balance b/fd. 

1 10,000 

j 

17,000 

„ P’s Capital Account — 


Transfer of Q's Deficiency 4/5ths 
„ R's Capital Account — 

5,600 


Transfer of Q’s Deficiency l/5th 

1,400 

17,000 

Rs. 

17,000 



* 




VoV ^ 


Q’s CURRENT ACCOUNT. 


1 

1 Rs. 


Rs. 

To Balance b/fd. 

„ Realisation Account — . j 

5,000 

By Q's Capital Account— 

Transfer 

17,000 

Jrd share of loss ...i' 

Re. jl 

12,000 

17,000 

Rs, 

17,00^ 


R’s CAPITAL ACCOUNT. 


J 

Rs. 



To Q’s Capital Account— 


By Balance b/fd. 


l/5th share of deficiency 

1,400 

„ Bank ... 


„ R's Current Account — 




Transfer 

4,000 


■Hill 

Rs. 

5,400 

t 

Rs. 

5,4TO 


R’s CURRENT ACCOUNT, 


II ns. 


Rs. 

To Balance b/fd. 4,000 

By Bank 

12,000 

„ Realisation Account— ll 

„ Capital Account — 


Jrd share of loss ...|j 12,000 

Transfer ... 

4,000 

Rs. jQO.OOO 

Rs, 

. 

16^00 


Note. — ^As the Capitals are fixed, the share of loss on Realisation is transferred to 
each partner’s Current Account and the corresponding amount brought in by each sol- 
vent partner is also credited to his Current Account. After the insolvent partner’s defi- 
ciency is transferred to each solvent partner’s Capital Account in proportion to Capital, 
the Current Account balance of eadi solvent partner is transferred to his Capital 
Account in order to ascertain the amount finally due by the firm to him. 

ILLUSTRATION 80. f . 

The Balance Sheet of the firm of X, Y and ’Z, sharing profits and losses in jn-opor- 
tions of 2l5ths, 2l5ths and l!5th, showed the final position on dissolution thus:— 

BALANCE SHEET. 


X’s Capital 

Y's „ 

Z’s » 

Liabdtlies jS Rs. 

... 17,000 
...■' 3,000 
... 1,500 

Assets 

Cash 

Realisation Account— Loss 

j 

' Rs. 

6,500 
, 15,000 

!' 


Rs. > 21.500 


Rs. 1 
i 

i 21.500 
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State what the position between the partners would be, assuming that Z is in- 
solvent and is unable to bring in anylliing in respect of his deficiency. 


Solution. 

BAJNK ACCOUNT. 


:1 

Ks. 


Rb. 

To Balance b/fd. ...I 

6,500 

By X's Capital Account ...1: 

15,725, 

„ X’s Capital Account 

O.UOC 

ft If If 

2,775 

Y s ,f II «"■ , 

6,000 

;i 


Rs. i 

18,500 

Rs. (i 

18,500, 


_■ ^ 



X’s CAPITAL ACCOUNT. 


1' 

1 

Rs. 

! 

] 

Rs. 

To Realisation Account — j 


By Balance b/fd. ...| 


2/5ths share ot loss ...i 

6,000 

„ Bank ...! 

■BfiUsll 

„ Z*s Capital Account— j 


I 


17/20ths share of deficiency ...i 

1,275 

* 


„ Bank ...' 

15,725 

.x' ! 


Rs. 

23.000 

Rs. ’ 

' 23.000: - 



■ 


Ys CAPITAL ACCOUNT. 



■j 

■’ Rs, 


• , Rs. 

To Realisation Account — 

j 

By Balance b/fd. 

3,000. 

2/5ths share of loss 

i 6,000 

„ Bank 

-6,U00-. 

„ Z’s Capital Account — 

t 



3/20ths share of deficiency 

! 225 



„ Bank 

1 2,775 

' : 


Rs. 

j 9.000_ 

i 

Rs. !. ■ 9,000 ^ 

Z’s CAPITAL ACCOUNT. 



1 ■ 

F ' Rs. 

v- . 

Rs'; . . 

To Realisation Account — . ■. 

\[ ■ * - " 

By Balance b/fd, . ' , 

. 1,500- 

. 1/Sth share oi loss ■ , . • .. 

.1; 3,000 

-..'X's Capital Account— Transfer— 



1 ‘ 

; 17/20ths of Deficiency 

- i,275 r 


' \ 

„ Y's Capital Account — Transfer — 

' ■ 


.•1 

.3/20ths of Deficiency ' » ... 

;■ 225 


3^000 

^ ■■ ^ Rs. . 

. 3.000^' 


- . °n Realisation is transferred to the Capital Accounts of the part- 

nera m their profit-sharing proportions.. Each solvent partner then brings in his i-especr 
. tive share jif such loss. ..The deficiency of the insolvent partner is then borne by me 
. . solvent .partners in proportions of their Capitals. ' • - ^ 


/ XLEESTOAOiON SO. 


'The Balance Sheet of Ai ,B, c' and;D showed the followingposition on dissolution 
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BALANCE SHEET, 


' LtabiUlics 


1 Rs. 

Assets 


I 

Creditors 


1 10,000 

Cash at Bank 


i 34.000 

Capital Accounts:— 

Rs, 

1 

C's Capital Account 

10,000 

A 

15.000 


13 s ji 


1 3,000 

B 

10,000 

* 





— 

. 25,000 



1 

Realisation Account — 





1 

Profit 

... 

12,000 



t 


Rs. 

' ^7,oop_ 




Rs. 

_£7.000 

( 


Shov? Uic final adjustment among the partners assuming that C is insolvent. 


Solution, 

BANK ACCOUNT. 



Rs. 


Rs. 

To Balance b/{d. 

34,000 

By Sundry Creditors 

10,000 



„ A’s Capital Account 

13,800 



ff B s ,, „ ... 

10.200 

Rs. 

34,000 

Rs. 



A’s CAPITAL ACCOUNT. 



Rs. 


( 

1 Rs. 

To C’s Capital Account— 

3/5ths share of deficiency 

4,200 

By Balance b/fd. 

„ Realisation Account — 

15,000 

„ Bank 

13,800 

ith share of Profit 

j 3,000 

Rs. 

18.000 

Rs. 

• 

18,000 


B's CAPITAL ACCOUNT. 


—— 

Rs. 


Rs. 

T 0 C’s Capital Account — 


By Balance b/fd. 

10,000 

2/5ibs share of deficiency 

2,800 

„ Realisation Account — 


Bank 

1 

10,200 

. 

Jth share of Profit 

3,000 

Rs. j 

• 13.000 

Rs. 

) 

13,000 


C’s CAPITAL ACCOUNT. 



1 

Rs. 

r 

Rs. 

To Balance b/fd. 

10,000 

By Realisation Acconnt — 

|th share of Profit 

3,000 

1 

1 

1 

„ A’s Capital Account— Transfer ... 

4,200 

1 

f 

i 

M B s II II 1 , *•« 

'2,800 

Rs. j 

,) 

! 10.000 

1 i 

» , Rs. 

r 

10,000 
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To Balance b[ld. 


Ds CAPITAL ACCOUNT. 


Rs. 

3,000 


Rs. 3.000 


By Realisation Account— 
ith share of Profit 


Rs. 

3,000 


Ks. 


3.000 


Notes. — ( o) The partners share the profit on realisation equally in the absence 
of any agreement to tlic contrary. 

(b) As D’s Capital Account showed a debit balance at the date the partners 
V decided to dissolve, he has not to bear any portion of C’s doficicnej'. 

(c) C’s deficiency’ on Capital is, therefore, borne by A and B in proportions of 
their respective Capitals. 


ILLUSTftATION 91. 

Tile Balance Sheet of P, Q and R showed as under upon dissolution after the 
whole of the assets were realised; — 


BALANCE SHEET. 


LiabiUlics 


Rs. 

Assets 

! 

Rs. 

Creditors 

l 

7.000 

Cash at Bank . ,, 

j 

I 40,000 

Q’s Loan Account 


; 4,000 

R’s Capital Account 

...j 

5, out) 

Capital Accounts 

Rs. 

1 




P 

15,000 • 





Q 

10,000 

i 






. 25,000 



} 

Realisation Account— Profit 

... 

II 9,000 


! 

j 


Rs. 

!l 45,000 


Rs. 1 

{ 45,000 


Show the final settlement between the partners assuming that R is insolvent. 


Solution. 


P’s CAPITAL ACCOUNT. 


} 

( 

Rs. 

li 

[/ 

Rs. 

1 

To R’s Capital Account— 


By Balance b/fd. ...j 

15,000 

3/5th3 share of deficiency ...‘ 

1,200 

„ Realisation Account — i 


„ Bank 

16,800 

§rd share of Profit 

3,000 

Rs. 1 

18,000 

Rs. 1 

"Ts.oo^ 

Q’s CAPITAL ACCOUNT. 


li 

jj 

Rs. 

) 

! 

i 

Rs. 

To R'a Capital Account— 'i 


By Balance bffd. ...| 

10,000 

2/5ths share of deficiency ...P 

800 

„ Realisation Account — j 


„ Bank 

12,200 

5rd share of Profit .. j 

3,000 

Rs. !| 

13.000 

Rs. 1 

13.000 
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R’s CAPITAL ACCOUNT. 


To Balance b/fd. 

\ 

( 

1 Rs. 

1 5,000 

1 

1 

1 

! 

By Realisation Account — 

^rd share of Profit 
„ P’s Capital Account — Transfer ... 
,, Q s ,, „ „ ... 

Rs. 

3,000 

1,200 

800 

Rs. 

I 5,000 

Rs. 

5,00u 


|- 


1 

BANK ACCOUNT. 



Rs. 

• 

Rs. 

To Balance b/fd. 

40,000 

By Sundry Creditors 
„ Q’s Loan Account 
„ P’s Capital Account 
», Q s „ ,, ... 

7.000 

4.000 
16,800 
12,200 

Rs. 

40,000 

Rs. 

40,000- 



Note. — ^In this case, the Realisation Account shows a profit which has been trans- 
ferred to the Capital Accounts of the partners equally in the absence of any agreement 
to the contrary. It should be noted that the deficiency of R is home by P and Q in 
proportions to their respective Capitals as they stood at the date the partners determined 
Upon dissolution and not after the profit on realisation is credited to the Capital Accounts. 


ILLUSTRATION 92. 

V 

The Balance Sheet of X, Y and Z who were sharing profits in 3|5ths, l)5th and 
llSth stood as follows on 31st December 1937, i.e., the date of dissolution: — 


lAabililies 

Rs. 

Assets 

Rs, 

Bank Overdraft 

60,000 

Cash at Office 

1,000 

Sundry Creditors 

45,000 

Bills Receivable 

4,000 

X's Capital 

15,000 

Debtors 

25 000 

tt 

10,000 

1 

Stock 

Plant 

Goodwill 

Y’s Capital Account 

40.000 

30.000 

10.000 
20,000 

Rs. 

1,30,000 



Rs. 

1,30,000 


The assets realised Rs. 79,750 and after paying Rs. 2,000 for realisation expenses, 
the ^^e4itprs«syerg,paid.,12,.annas in the Rupee. Show the final adjustment amongst the 
partners, assiuning' that ‘they are all insolvent. 


ay 




SohUion, 


BANK. ACCOUNT. 


To Cashy^ 


Rs. 

1,000 

„ Realisation Account — 


'79,750 

Sale proceeds of assets 

1 

I 


-Rs. i 

80,750 


By Realisation Account — 
Expenses paid 
„ Realisation Account — 
Payment of Liabilities 


Rs. 
2,000 
...i! 78,750 


if- 


Rs. I 80,750 
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REALISATION ACCOUNT. 


To Sundry Assets— 

Transfer at Book values 
„ Bank— Payment of Liabilities 
„ Bank — Realisation Expenses 


.. i'1,09,000 
..I 78.750 
.. ' 2,000 


By Sundry Liabilities 
„ Bank — Amount realised 
from assets 

„ X's Capital Account 3/Sths 
„ Y’s Capital Account l/5th 
„ Z's Capital Account l/5tb 


Rs. 


Rs. 

1,05,000 


3.000 

1.000 

1,000 


79,750 

5,000 


Rs. 

1,89,750 

Rs. 




X’s CAPITAL ACCOUN^ 

To Realisation Account — 3/5ths loss ... 
„ Y’s Capital Account — 'Transfer of 
3J5ihs deficiency 

Rs. 

3,000 

12,600 

^ 1 

By Balance b/fd. ...i 

„ Z's Capital Account — Transfer ..,| 

: 

Rs, 

15,600 

Rs. 





1,89,750 


Rs. 

15,000 

600 


Y’s CAPITAL ACCOUNT. 


To Balance b/fd. .. I 

„ Realisation Account— l/5ih loss .. 1 

Rs. 

2U,000 

1,000 

By X's Capital Account— 

3/5thi. deficiency 

Rs. 

12,600 

Rs, 

21,000 

„ Z’s Capital Account — 

2/5tbs deficiency ... 

Rs. 

8,400 

[“ilW 


i 




Z’s CAPITAL ACCOUNT. 


Rs. 


1,000 

By Balance b/fd. 

1 \ 8,400 


1 \600 


1 lo.obo 

Rs. 


\ 

To Realisation Account, l/5th loss N., 
„ Y’s Capital Account — ' 

Transfer of 2/5lhs deficiency 
„ X’s Capital Account — Transfer 


Rs. 


1 Rs. 
10,000 



Notes — (o) In this case, the firm’s assefi, when realised, are not sufficient to pay 
off the liabilities in full, and, imder the circum/stance, the profit thus arismg gets merged 
>^in the Realisation Accoimt, ‘ 

^ deficiency of Y is transferred! to the Capital Accounts of X and Z in pro- 

poSions to their respective Capitals at the ciate of dissolution. 

^ ^ 2 are insolvent and as tiVere is no mention of anythmg being avail- 

^ nhle from their private estate, their Capital Accounts will be closed by transfer of the 
account to tlie other. \ 
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CONVERSION INTO A LIMITED COMPANY. 

Partnerships are frequently converted into Limited Companies chiefly 
with 'the object of limiting the personal liabilities of the partners. On such 
a conversion taking place, it would be necessary to close the firm’s bbolcs, 
which is done by passing the following entries ; 

1. Open a Realisation Account and debit it with the hook values of 
the various Assets taken over by the Company, and credit each such Asset 
Accoimt. 


2. Debit the Accounts of the various Liabilities taken over by the 
Company and credit Realisation Account. 

3. Debit the Purchaang Company’s Account with the purchase price 
as agreed upon and credfl Realisation Account with the same. 

4. Debit Realisation Accoieit with expenses of realisation, if any, and 
credit Bank. 


5. The Realisation Accovmt will now show the profit or loss on con- 
version and will be closed by the Capital Accounts of the partners in the 
proportions in which they shared profits and losses. 

6. On receipt of purchase consideration from the Company, debit Bank, 
Shares, Debentures, etc,. Accounts and credit the Purchasing Company’s 
Account. This will close the Purchasing Company’s Account. 

7. On paying off any liabilities not taken over by the Company, debit 
the Liabilities Accounts and credit Bank. 


8, On distribution of shares and debentures among the partners, debit 
the Capital Accounts .of the partners and credit Shares and Debentures , 
Accoimts. 


9. On payment of the Partners’ Capital Account balances, debit the 
Capital Accounts , and credit Bank. The Partnership Books will thus be 
completely closed. / ’ . , 


It' 


/ ILLUSTEATION 93. 


Set out below is the Balance Sheet, as on 31st December 1937, of Messrs. A and B, r 
who shared profits in proportions to capitals. )■ 


Liatnlities 


I! Rs. 

Sundry Creditors 


I! 55.000 

Reserve Fund 


‘i 7,000 

Capitals;— 

Rs. I 


A 

75.000 ' 


B 

50,000 

il 


;(I,25.0C0 


Rs. 

1.87,000 


'Cafh at Bank 
Sundry Debtors 
Stock 

Machinery and I 
' Investments 


Assets 


Rs. 





4,500- 


40.000 

• •4 

37,000 

nt 

85,000 

... 

20,500 

Rs. 

1.87,000 


A Limited Company, willi a Nominal Capital of Rs. 2,00,000 in Ordinary' Shares of 
Rs. 100 each, was fonned to acquire and carry on the business. The Company took over 
tStc whole concern witii tlic exception of Cash and Investments and agreed to pay lire 
book values of tire atsets taken ot'er less 10 per cent. Tire Goodv/ilJ of the firm was 
valued at Ka. 5,000, which the company agreed to pay, Ttte purchase price was paid half 
In cash and half in fully-paid shares of 'the Company. 
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The firm realised their own Investments as also the Shares they received from 
the new Company at 5% less than their face value. 

Give Journal Entries in the books of the partnership to give effect to the above 
and show also (a) Realisation Account ; (b) Cash Account ; and (c) Partners’ Capital 
Accounts, 

Solution. 


JOURNAL ENTRIES. 



Realisation Account 

To Sundry Assets : — 

Debtors 

Stock 

Machinery and Plant 

(Being the transier of assets taken over by the Com- 
pany to Realisation Account). 

Dr. 

L.F. 

Rs. 

1,62,000 



Sundry Creditors 

To Realisation Account 

(Being the transier of sundry creditors to Realisation 
Account). 

Dr, 


55,000 

55.000 


Purchasing Company 

To Realisation Account 

(Being the agreed value at which the business is taken 
over by the Company including Goodwill as per 
agreement dated ). 

Dr. 


95,500 

95.800 


Bank ... 

Shares in Limited Company ... 

To Purchasing Company 

(Being the satistaction of purchase price in Cash and 
Shares as per agreement dated ). 

Dr. 

t* 


■ 

95,800 


/ Bank 

To Investment Account 
„ Shares in Limited Company 
(Being the amount realised on the sale of Shares and 
o'jt’er Investments). 

Dr. 


64,980 

19,475 

45,505 


, Realisation Account ... ... ... 

To Investment Account 

Shares in the Limited Company 
(Being the loss on realisation oi Inv^tments and Shares 
transferred). 

Dr. 

' 

3,420 

1,025 

2,395 


Reserve Fund 

To A's Capital Account 
.. B s If .. 

(Being the transfer of Reserve Fund to Capital 
Accounts in profit-sharing proportions). 

Dr. 


7,000 

4,200 

2.800 


A’a Capital Account 
’ B’s ., 

i To Realisation Account 

1 (Transfer of loss on realisation to Capital Accounts). 

Dr. 


8,772 

5,848 

14,620 


, A’s Capital Account 

B’s 

To Bank 

(Distribution of available cash balance amongst the 

1 partners against balance of their Capital). 

Dr. 

»> 

J! 

1 

70,428 

46,952 

1,17,380 

) 
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EEALISATION ACCOUNT, 



!< 




!, Rs. 


Rs 

To Sundry Assets 

... 1,62,000 

By Sundry Creditors 

55,000 

„ Investment Account — 

„ Purchasing Co. 

93,800 

(loss on realisation) 

... 1,025 

„ A’s Capital Account— 


„ Share in Limited Co. — 

Ij 

3/5tbs thaic of loss 

) 8,772 

(loss on leallsatton) 

... ' 2,395 

„ B’s Capital Account — 



-i 

2/5ths share of loss 

CO 

CO 

40 


Rs. jl,()5,<)20 

Rs, 

,1.65,4^ 

_ _ .A ,, 

_ ! 

„ _ 



BANK ACCOUNT. 



''ir'ps. 

i 

! Re. 

To Balance b/fd. 

4,500 

By A'sCapital Account 

! 70,428 

„ Purchasing Co. 

47,900 

& S ,, f, 

1 46,952 

„ Investments 

.. j 19,475 



„ Share m Limited Co. 

...J 45,505 

j( 


1 


Rs. ‘il.17.3S0 

Rs. 

!i,17.380_ 






A's CAPITAL ACCOUNT. 



To Realisation Account — 
3/5ths share of lo^ 
„ Bank 


Rs. 


Rs. 


By Balance b/fd. 

75,000 

8,772 

„ Reserve Fund— Transfer 

4,200 

70,428 



Rs. 1 


79.200 


Rs, )1 79,200 


B’s CAPITAL ACCOUNT. 



Rs. 


1 Rs. 

To Realisation Account — 


By Balance b/fd. 

«P 

2/5ths share of loss 

5,848 

„ Reserve Fund— Transfer 


„ Bank 

46,952 



Rs. 

52,800 

Rs. 

52,800^ 

I 


/ILLUSTRATION 94. 

The Balance Sheet of A, B & Co,, stood as follows on 31st December 1931 


_ 



„ ~ 



Liabiltdes 


Rs. 

Assets 


j R®. 

Creditors 


17,000 

Cash at Bank 


’1 6,200 

Bills Payable 


1,200 


Rs. 

i 

Capital Accounts: — 

Rs. 


Sundry Debtors 

20.000 

A 

20,000 


Less Reserve ■s..'' 

1,000 


B 

20,000 




19,000 

C 

10,000 


Stock ’ 


' 22,000 




50,000 

Machinery & Plant 


j 15,000 




Fixtures 


1,500 




Goodwill 

... 

4,500 


Rs. 

68,200 


Rs. 

68,200 
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It was decided to sell the business to X, Y, Z & Co., Ltd., on the Company agree- 
ing to allot 6,000 fully-paid shares of Es. 10 each in full satisfaction of the purchase 
consideration. The Company assumed the liabilities except the Bills Payable and took 
over all the assets excepthig the Bank Balance. The partners shared profits and losses 
in proportions of one-half, one-third and one-sixth respectively. Pass Journal entries 
and prepare accounts showing the final settlement as regards the partners, assuming 
that the shares were duly allotted. 


Solution. 


JOUENAL ENTEIES. 



Realisation Account _ ... 

To Sundry Debtors 
„ Stock 

„ Machinery & Plant 
„ Fixtures 
„ Goodwill 

i (Being the transfer of the assets taken over by the 
) Company to Realisation Account). 

0,.| 

Sundry Creditors 

Dr- 

Reserve for Doubtful Debts ... 

To Realisation Account 


(Being the transfer of liabilities taken over to Reali- 
sation Account). 


1 X, Y, Z & Co , Ltd. 

1 To Realisation Account 

j (Being the purchase consideration due from the Co,). 

Dr. 

Share in X, Y, Z & Co., Ltd. 

To X, Y, Z & Co , Ltd. 

(Being the receipt of purchase consideration as 

Dr. 

agreed). 

' 

1 Realisation Account 

I To A’s Capital Account 

! »» B s ti ff 

C’s 

( (Being the tran<;fer of profits on Realisation transferred 
j to Partner’s Capital Accounts). 

Dr. 

i Bill Payable 
' To Bank 

1 (Being the amount paid on meeting our Bills Payable). 

Dr. 

A’s Capital Account 

Br. 

B’s „ 

n 

C*s 

To Shares in X, Y.Z & Co.. Ltd, 

ff 

j (Berncj the distribution of Shares between the partner^. ! 

A’s Capital Account 
t B's 

Dr. 

C’s : 

»> 

1 To Bank 

1 (Being (he di‘tribution of Bank Balance between the 

1 partners) 

»» 


63,000 


20,000 

22.000 

15,000 

1.500 

4.500 




ir.ooo 

1,000 


18,000 


60,000 


60,000 


1 60,000 


60.000 


!i. 


15,000 


1 

I 


1 1 200 


7.500 
5,000 

2.500 


1,200 


I 25,380 
, 23.080 
1 11,540 


2,120 f 

1,920 ii 
960 i; 


60,000 


5,000 
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REALISATION ACCOUNT. 


To Sundry Assets 

\ 

Rs. 

63,000 

» 

By Sundry Liabilities 

Rs. 

18,000 

„ Profits transferred to 

i 

„ X, Y, Z & Co.. Ltd. 

60,000 

Capital Accounts : — Rs. 

A 1/2 7,500 

B l/3rd 5,000 

C l/6th 2,500 

Ks. 

i 

15.000 

78.000 

Rs. 

I 


BANK ACCOUNT. 



Mf 


Rs. 

To Balance b/fd. 


By Bills Payable 

1,200 

t 


„ A’s Capital Account 

2.120 



S *» 

1,920 


HU 

»» C s it >1 ••• 

960 

Rs. 

6,200 

Rs. 

6,200 


SHARES IN X. Y, Z & CO., LTD. ACCOUNT. 



Rs. 


Rs. 

To X, YfZ & Co., Ltd. ... 

60,000 

By A's Capital Account 

B s tf ff 

II C s tf tf ••• 

25,380 

23,080 

11,540 

, Rs. 

60,000 

Rs. 

60,000 


A’s CAPITAL ACCOUNT. 


1 

1 Rs. 


Rs. 

To Shares in X, Y, Z & Co., Ltd. 

25,380 

By Balance b/fd. 

20,000 

„ Bank 


„ Realisation Account — 

J share o! Profits .. ‘ 

7,500 

Rs. 

27,500 

Rs. j 

27,500 


B’s CAPITAL ACCOUNT. 



i 

i Rs. 


1 Rs. 

To Shares in X, Y, Z & Co.i Ltd. 

II Batilc 

! 23,080 
i 1,920 

By Balance b/fd. 

,1 Realisation Account — 

20,000 



ird share of Profits 

5,000 

Rs. 

i_25,000 

Rs 

25,000 


V. 
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C’s CAPITAL ACCOUNT. 


To Shares m X, Y, Z & Co., Ltd. 

„ Bank 

R*;. 

11,540 

960 

By Balance Wfd. 

„ Realisation Account—l/fith share 
of Profits 

Rs. 

10,000 

1 

2,500 

Rs. 

12,500 

Rs. 

12,500 

. 

_ _ 

__ - 



' Note. — ^When the final refund of capitals is partly m cash and partly in shares, 

„ the distribution should be made in proportions to the capitals. 


DISTRIBUTION OF CASH AMONGST PARTNERS. 

In dissolution of partnerships, it often happens that the Assets are 
realised from time to time and the distribution of the Cash is not left oyer 
till all the assets are disposed of, but the same may take place at periodical 
intervals. Under such a circumstance, the question as to in what proportio^ 
the Cash should he paid to the partners in refund of their Capitals will 
present some difficulty, and the following illustrations will help the student 
to -understand this phase of Partnership Accounts. 

The main points to be noted are that: — 

(1) The creditors of the firm must be paid out in full prior to any 
partner being paid anything in respect of his Capital. 

(2) After the creditors have been paid off, the loan from a partner, if 
any, should be paid off. 

(3) If the Capitals of tlie partners stand in the ratio of their profit- 
sharing arrangements, then each of them may be paid out in proportion to 
his Capital at each distribution. 

(4) On the other hand, if the Capitals stand in proportions different 
from those in which the partners have agreed to share profits or losses, then 
the first Cash available for distribution amongst the partners should he paid 

/to such partners whose Capitals are comparatively in excess of their profit- 
^ sharing arrangements. Thus, the Capitals of the partners which are in excess 
of the profit-sharing ratios would be reduced by payment from time to tinie 
until the Capitals of all of them are brought on a level with their profit- 
sharing interests. After this, each partner -will he paid in proportion to 
his Capital. i' 


ILLUSTRATION 95. 

P, Q and R share profits in proportions of J, J and h On the date of dissolution, 
their Balance Sheet showed as follows: — 


UrtbiUites 

Rs. 

SRs. 

Assets 

*1 Rs. 

Creditors 


M 14,000 

1 

P's Capital 

Q's „ 

io,oro 

10,000 


Sundry .Assets 

.J 40,000 

R’8 „ 

6,000 

it 

■li 26.000 


i! 

I 


Rs. 

40,000 

f 

Rs. !} 40,^ 

^ 

^ 

1 

- 

! TT 


r, ^ received in instalments of Rs. 14 , 000 , 

Its. 10,000 and Rs. 10,000. 


Show how the proceeds should be distributed os and when received. 



PARTNERSHIP DISSOLOTION ACCOUNTS 


321 


Solution. 


The first instalment of Rs, 14,000 received will be utilised in paying oft the creditors 
in full. 

iQ iR 

Capitals as per Balance Sheet ... 

f Cash paid 

1 

Rs. 

10,000 

i 1 

Rs, 

10,000 

4,000*, 

1 Rs. 

Out of the 2nd instalment of Rs. 10,000 Do. 

10,000 

6,000 

1,000 

6.000 f* 

1.000 

Do. 

10,000 

2,000 

1 5, COO 
! 1,000 

5.000 

1.000 

1 

L 

Third instalment of Rs. 10,000 distributed 

8,000 

5,000 

4,000 

2,500 

4,000 

2,500 

Balance Rs. 

3,000 

J 

_J,500 

1,500_ 


Note. — The capitals of P, Q -and R are not in their profit-sharing proportions, 
those of Q and R being in excess to that of P by Rs. 5,000 and Rs. 1,000 respectively. 

Between Q and R, as Q’.s capital is in excess of R's by Rs. 4,000, this amount must 
be paid off first to Q, out of second instalment of Rs. 10,000, to reduce liis capital to that 
of R’s. The capitals of Q and R being still proportionately in excess of P’s capital by 
Rs. 1,000 each, Q and R should next be paid off Rs. 1,000 each. This brings the capitals 
of P, Q and R on a level witli their profit-sharing proportions and, therefoie, the balance 
of Rs. 4,000 (out of the second instalment of Rs. 10,000) as also the third instalment 
of Rs. 10,000 should be paid to P, Q and R in proportions of their capitals. 

ILLUSTRATION 9C, jO ' ’ SOo'^ 


X, Y and Z were in partnership with a capit 

the proportions of 112, IjSrd and IjOth respecUvtO.OOO and Rs. 500 respectively more than 
same proportions. The partnership was dissolvjj made first to reduce tliese amotints 


Ltabtliltes 

Capitals — 

X 

y 

Rs. 

20,000 

lO.OOr 

( tions to their capitals. 
J astribution ; — 

E F 

G 

■ 

2 ^ 

Creditors 

1 

Rs. j 

2,0P— 

30,C 

62 

Rs. 

33,000 

Rs. 

54.000 

19.000 (1) 

Rs. 

18,000 

500 (1) 

Rs. 

30,000 

It was arranged that the net real 
at the end of each calendar month. 1 

Debt 

Rs - 

33,000 

35.000 

7.000 (1) 

28.000 

6.000 (2) 

17,500 
3,500 (1) 

14,000 
3,000 (2) 


Apru 

May 

June 

8' 

1 

1 

33,000 
6,000 (2) 

22 000 
4,000 (2) 

11,000 
2,000 (2) 

21,000 

July 

August 

The Stock having been cor 
over the remaining debts at R*' Balance Its. 

27,000 
9,000 (3) 

_J8,000 _ 

18,000 

6.000 (3) 

12.000 

9.000 

3.000 (3) 

■IM.I -I — „ 

1 6,000 

18,000 

how tlie ca^ realised was dis _ _ _ 




1 11 



21 
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Solution. • . , 

of Par^ershipj- fte expenses of, realisation and the creditors’ 

Sie^ c^Mf— * ^ ^ ^ ^ before anything is repaid to the partners as;. 

partn2‘f-°“°"’“® amounts available for distribution among die' 


Amount realised. 


Date. 

Debtors. 

Stock. 



Total. 

Less Ex- j 
penses. 1 

Amount 

available. 

April ... 
,, «*• 
May ... 
June ... 
July ... 
Aug. ... 

Cash 

8,000 

12,000 

7.000 
10,000 

2.000 

Balance. 

4.000 

6.000 

3.000 

1.000 
3,500 

12,000 

18,000 

10,000 

11,000 

5,500 

1,000 s 
800 ' 
700 i 
500 i 
500 ' 

4.000 
11.000 
17,200 

9,300 

10,500 

5.000 


Amount due & 
Payable to 
Creditors. 


Amount avail-. 
1 able for Distri- 
bution to 
Partners. 


, 2.200 

9,300 

10,500 

5,000 


respecfveS. Tut leTT^p?tS®aLSmre"pt”"the BTfa^Te^SheT'^t^'^d T^Rr"2TM? 
Rs.: 10,000 and Rs. 2,000 re^ccUvcly, and ^ - 

of their proportionate shares of interest in the workine nf 
Hi. 6,000 respccUvely. The amounts, thSefore avSu r!? 

partners, -will first be utilised to pay off the partners the ■ 

credits in excess of their interest in the firm^ and then tn ^ their 

proportion to tlieir capitals, as shown in the following statemenT:—” ^ partners in 

■ '.• 1 . X V r, ■ ■’■■ 


’ ■ * » 5 

Capital aa per Balance Sheet . 

'.r iiis' Capital at each distribution, jj. 


Rs. 

20,000 

2.200 


17,800 


■from those m wmcn.xne pai uier.s i g 

. .the first Cash available for dislribu : 

, / to such partners . whose Capitals , 

/ sharing arrangements. Thus, the Ca 

/ . of the profit-sharing ratios .would be : 

until the Capitals of all of them aroW 
‘sharing - interests. After tins, each i 
■ his ' Capital. . ' ' 


Rs. 

a. 

p. 

10,000 

O' 

0 

10,000 

0 

0 

2,600 

1 . 

O' 


i 7,400 

0 

0 1 

i J 3,400 

0 

0 , 

1 666 

10 



Rs. 

2,000 


a. p. 
0 0 


2.000 0 0 


: nXUSTRATlOX 95. . _ , 

P, Q’ and R .'hard ptoSls hi proporUons o . him 10 .8 
their Balance Sheet shbivcd, ns follows. ^ , ’.i- 



Rs; ; 

2 , 200 . 

9,300; 


. 10,500 


5,000 


0 ‘J Debtors. 


Liahilttm '■ 


•Creditors' 

Fs Capital; 
•Q's 1. , 

R’s '-,. : . 


,:Rc., ii^Rr.’ . 
; : „;'f 14,000 
lo^Kio ir ■- . 
10,0-00 /. 

; ■-tt,G<33 ■ 

2f-.ooo. 

■ ’r.!!.'..';' 40.600’ 


Sui V— ®eeeinbor . 302 i : 

, ’■■■ 'Atuts . f j, - : 

. ■ ' T* Atr”t«. • 

^ I.f6,000; 


whRa.;were.iT« . 

■ Jt*!.’ jO,COO and Rs- 19,000. • 

bmv httW'the proccKls’.'iwtiid b« th?.rarav«r--,.-. 


. Rr- .; !,Cr.,Ci>3', 
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The profits and losses were shared in proportions of one-half, one-third and 
one-sixth respectively. 

The assets were being realised gradually, and distributions were made ‘ of the 
following sums to the partners: — 


1922 





Rs. 

March 31 

, , 


* , 

• * 

. . 30,000 

June 30 

• • 

• • 


• • 

.. 21,000 * 

Sept. 30 

• • 

• • 

• * 

« • 

.. 18,000 


Set out the partners’ Accounts showing the distribution. , , * 

Solution. -* 

E, F and G shared profits in the proportions of one-half, one-third and one-sixth ■ 
respectively, while their capitals as per the Balance Sheet stand at Es. 33,000, Rs. 54,000 
and Rs. 18,000 respectively. 

The total capital of the firm being Rs. 1,05,000, the amoimt of capital to be contri- 
buted by each partner in proportion to his respective interest in the firm’s working and 
the amount actually standing to the credit of each partner is shown in the following 
table : — 

Proportionate Amount Amount actually Amount less Amount more 
to be contributed. to the credit. contributed, contributed. 


Rs. Rs. Rs. Rs. 

E 52,500 33,000 19,500 

F 35.000 54.000 19,000 

G 17,500 18,000 500 


F and G thus having contributed Rs. 19,000 and Es. 500 respectively more than 
their interest* in the firm, the distribution will be made first to reduce these amounts 
and then to pay all the partners in proportions to their capitals. 

The following table will show the distribution: — 


E F G 


Capital as per Balance Sheet, 1922 
March 31, First Distribution 


June 30, Second Distribution 


September 30, Third, Distribution 

* Balance Rs. 


Rs. 

33,000 

1 Rs. 

54,000 

I 19,000 (1) 

1 Rs. 

18,000 ' 
500 (1) 

Rs. 

; 30,000 

33,000 

! 35.000 
; 7,000 (1) 

1 - 

17,500 
3,500 (1) 

! 

I 

1 


i 28,000 
! 6,000 (2) 

14,000 
3.000 (2) 

j 

1 

33,000 
6,000 (2), 

i 22.000 

j. 4,000 (2); 

11,000 
2,000 (2) 

f 21,000 

27,000 
! 9,000 (3) 

1 18,000 i| 9,000 

1 6,000 (3) i| 3,000 (3) 

1 

18,000 

j_ 18,000 

i .12.000 1 
1- 

6,000 !. 




li 
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EXAMINATION QUESTIONS.' 


Note. — ^The figtires in bold type at the end of most of the problems 
indicate their corresponding numbers in the Author’s “ TYPICAL 
PROBLEMS IN ADVANCED ACCOUNTING” where full solutions of 
these will be foimd. 

1. What are the lules for adjustment of losses and distribution of assets in 
a dissolution of partnership ? 

2. State the entries usually necessary on a dissolution of partnership. 

3. How is profit or loss on realisation of assets to be adjusted ? 

4. Discuss the position of a partner whose Capital Account shows a debit balance 
on dissolution. 

5. State the decision in Gamer v. Hurt ay. 

G. How should the Capital Accounts of the partners be treated as a result of 
this decision? 

7. Explain carefully how such adjustments would differ where the Capitals 
are fluctuatmg from a case where they are fixed. 

8. State the usual entries where a partnership concern is converted into a 
Limited Company. 

9. Explain fully tire working of decision in Gamer v. Murray where there is 
profit on realisation. 

10. How should the accounts be finally adjusted when after realisation tliere 
is not sufficient money to pay off the creditors in full and all the partners aie 
insolvent? 


DISSOLtJTION OF PARTNERSHIPS. 

U. A, B and C carried on business 


their Balance Sheet was as 

follows : — 

Liabilities 

£ 

Sundry Creditors 

. . 4,500 

A — Loan 

Capital Accounts: — 

6,000 

A 

. . 12,000 

B 

, . 10,000 

c 

. . 7,500 

£ 40,000 


in partnership and on 31st December 1913) 


Assets £ 

Land and Building .. .. 4,000 

Plant and Machinery .. 8,000 

Loose plant and Tools .. 1,500 

Stock-in-Trade . , . . 10,000 

Suni-y Debtors . . . . 14,000 

Cash at Bank and in Hand .. 2,500 


& 40,000 


They decide to dissolve the partnership as at 31st December 1913. A retires, 
and B and C continue the business, and agree to purchase A’s share in the Capital 
of the firm in the proportions m whidi they share profits and losses. Profits and Losses 
arc shared: A two-fifths, B two-fifths, and C one-fifth. A agrees to allow his loan 
to remain in the business. 

For the purposes of the dissolution. Goodwill is valued at £5,000, and the assets 
arc to be taken as follows : — 

Land and Building £4,500. 

Plant and Madiincry as in Uie Balance Sheet, subject to 10% depreciation. 

Loose Plant and Tools as in the Balance Sheet. 

Stock-in-Trade at £9,000. 

' Sundry Debtors as in the Balance Sheet, subject to .£1,100 provision -for Bad 
Debts !md an allowance of 5% for discounts and costs of collection. 

an«. Creditors is taken over by B and C subject to an allow- 
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B and C continue to share profits and losses in dan same proportions as heretofore. 
Draw up the Realisation Account and the Balance Sheet of B and C as on 1st 
January 1914. (Chartered Accountants.) 133 

(Balances on Capital Accounts after adjustments : — 

B £19,436-13^4 and C £12,218-6-8 ; A’s Loan Account £6,000 ; 

^ Balance Sheet Total, £41,955.) 

12. A, B and C have been carrying on business as wholesale gi-ocers and they 
share profits 7|15ths, 5|15ths and 3115tlis respectively. On 31st December 1917, they 
dissolve partnership. The Balance Sheet of the firm on tliat date was. as follows; — 


Liabilities 

Rs. 

Assets 


Rs. 

Sundry Creditors 

2,500 

Land and Buildings 


7,500 

Loan from A at 5 per cent 

6,000 

Plant and Fittings 


2,250 

Capitals : — Rs. 


1 Stock-in-Trade 


10,650 

A . , . . 9,000 


Horse, Cart and Harness 


1,000 

B . . . . 6,000 


Sundry Debtors 


3,000 

C .. .. 2,500 

17,500 

1 Cash 

1 


1,600 

Rs. 

26,000 

I 

( 

i 

t 

Rs. 

26,000 

A and B wanted C to join 

them in 

iioating the concern as a private company 

but C refused and A and B arranged to pay C out and then to form the 

company. 


The arrangements between A, B and C were as follows: — ^A and B took over 
the liabilities at book figures plus Rs. 500 allowed for realisation expenses ; they also 
took over the cash ; and the Horse, Cart and Harness were sold for cash realising 
Rs. 740. The other assets A and B agreed to take over as follows Land and Building 
Rs. 10,000 ; Plant and Fittings less 10 per cent ; Stock less 20 per cent ; Debtors at 
Rs. 2,115. 

A and B, having paid the realisation expenses Rs. 500 and having paid out C 
by providing the required cash in the same proportions as they share profits and 
losses inter se, proceed to sell the assets, as they stand, to the Harbour Grocery Co., Ltd., 
for Rs. 12,000 cash and Rs. 12,000 in dully paid up shares. The latter A and B take 
in the same proportions as they share profits and losses. 

A and B then pay off tire liabilities and themselves, and close the partnership books. 

You are required to sliow only (a) the Cash Account, (b) the Capital Accounts, 
(c) the Realisation Accounts, (d) Harbour Grocery Co., Ltd., Account. Assume that 
all the above transactions arc put through and completed on 31st December 1917. 

(G.D.A.) 134 

(Realisation Account of A, B and C — Loss Rs. 1,500 ; Realisation Account 
of A and B — Profit Rs. 1,340 ; Final Repayment to A Re. 2,291-10-8, 

B Rs. 1,208-5-4, and C R.^ 2,200.) 

13. The Balance Sheet of a firm on 31st December 1912, was as follows ; — 


Liabitilics 

Partner A's Capital 

,, B s ,, . . 

,, C s „ . . . 

Trade Creditors 


. . 5,000 

.. 4,000 

3,000 

, . 2,000 


£ 14,000 


Assets 

£ 

Freehold Properly 

.. 8,000 

Investments 

2,000 

Book Debts 

.. 1,000 

Cash 

.. 3,000 

t 

£ 14,000 


4 

Partnership profits and losses were divided equally. The partnership was dissolved 
as on 31st December 1912. The Trade Creditors were paid qt 5% discount. A agreed 
to take over the freehold property pt £9.000, B the investinents at £500, and C the 
book debts at £600. , 


Show the Final Partncrsliip Accounts. (Chartered Accountmifs.) 133 

(Rcr.Bsation Account— Lo.cs .£800; Final Repayment to B £3,2.33-6-8, 

and C £2,133-6-8; A to pay £4,266-13-4.) 
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14. Jones, Brown and Robinson were partners m a business, pr^ts ^n^ 
being divided thus-Jones 2l5ths, Brovm 215ths, and Robmf n 115th. 
was dissolved as on 31st December 1909, upon which date the position of the firm was 
as follows : — 


£ 


Capitals : — 

£ 


Jones 

, . 3,000 


Brown . . 

Loans : — 

.. 2,100 

5,100 

Jones 

.. 500 


Smith 

800 

1,300 

Sundry Creditors 

• • • • 

5,840 

jBank Overdraft 

.. 

1,000 


£ 

13,240 


£ 


Sundry Assets 

• * • • 

10,020 

Debtors : — 



Robinson 

500 


Sundry 

. , 2,000 

2,500 

Cash in hand 

• • • • 

120 


£ 13,240 


The expenses of the dissolution were £120. Jones took over the business, paying 
£7,850 for the “Sundry Assets” and £2,500 for tlie Goodwill. 

Prepare an account, as between the partners, showing the result of the dissolution. 

(.Chartered Accountants.) 

(Realisation Account — Loss £390 Balance Sheet Total £4,788; Capital 
Account Balances — Jones £2,844, and Brown £1,944 
/ ^ RoUnson (Dr.) £578.) 

The following Balance Sheet states the position of Messrs. Rufus & Isaacs 
on the 31st December 1910, on which date they decide to give up business and wind 


up their aSairs; — 

Liohilities 

£ 

Assets 

£ 

Sundry Creditors 


.. 3,800 

Stock-in-Trade 

. . 7,200 

Reserve 


2,000 

Book Debts 

. . 12,000 

Mr. Rufus — Capital 


, . 11,000 

Fixtures and Fittings 

.. 400 

hlr. Isaacs — Capital 


8,000 

Machinery and Plant 

1,800 

4 

( 

£ 24,800 

Profit and Loss Account 

. . 3,400 

£ 24,800 


The book debts wore collected at a cost of 7i9&, Stock sold for £6,000, Machinery 
etc., for £1,400, and Fixtures and Fittings for £500. Open the necessary Ledger Accounts 
on the basis of the above Balance Sheet, and show the final closing of the books, 
including the withdrawal by partners of any ultimate balances due to them. The 
partners share equally. (Incorporated Accountants.) 137 

(Realisation Account — Loss £2,400; Final Repayment'— Rufus £9,100, 

and Isaacs £6,100.) 

16. On January 1st, 1906, A, B and C were partners carrying on business as 
merchants with a Capital divided as follows A £30,000, B £20,000, C £10,000. Each 
partner was to receive 5 per cent interest per annum on his Capital, and to share 
profits and losses in the following proportions A seven-twelfths,' B one-fourth, and 
C one-sixth, i 

At June 30th, 1907, it was agreed to dissolve partnership and realise all the assets. 
In the result after all liabilities and daims had been paid wi& the exception of law and 
accountancy charges agreed at £500, there remained a balance in cash of £38,750. 

« Deceibber 31st, 1M7, was an agreed date between tlie parties for a settlement. 
Draw up a Statement showing the position as at that date. 

(Incorporated Accountants.) 138 
Umss on Rcdlkalion— SZlflSO ; Final Repayment — A £16,812-10-0, 

B, £15,062-10-0, and C, £6,375.) 
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17. The Balance Sheet of Messrs. Harris & Smith, stood at 31st December 1910, 
as follows : — 


Liabilities 

£ 

Creditors 

.. 2,300 

Loan by Harris 

. . 3,000 

Capital— Harris 

1,000 

Capital — Smith 

4,000 


£ 10,300 


Assets 

£ 

Debtors 

.. 2,200 

Plant and Machinery 

.. 5,000 

Building 

3,100 


£ 10,300 


The partners share profits and losses equally. They decide to wind up the 
business as at 31st December 1910. The resdisation of the assets yields 75% of the 
debts, 60% of the plant and machinery, and 70% of the building. Make out a final 
Balance Sheet and Capital Accounts. . (Incorporated Accountants.) 130 

(Realisation Account — Loss £3,480 ; Final Repayment — Harris £2,260 

and Smith £2,260 ) 

18. On Ist January 1915, L and M take Y into partnership, the terms being 
that he shall bring in £5,000 as Capital, and that L and M shall reduce the amount 
of tlreir Capital to £12,000 and £6,000 respectively. Profits are to be shared, one-half 
to L and one-fourth to each of M and Y. No other terms are definitely agreed upon. 
On 30th September 1915, the partnership was dissolved. A valuation of the Land and 
Buildings shows them to be worth £6,000, and L agrees to take them at that price, 
in part satisfaction of his share. The Goodwill is sold for £5,000, and the other assets 
realise their book values, the Balance Sheet at that date being as follows: — 



Liabilities 


£ 

Assets 


£ 

Creditors 



7,000 

Land and Buildings 


4,000 

L — Capital Account 


12,000 

Plant and Machinery 


8,500 

L — Current 

» • • 


500 

Stock 

• • 

10,200 

M — Capital 

ff * • 


6,000 

Debtors 

* • 

6,700 

M — Current 

ff * * 


300 

Y— Current Accoimt 

• « 

200 

Y — Capital 

• • 


5,000 

Cash 


1,200 



£ 

30,800 


£ 

30,800 

Set out 

the Dissolution 

Account and 

show how much each partner receives. 





(Chartered Accountaiits.) 

140 


(Realisation Account — Profit £7,000; Final Repayment — L £10,000, 

M £8,050, and-Y £6,550.) 


Vi9. Antia and Burdy are in equal partnership. Their Balance Sheet stood as:— 


Liabilities 

Rs. 

Assets 

Rs. 

Antia’s Capital 

Creditors 

GOO 

3,900 

Machinery and Plant 
Furniture 

Debtors 

Stock 

Cash 

Burdy’s Drawings 

.. 1,475 

400 
500 
625 
300 

.. , .. 1.200 

Rs. 

4,500 


Rs. 4,500 

The Assets were realised as 

t 

follows:- 

— 



Stock Rs. 350, Furniture Rs. 200, Debtors Rs. 500 and Machinery Rs. 700. f 


Tlie cost of collecting and distributing the estate amounted to Rs. 150. Antia’s 
private estate is not sufficient even to pay 'his private debts, whereas in Burdy 's private 
estate there is a surplus of Rs. 50. 
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Prepare a Realisation Account, Cash Account, Profit and Loss i^connt and 
Creditors* Account showing what dividend is paid to Creditors. (is. i^orTU) 

(.Realisation Account — Loss Rst 1,400; Sundry Creditors 

TCCSiVC 8 (ITITUIS 171 tJl€ RupC6») 


20. Cama, Norton and Madhavji are in partnership as Solicitors in Bombay, Na^w 
and Calcutta, dividing profits; Cama one-half, Norton and Madhavji one-fourth eacn. 

On 31st December 1923 their Trial Balance showed as under:— 


Furniture and Fittings 
Bombay 
Nagpur 
Calcutta 

Debtors (including costs accruing); — 
Bombay 
Nagpur 
Calcutta 
Creditors 
Cash at Bank 
Drawings 
Cama 
Norton 
Madhavji 

Capital, 1st January 1923 : — 

Cama 
Norton 
Madhavji 
Profit for the year 


Rs. 

Rs. 

4.000 

2.000 
2,000 


12,000 

8,000 

6,000 

6,900 

5.000 

12,700 

5,500 

6,000 

15,000 

8,000 

7,000',' 

30,100 

1 1 
Sj 

65,100 


On tliis date they decided to dissolve the partnership under the following 
arrangements : — 

Cama to take over the Bombay assets and all liabUilies, and to pay Norton and 
Madhavji each Rs. 3,000. Norton is to take over the Nagpur assets, and Madhai^i. 
the Calcutta assets. Furniture and Fittings arc to be reduced by 20% and Debtors by 
10%. Interest on Capital is to be allowed at 5%>. Cash at Bank is to be applied m 
adjusting the final balances between them. 

Prepare statements showing the distribution of Profits and the Partneri^ 
Accounts, 142 

(Final Repayment : — 

Cama Rs. 230, Norton Rs. 3,200, and Madhaoji Rs. 3,450.) 

21. Dinshaw and Mcavmn entered into portnerdiip on January 1st, 1922, Dinshaw 
bringing in cash Rs. 8,000 and Merwan bringing in nothing. Tlio partnership agreement 
stipulated that Dinshaw was to receive 5% interest on his Capital before dividing any 
profit ■which ■was divisible tbree-fifths and two-fifths respectively. On December 31st, 
1520, they agreed upon a dissolution. A Balance Sheet was prepared at 31st December 
1920, and stood as follows 


Liahilitics 


Rs. 

Din'baw — Capital Account 


S.OOO 

Nariman— Loan Account 


4,000 

Sundry Creditors 


4,200 

Balance of P, and L. 

Rs. 

Account 

10,000 


Protst for ilie year 1926 

2,500 

3230 

jf, 

Rs. 

23,700 


Assets 

Rs. 

Book Debts 

. . 14.000 

Stock-in-Trnde 

5,700 

Machinery, etc. 

.. 2,400 

Drarvings Account— Dinshaw 

.. 5,350 

Merwan’s Account 

.. 1,250 


Rs. 


iKfrrt credited wlUi Interest on Can! 
ov.'ti.uu.ed profits to be inkm into sccoual.^ The B 

J 


tab No interest on drawings 
Book Dcbla realised Rs. 13,000, 
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SlocJj-in-Tntde Tls. 4»SCK), nn<l ^tiichincry Its. 2,S00. An njnoiinS of Rf. 500 "waB alBo 
tfcoivcd for Goodwill which had nol appeared in the jiarlticrship hookr. Virile up the 
pecc'^rmy accovmt*, to pive cneci to tlic above statments, a'?,uminn that all linbijitics 
are di'cJwrfed and tie-- co*:!:! of r('<iH'.atloa amounting to Kc. 300 are also paid by carh. 
Show the closing of fkartncri’ Accounts, llio Sntcre.';t on Dimlinw's Capital Account 
5>i to be reckoned for each year on the original ilgt«re of Rs, 8,000 osid no interest on 
Sattrost need be taken into account 143 

(F'i«ct Reivryuica; t~- 

IJhwfujte Rs, 10^90. ond Mcrtrrtn Rs. 2,710.) 


22. The following Stems rt prc'entcd the book values at Slid December 1927 of the 
Asrets of « firm of Chemi-ts with four br.-\nch rhopn ; — 


Lc.arc .and Goodwill .. .. 

Furniture, Fbtlurcr, etc. 

Stock .« .. (.*• ■* •* 

Dook Debta .« *. •• 

Cash in hand 

Bomiict accrued due from hlenufocttmu-s 
Rents paid In Adv.ancc 

Tile firm’;: It.-jbtHtiea at the rime date were f.'; under: 
Sundry Cicditorir 

S/-curcd L-oan Creditor seifh aecruet! interest 
Overdraft at Bank 

Tne P.irtnon.* Capital Accounts stood as follows: — 


Rs. 

25,280 

9,100 

S8,21(} 

1,520 

70 

7,50 

490 


23,780 

33,300 

3,100 


Rs. 

A 5,020 

B 5,220 


Owing to a di.sagrccmcnt between the P.artnen; (who thnrcd profit*! equally), it 
was mutually rtrreod the.t tlioy should dis'olvc die Partnership and cadi continue to 
trade separately. tVith a view to an cquitaiile division of tlic Partnership property, 
an Arbitrator was appointed, v.dio awarded two of tJic budnesses to each partner. 

Tile* value osslgncd to tiic Lease, Goodwill, Fixtures, etc., of the two businesses 
av/nrded to A was Ks. 31.2G0, and to the Liea*-e. Goodwill, Fbclurcs, etc., of the remabiing 
busincs'’cs awarded to B Rs. 22,500. It was also awarded that tlic Stock and oflior 
a.s.scts should be divided equally raid tliat tlio liabilities should be borne equally. 

A was directed to rctnin the whole of tlio Bonuses due from tlic manufacturers 
,as .and when received and, in order to cqu.alisc m.ittcrs bclviccn the Partners, to make 
a cash pajTnc.nt to B. ' 

Show tlic Partners’ Account*; after giving effect to the Arbitrators’ award. 11-i * 
(A vtnkcs a cork pnjnr.cnt of Re, 4,825 to B in film! scttfcnicnt.) 

A and B canying on business In pratnersliip admit C on the basis of equal 
division of profil.s, C to bring in no Capital, .and in the event of dissolution to have 
no interest in tlio Goodwill. 

On let February 1924, the partnership was formally dissolved and as from that 
date, tile business was sold to D £: Co. for Rs. 1,80,000. Of this sum, Rs. 96,000 was in 
respect of Property, Plant .and Machinery. The Balance Sheet of A, B & C on 1st 
Fcbru<ary 1924, wa.s os follows 


Liabilities 

Rs. 1 

Creditors 

.. 18,000 i 

Capital Accounts — 

A .... 

. . 60,000 

B 

. ; 60,000 1 

Current Accounts*— 

A .... 

.. 1,000 

B 

,, 3.200 

c 

.. 3,600 

Rs. 1.40,400 j 


As.scfs 

Rs. 

Freehold Property, Plant 

and 

Machinery 

.. 72,000 

Debtors 

. . 44,000 

Stock-In-Trade 

. . 28.000 

Cash 

.. 2,400 

J 

Rs. 1,40,400 
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You are required to draft the Final Dissolution Account of A, B and C. 1“ 

(Profit on Realisation Rs. 24,000 to he shared equally between A, B and C ; 

Goodwill realised on sale of business Rs. 27,600 to be shared between. 

A and B '07ihj ; Final Repayment — A Rs. 83,400, B Rs. 85,000, and 

C Rs. 11,600.) 

24. D, E and F were partners with Capitals of Ks. 10,000, Rs. 8,000 and Rs. 4,000 
respectively, sharing profits 4l3lhs, SjOths and 2|9tl'\s. During the year, each 
had withdrawn Rs. 2,000. The Firm’s assets were then disposed of and realised Rs. 13,500. 
Tile liabilities amounting to Rs. 6,000 and the expenses of dissolution amounting to 
Rs. 500 were paid off. Show how the balance of cash should be apportioned among me 
partners and prepare the necessary accounts. 

(Realisation Account — Loss Rs. 9,000; Final Repayment — D Rs. 4,400, 

and E Rs. 3,000.) 


25. On 1st January 1930, X, Y and Z commenced business in partnership, shanng 
profits and losses in the proportions of one-half, one-third and one-sixth respectively. 
They paid into their Bank account as their Capital Rs. 40,000, being Rs. 20,000 by N, 
Rs. 15,000 by Y and Rs. 5,000 by Z. During the year each partner withdrew Rs. 2,000 
and on 31st December 1930, they dissolve their partnership, X taking up stock_ at an 
agreed valuation of Rs. 7,000, Y taking up Furniture at Rs. 1,000 and E taking vp 
Debtors at Rs. 5,000. After paying off their creditors, there remained a balance oi 
Rs. 3,000 at the Bank. 

Prepare the necessary accounts showing the distribution of the .cash at the Ba^, 
and of the further cash, brought in by any partner or partners as the case required. 

(Reolisation Account — Loss Rs. 18,000; Final Repayment — X Rs. 2,000, 

and y Rs. 6,000 ; Z brings in Rs. 5,000.) 

20. X and Y were in partnersliip and agreed to dissolve. The assets realis^ 
Rs. 75,000. The Liabilities were as follows ;-^undjy Creditors Rs, 45,000, Loan from X 
Rs. 20,000, X’s Capital Rs. 10,000, and Y’s Capital Rs. 15,000. They sharfe profits 
losses in proportions of X 5 and Y J. ♦ 

Show by means of accounts how the cash realised should be distributed. 

(Realisation Account — Loss Rs. 15,000; X brings in Rs. 1,250, 

and Y is paid Rs. 11,250 in final settlement.) 


GARNER V. hlURRAY DECISION 

27. State the principle laid down by Mr. Justice Joyce in. the case of Gamier 'v. 
Murray for_ the adjustment of Partners’ Accounts, when one partner is in debit ajter 
the realisation of Assets. What was the practice before this decision 7 

Illustrate your answer by a case where A, B and C are three partners who divide 
profits equally. On the dissolution of the partnership, the Balance Sheet stands thus 


' 

Liabilities 

£ 

Assets ^ 

A 

B 

.. 

. . 2,000 

500 

c"'* .. . ;; :: ‘S 

Loss on Realisation ’ . . , • 600 



£ 2,500 

£j,50g 


• 


(Incorporated Accountants.) 149 


(A xoill receive £1,520, and B £380.) 

^ 2S^ The partnership of A. B and C who are sharing profits and losses in tl*® 
, 01 2|9 and 1!3 is dissolved on 1st April 1925. Tlieir Balance Sheet on 

was as follcrtvs : — 
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Liabilities 

Sundry Creators 


Rs. 

4,500 

Assets 

Cash in hand 


Rs. 

500 

Bills Payable 


2,050 

Cash at Bank 


3,250 

A’s Loan 

, , 

2,000 

Bills Receivable 


2,800 

Capitals: — 

Rs. 

Investments 


12,000 

A 

34,000 


Debtors 


15,500 

B 

23,000 


Stock 


9;700 

c 

1,500 


Furniture 


1,850 

Reserve Fund 


58,500 

6,300 

Machinery- 

Buildings 

•• 

7,500 

22,500 

Profit and Loss * 

Rs. 

2,250 

75,600 

Rs, 

75,600 


The Assets realised — ^Investments, 15% less ; Bills Receivable and Debtors, 
Rs. 14,100 ; Stock 25% less ; Furniture, Rs. 1,025 ; Macliinerjr, Rs. 4,300 ; and Buildings. 
Rs. 13,200. The cost of realisation was Rs. 300. All the Liabilities were paid off. C 
becomes bankrupt and Rs. 512 only are received from his estate in fuU settlement of 
his indebtedness to the firm. Partners are paid off. 

Show the Realisation Account and Current and Capital Accounts of the partners 
(1) when the capitals of the partners are fixed quantities, and (2) when the capitals 
are not feed. 150 

(Realisation Account — Loss Rs. 22,050 ; Where Capitals are Jixei, A receives 
Rs. 36,315-14-10 ; and B Rs, 23,896-1-2 ; Where Capitals are fluctuating, 

A receives Rs. 36,300-0-11, and B Rs. 23,911-15-1.) 


29. A, B and C are equal partners, who decide to dissolve partnership. After 
realisation of their Estate, the Balance Sheet stands thus:— • 


Liabilities 

£ 

! Assets 

£ 

Capitals : — 


1 Cash 

.. 2,500 

600 

.. l,ol2 

A .... 

, . 2,710 

1 C — Overdra-wn 

B 

. . 1,902 

1 Deficiency 


£ 4.612 

! 

! 

1 

£ 4,612 


C being insolvent, determine the final adjustment between A and B. 

(Incorporated Accountants.) 151 
(A receives £2,061-5-10, and B £1,446-14-2 in final settlement.) 

Ct 

* 30. The following is the Balance Sheet of A, B and C, on 31st December 1911 : — 


Liabilities 

£ 

■ Assets 

£ 

Creditors 

. . 2,000 

• Cash 

590 

Bank — Loan 

500 

Stock 

. . 2,000 

Bills Payable 

500 

Plant and Tools 

2,000 

A — Capital 

.: 2,500 

Sundry Debtors 

. . 1,000 

B — Capital , 

. . 1,500 

Bills Receivable 

1,000 

£ 7,000 

C — Capital Overdrawn .. 

500 

£ 7,000 


C is insolvent, but his partners recover from his private estate £250. It is decided 
to wind up the Partnership, and the Assets realise— Cash £500, Stock £1,600, Plant and 
Tools £1,500, Sundry Debtors £750, Bills Receivable £700. Profits and Losses are 
divided equally. What would be the position of each Partner’s Acemmt on the winding 
up of the Partnership in accordance with the Partnership Act, the costs of Realisation 
amounting to £250? (Chartered Accountants.) 152 

(Reali.sation Account: — 

Loss £1,700 ; A receives £1,989-11-8, and B fiijlDSrlS-O.) 



1* 


332 
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Sheet stt^Decfmbef 


Liabilities 

£ 

Sundry Creditors 

Bills Payable 

Capital Accounts : — 

A 

B 

C ” 

. . 3,800 

900 

. . 6,000 
3,000 

Drawings Accounts:— 

. . 1,000 

A 

B 

• • • • 

700 

700 


£ 16,100 


Assets 

Sundi-y Dehlois 

Stock 

Furniture 

Cash at Bank 

C’s Drawings Account 


9,700 

2,400 

380 

620 

3,000 


£ 16,100 

Sun^y”Debtors'^'sto^^*anl”v^'””f,’ partnersliip is consequently 
final Balance Sheet showing the n?^t^n of ^10.380. Draw up a 

agreement between the parties ^ pai tner s Capital Account. There is no 

' (Incorporated Accountants.) 153 

^ ^ ^ (Final Balances Payable — A £4,900, and B £2,800.) 

MuT'thei? BalMcfth^rclTowed as Coal Merchants. On 3ls,t 

;=neet showed tire following position of affairs :— 


LiiahiliUes 

Sundry Creditors 
Loan on Mortgage 
Brown — Capital Account 
’! ^Drawings Account 

Oones—Capital Account 
» —Drawings Account 


2,500 

1,000 


1,500 

500 


£ 

3,000 

400 


3,500 


2,000 

£ 8,900 


Assets 

^ and at Bank 
Sundry Debtors 
Stock 

Horses, Carts, etc. 

Freeliold Property 
Robinson 


£ 

1,400 

4.000 
1,500 

500 

1.000 

500 


£'' 8,900 


wfs"'d^Jed foXsol"" one-half, Jones one- 

, After the assets h-,fl t, . • The costs of realisation amounted to £300. 

S^° “a* SJ'SS SLf KoH.™ 

«.= SSivS.*^' 

.1.. CpM „d D„wi„B 

{RcahsaUon Account Loss .poon • r-- ^ ^tlharfercd Accountants.) 154 

AdUSS aiJJU • Rp„n, _ . 




. ““U Close the books of the v-apiiai and urawi: 

{RcahsaUon Account — Loss -POOft • r- i t, ’ Accountants.) 

-900, Final Repayments - Brown £3,229-3-4- 

^ and Jones £1,837-10-0.) 

So Sg goods, and sharing profits 

A- ami C M hh Pfoooedr. B feto “d appoint B to fcalisc 

^ tis his remunei-ation, and fa l^ar =’”™"ts coming to 

, ,T!)c following is iho R.i e-’cpenses of realisation. 

di.-olution;_ ^ Balance Sheet prepared hv tl,,- c 

1 epareu by the fu-m ns on the date of 
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LmbilUics 


£ 


Assets S, 


Creditors 
Capitals : — 
A 
B 


. . 1,247 

£ 


£ 

Debtors . . . . 4,229 


4,129 

' Less Reserve for Bad Debts 211 


3,057 


4,018 

718G 

Stock-in-Trade 

1,872 


Cash 

476 


Otlicr Assets 

1,710 


C — Overdrawn 

1 

357 

£ 8,433 

1 

1 

8,433 


B reports the result of realisation as follows: — 


Debtors realise 
Stock-in-trade realises 
Goodwill is sold for 
The otlicr assets realise 


£ 

3,462 

1,444 

50 

909 




Creditors were omitted from tlie Balance Sheet to the amount of £100, 


The expenses of realisation amount to £110. 

C informs his late partners that he is possessed of £100 only, and they agree 
that, if as a result of the realisation ho is still indebted more than this amount, they will 
accept it in full settlement. Prepare Dissolution Accounts. (Chartered Accountants.) 155 
(Rcalisatioji Account — Loss £1,835; Final Repayments — A £3,602-19-9, , 

and B £2,844-1-3.) 

84. A, B and C are partners in a firm dealing in hardware, and sharing profits 
and losses 40 per cent, 30 per cent and 30 per cent respectively decide to dissolve, 
and appoint B to realise the Assets and distribute the proceeds, B is to receive 5 per 
cent of the amounts realised from Stock and Debtors as his remuneration, and is to 
bear all tlie expenses of realisation. 

The following is the Balance Sheet prepared by the firm as on the date of 
dissolution ; — 


Liabilities 

Rs. 

Assets 

Es. 

Creditors 

. . 59,000 


Es, 

Capital Accounts; — 

Rs. 

Cash 

. . 1,500 

A .... 

30,000 

Debtors 

45,500 

B 

20,000 

Less Reserve for Doubt- 


50,000 

ful Debts 

Stock 

C — Overdrawn 

2,500 

43,000 
.. 60,000 
■ .. 4,500 

i 

Rs. 1,09,000 


Rs. 1,09,000 


B reports the result of realisation as follows ; — 

Debtors realise Es. 35,000. 

Stock realises Es. 45,000, 

The Goodwill is sold for Es. 2,000. 

Creditors were paid Es. 57,500 in full settlement. 

'Outstanding Creditors Es. 500 have also been, paid. 

The expenses of realisation came to Es. 600 which B met personally, 

A and B agree to receive from C Es. 3,000 in full settlement of the firm’s claim 
against him. Show Capital, Eealisation and Cash Accounts. (B. Com.) 15G 

(Realisation Account — Loss Es. 24,000; Final Repayments — A Ra. 24,780, 

and B Rs,’ 19,920.) 
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35. The Balance Sheet of Artliur, Bcnion and Charles, who are eq[ual partners, 
showed as follows on 31st March 1924: — 


Liabilities 


Creditors 
Capitals ; — 
Aiihur 
Charles 


Rs. 

1,10,000 

2,75,000 
Rs. 3,85,000 


Rs. 

1.65.000 

1 . 10.000 


Assets 

Cash at Bank 

Debtors 

Stock 

Investments 

Furniture and Fixtures 
Benson — Overdrawn 


Rs. 

12,500 

1.25.000 

1.75.000 
50,000 

2,500 

20,000 


Rs. 3,85,000 


firm was dissolved as on that date. For the purposes of dissolution, the 
investmente were valued at Rs. 80,000 and Stock at Rs. 1,40,000. Cliarles agreed to take 
over the investments and Arthur to take over the Stock. Arthur also took over the 
oHice ti^ture at book value. The Debtors realised Rs. 1,18,000. The Creditors were 
paid off Ks. 1,07,000 in full satisfaction of their claims, 

f a- that Benson is insolvent and is unable to bring in anything in respect 

m ms debt to the firm, show Realisation and Capital Accounts of all the Partners, 
ihe hnal adjustments are to be made in accordance with the decision in Gamer v. 
Murray, jgy 

(Realisation Account — Loss Rs. 9,000; Ftnol Repayments — Arthur Rs. 8,700, 

and Charles Rs. 20,800.) 

SALE TO A COMPANY 

Comnfnv ^ Busincss decide to sell their business to a Limited 

Comjiany as on 31rt December 1914, for the sum of £40,000, to include Good\^l. Tl>8 

Uabrnties^’^^On Mortgage and discharge the other 

Liabuities. On the 31st December 1914, the Balance Sheet of the Vendors showed:— 

Liabilities £ s. d. i a,...*. r. g, d. 


Sundry Creditors 
Mortgege on Freehold 
Bills Payable 
<1. Smith — Capital 
H. A. Smitli — Capital 


18,189 7 
7,000 0 
1,860 3 
7,500 0 
7,500 0 


£ 42,049 11 3 


Assets £ 

Freehold Premises .. 11,500 0 0 

Slock-in-Trade . . 18,560 16 6 

Book Debts . . 5,752 U 3 

Rates, Insurance and Tele- 
phone paid in advance 177 3 8 

Cash at Bankers .. 6,058 19 10 


£ 42,049 11 3 
* ■ - 

£5,500°"ffl^’“o^^y^lTOt^f the cLditlrs^^®'’®H^ affairs, the Book Debts realised 
Prepare a statement showm^+Lnt^ Jf?’ amounting to £385 were allowed, 

of his Capital amount payable to each Paitner after the repayment 

(Oiartered Accountants.) 158 

(Profit on sale of business : — 

J. Smtfli £1,917-14-5, and H. A. Smith £1,917-14-4.) 

and * Co., sharing profits 

was as follows espectively, and on 31st December 1911 their Balance Sheet 


c!. ..j „ Liabilities 

_ Sundry Creditors 
Bills Payable 
Bank Overdraft 
Capital Accounts: — 

J. Dyson 
W. Daw 


■ £ 
2,000 
1,000 


£ 

2,000 

500 

1,115 


3,000 


£ 6,615 


_ , . , Assets 

Cash in hand 

£ 

£ 

15 

Bills Receivable ^ i 

Sundry Debtors 

Less Reserve for Dis- 

3,900 

250 


150 


Stoo3:-in-Trade 
Plant and Machinery 


2,85( 

2,50C 

1,000 
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On Uial date Ihcy agreed to sell the business to a limited company, the company 
to take over at the following vnUtalions 

Sundiy Debtors .€2,700, Stock €2,200, Plant and Maclrincry €1,210, the other 
assets and liabilities at their book values, and tlio company agreed to pay £1,740 for 
goodwill. The iirm received £3,000 of tlic purcha.so price in £1 fully paid mdinary 
shares in tlie limited comp.any and £1,500 in cash, and these assets were distributed 
among the partners in proportion to their capitals. Show in the books of the partner- 
ship: — (tt) Realisation Account; (b) Company’s Purchase Account; (c) Partners’ 
Capitol Accounts ; (d) Cash Account ; and (c) tiic Shares Account. No other accounts 
are required. (Lancashire & Cheshire fnstitutes.) 153 

(Realisation Account — Profit £1,503; Cash payable io Dyson £1,000, 

and Daw £500; Shares — Dyson £2,000, and Data £1,000.) 

o 

S8. Messrs. Anderson and Mullan who are equal partners, carry on business as 
Manufacturers, and their position, as stated in their Balance Sheet at 31st December 
1921, is as follows: — 


Ltobilitics 

Rs. 

Assets 


Rs. 

Sundry Creditors 

.. 55,500 

Stock-in-Tradc 


42,000 

Imperial Bank of India 

. . 28,500 

Machinery and Plant 


18,000 

Bills Payable 

Anderson’s Capital 

MuUan’s Capital 

. . 10,500 

OfRco Fui-niturc 


1,500 

. , 33,000 

. . 52,500 

Book Debts 

Life Policy on Joint Lives — 


60,000 

Surrender Value 

Leasehold Property 
Andcrson’.s Diawings 

Multan’s Drawings 


7,500 

22,500 

9.000 

3.000 


Rs. 1,80,000 
— 

Profit and Loss Account 

Rs.' 

16,500 

1,80,000 


Hie business is carried on imtil SOlh June 1922, by which time a net profit of 
Rs. 12,300 has been made for the half year, alter 10 per cent per annum has been 
written off Leaseholds. Meanwhile, Sundry Creditors have been rcdviccd by Rs. 12,000, 
Bills Payable by Rs. 2,925 and overdraft by Rs. 3,000, and Partners have withdrawn 
Rs. 3,000 each during the half year. 

Stoclr-in-Trado now stands at Rs. 45,300, Book Debts at Rs. 40,200 and subject 
to any necessary alteration, tlio other items remain as at 31st December 1921. 

In September, tlie firm agrees to sell the business to a Limited Company upon 
the basis that tlio Stock .shall be taken over at a discount of 5 per cent and Book Debts 
at a discount of 2i per cent as at June, the Company paying Rs. 7,500 for profits in the 
interval less Rs. 1,500 each -withdiawn by partners since June; the partners to retain 
the Life Policy, and the Company, with these exceptions, taking over on the basis of 
the Balance Sheet at 30lh Jime, and agreeing to pay a Goodwill of Rs. 37,500. The 
purchase money is to be paid (1) by Rs. 90,000 in casli, and (2) by tire issue to the 
partners of Rs, 15 Preference Shares to satisfy the balance due to them respectively. 

Disregarding Interest on Drawings and Capital, you are required to prepare a 
Realisation Account and Caph^il Accounts of the Partners. Give also the final Journal 
Ent^ for the distribution of the remaining assets between the partners. (G. D. A.) 160 

(Realisation Account — Profit Rs. 34,080; Final Amounts payable — Anderson 

. Rs. 38,190, and Mullan Rs. 63,690 1 

39. A and B were partners and shared profits in tlie proportions of 2(3 and ll3, 
respectively. They sold the Goodwill of their business and the Plant and Stock to 
C. Company, Limited, for £10,000 cash, and 10,000 £1 shares in the C. Company, the 
market price of such shares being 25s. per share. The partners undertook to collect 
their own book debts and to discharge their own liabilities. 

- The following Balance Sheet represented the state of affairs at the date of the 
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A AND B'S BALANCE SHEET, 


Creditors 

Liabilities 

£ 

.. 6,000 

Debtors 

Assets 

£ 

.. 12,000 

Loan,^ A 

• » • • 

.. 2,000 

Cash 


.. 25 

Capital, A 

• • • • 

.. 13,525 

Bank 


500 

Capital, B 

• • • « 

.. 10,000 

Plant 


.. 5,000 



£ 31,525 

Stock 

• 

.. 14,000 

£ 31,523 


A Debtor for £500 became bankrupt and his estate realised 5s. in the £. All 
the other debts were realised, subject to a discount of 2^ per-cent; the creditors were 
paid in full. A and B agreed that A should recdivc the whole of the C. Company Shares 
as part of his ^are in the settlement 

Prepare an account sliowing how much A and B would each receive in casli. 

(B. Com.) 161 

(.Realisaticm Account— Profit £2,837-10-0; Fiiutl Rcpavments — A £4,916-13-4, 

and B £10,945-16-8.) 


• M and P wish to convert their business into a Private Limited Company, 

^th the view of giving their assistants an interest and being gradually bought out 
To e^edite matters, it is arranged to incorporate the Company as at 1st January 1925, 
on the basis of the last Balance Sheet dated 30th June 1924, net profits after charging 
hi^rest and commission for tlie Intervening half-year being estimated at Rs. 1,25,000. 
M and P get 3|5ths and 2j5tlis of the profits respectively. The Balance Sheet discloses 
inter alia the following figures: — 


M Capital 




Rs. 

.. 6,39£81 
.. 3,85,637 
.. 50,000 

. . 24,321 

P Capital 

X Deposit 

A (Assistant) at Credit 

♦♦ 



B (Assistant) at Credit 

•• 



. . 9,738 


n j bailees receive interest at 6% per annum on opening balances only. 

Goodwill IS to be valued at Rs. 3,50,000, each partner sharing equally therein. 

December 1924, A sells War Bonds for Rs. 15,090 at 95 and pays the 

^ B receive commission at 3% o“ 
L If creditmg the partners with interest. It is agreed by all to taKe 

M P’s <h-awings are eI. 12,040 and Rs. 59G0 
^ y or the half-year. It is proposed to raise the necessary finance as follows • 

Ps. 100 Shares, Debentures Rs. 4,00,000 to be held by partners 
q y and the biance to be loaned by the partners in ratio of profits received. 

as partners, showing the finance available 

as at dlst December 1924 and its allocation. (B_ Com.) 162 

(Final Amounts payable — M Rs. 8,96,419, and P Rs. 6,16,246.) 
T tj Short and Small, Drapers, sold their business to the Swadedii Trusts, 

the'buL^l Comp^^bt^ned for a«Xnt 

und^oSfto ® with all its A^ets, but the Trust Company 

Liabilities 

Trade Creditors 
Partners’ Capital Accounts 


Rs. 


Assets 

Rs. 

- . 10,000 
. . 76,000 

Cash at Bank 

Stock 

Debtors .. ” 

Freehold Property 

Furniture and Fixtures 

4,000 

30.000 

12.000 
•• 35,000 

. . ' 5,000 

Rs. 86,000 

' 

\ 


Rs. 86^ 
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Submit the necessary entries to record the above transactions in the boolts of 
Messrs. Short and Small. 

The profit of Messrs. Shoit and Small for the previous years were: — 

1924, Rs. 6,600. 1925, Rs. 7,200. 1926, Rs. 8,400. 

Assuming 31 years’ purchase of the average profits for the last three years 
previous to the date of the sale as being a fair price for the Company to pay as Good- 
will of the business, how much in excess of the equitable market price did the Trust 
Company pay for the Goodwill? 103 

(The price paid /or Goodwill is Rs. 44,000, which is Rs. 18,100 

in excess of its equitable marlict price.) 


42. A, B and C carry on business in partnership sharing profits and losses, 3 
and J respectively. On 31st March 1916, when they agreed to sell off their concern to 
a newly started Joint Stock Company, their position was as follows: — 




Rs. 


Rs. 

A’s Capital 


20,000 

Freehold Property 

. . 18,000 

B’s „ ' .. 


15,000 

Machinery 

. . 12,000 

C’s „ 


13,000 

Book Debts 

. . 15,000 

Sundry Creditors 


12,000 

Stock 

. . 13,000 


Cash 

.. 2,000 


Rs. 

60,000 


Rs. 60,000 

The Company took up 

the 

following 

Assets at the valuation shown 

below : — 


Freehold Property 





Rs. 

.. 22,000 

Machinery 

* , 




. . 11,000 

Book Debts 





.. 14,000 

Stock 





. , 12,000 

Goodwill 

• . 

• • 

• . 

• » 

.. 4,000 


The purchase price of the Freehold Property and Machinery was paid by tlie 
Company in its shares for Rs. 33,000 and Book Debts, Stock and Goodwill were paid 
for in cash. The Sundry Creditors are paid off at a discoimt of 21 per cent and the 
expenses of realisation amounted to Rs. 500. 

Pass the necessai'y Journal Entries to close the books of tlie firm and prepare 
the Ledger Accounts showing the result of dissolution, and the final distribution of 
cash and the new company’s shares between the partners. 1G4 

(Realisation Account — Profit Rs. 4.800 ; A gets Rs. 8,400 in Cash and 
Rs. 14.000 in Shares, B gets Rs. 6,300 in Cash and Rs. 10,500 in Shares, 

and C gets Rs. 5,100 in Cash and Rs. 8,500 in Shares.) 

43. X and Y are in partnersliip as motor manufacturers. The following is their 


Balance 

Sheet on 31st December 1917. 


- 


Liabilities Hs. e 

Assets 

Rs. 

Sundry 

Creditors . . . . 20,000 

Cash at Bank 

. . 1,500 

Capitals 

Rs. 

Debtors . . . . 

' . . 35,000 

X 

.. 85,000 

Stock 

. . 42,000 

Y 

.. '85,000 

Plant 

.. 81,500 


1,70,000 

Land and Buildings 

. . 30,000 


Rs. 1,90,000 


Rs. 1,90,000 


They decided to sell their business as from the above date to the Madras Motor 
Manufacturing Company, Limited. The company acquires the Slock, Plant, Land and 
Buildings, and Goodwill for which the vendors receive Rs. 1,75,000 in fully paid Rs. 100 
Ordinarj’- Shares. 

The Debtors realise Rs. 32,500 and all the ci'editors have been paid amounting to 
Rs. 22,500 (including Rs. 2,500 outstanding creditors). 

22 
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Make the necessaiy Journal Entrie'- to close the parineiship books. 


J85 


(Profit on RcalisaUon — R'l, IC.'jOO; X and Y each gets Rs. 5,750 in Ca^i ' 

and Rs. 87,500 t7i Shares.) 


44. The following is the Balance Sheet of C mid S, manufacturers, as at 31sl 
December 1929 : — 


Liabilities 

Rs. 

Trade Creditors 

Loans 

Capitals; — 

C 

S 

. . 11,853 

.. 3,297 

Rs. 

25,000 

12,500 

37,500 


Rs. 52,650 


Assets 

Rs. Es. 

Plant and Mach’mery 

. - 5, two 

Freehold Property 
Stock 

. . 7,500 

» 9,000 

Work-in-Progress 

. . 10,000 

Debtors 

, . 20,500 

Less Rcsen’c 

. . 2,350 

18,150 

Bank 

. . 3,000 


■ . Rs. 


C and S have decided to sell their business to a Limited Company to be called 
the Crank Manufacturing Co., Ltd. as and from the date of the Balance Sheet, viz., 
31st December 1929. The purchase is not completed until 31st Maich 1930, but we 
Company agrees to pay interest on the purchase price at 5 per cent per annum for tiic 
three months. Show the Ledger accounts in the firm’s books of the sale of the business 
to the Company having regard to the following adjustments, and allot to each partner 
his respective share. The partners share profits in proportions to their capitalo. 

The business is sold to tlie Company for cash. Plant and Machinery are valued 
for the purposes of sale at Rs. 1,C00 mote than the figure appearing in the books ana 
the Goodwill of the firm is assessed at Rs. 7,900. In addition to the Reserve for Baa 
Debts already provided, C and S have to make a further allowance of Rs. 1,500, wluic 
the liabilities to be taken over by the new Company are found to be Rs. 500 Diore 
than the amount stated in the Balance Sheet. (B. ComC) 

(Realisation Account : — 

Profit Rs. 8,062-8-0 ; C gets Rs. 30,375 ; mid S gets Rs. 15,187-8-0.) 


MISCE^ANEOUS PARTNERSHIP PROBLElvis. 

A, B and C carried on business in partnersliip, profits being divisible t® 
A Ii2; to B 1|3 and to C llG. 

The Balance Sheet on 31sl December 1930 showed tlieir Capitals to be: — 

A Rs. 10,400 ; B Rs. 5,000 ; C Rs. 3,000. On 28lh Febmary 1931 A died, and you 
aie instructed to prepare an account for presentation to his executors having legara 
to the following facts: — 

> (a) The firm had insured the partners’ lives severally, A for Rs. 9,000, B foi 

Rs. 4,800 and C for Rs. 2,400. The premiums have been charged to 
and Loss Account -and the surrender value on 28lh February 1931 amountea 
in each case to one-fourth of the sum assured 

(b) Capital carried interest at 5 per cent per annum. 

(c) 'A’s drawings from 1st January 1931 to the date of his deatli amounted to 

Rs. 1,200. 

(d) A’s share of profits for the portion of the current financial year for whieh 
Im lived was to be taken at the sum calculated on the average of the 
three^ completed years and Goodwill was to he raised on the basis of two 
years purchase of the average profit of those three years 

The annual profits wore Rs. 9,200, Rs. 7,400 and Rs. 8,600 respectively. 

Show the account and journalise the entries affecting it. Ignore Income-tax. 

(G..D. A.) ' 1®' 

(Amount payable to Executons of A is Rs. 23,786-10-8 ) 

^ f 
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/ 


Red, Wliite and Blue agreed to dissolve partnership, White and Blue retiring, 
and Red taking over the Goodwill on the basis of two years’ profits, calculated on 
an average of the previous five years, less 10 per cent. 'Ilie result of the five years’ 
trading has been: — 


1896 • 




Profit 



£ 

.. 2400 

1897 

* 






.. 1,680 

1898 

• 



Loss 



.. (m 

1899 

« 



Profit 


• 

112 

1900 

•• 



» 


• 

106 


The Capital of eaclr partner before the figures are adjusted is as follows 
Red White Blue 

£3,100 £2,900 £1,280 

Prepare General and Personal Accounts, showing the result of the dissolution.' 

(Iircoi porated Accountants ) 1G8 

(Red has to bring in *£4,983-10-4 of which £3,301-15-2 will be 

payable to White and £1,681-15-2 to Bhie.) 



47. Black and White enter into partnership upon equal terms as to profits or losses 
of the venture, for the purpose of perfecting an invention with a view to its sale to a 
Syndicate. No interest was to be paid on Partners’ Capitals prior to divrsion of results 
Black contributed £300 and White £150 to cover the cost of experiments. White giving 
his personal services without salary. Upon the completion of the necessary experiments, 
the purchases and expenses were found to have amounted to £478. Black then advanced 
a further £50 and White paid a further £22 for Patent Fees, etc. The invention was 
sold by them to a Syndicate for £1,000 in cash, which was paid to them, and 1,000 -fully 
paid shares of £1 each in the Syndicate, and these were duly allotted. Upon dissolving 
the partnership. White arranged to talie over the stodc of materials at an agreed valuation 
of £36, and undertook to discharge outstanding liabilities (if any). Black consented 
to take ovOr the 1,000 fully paid shares at an agreed valuation of £50. Prepare the 
accounts necessary upon the dissolution of partnership. (Royal Society of Arts.) 169 

(Black gets £593 in Cash and White £429.) 

48. C, D and E are in partnership sharing profits equally, and having each a 
Capital of Rs. 5,000. C retires from the business on 30th September 1920. It is provided 
in the Articles of Partnership that in the event of a partner retiring, he shall be 
repaid his capital and proportionate share of profit to the date of dissolution, less his 
drawings, these profits to be taken on the basis of the average profits of the last three 
completed years. In addition to tius, he shall be paid half the Goodwill of the business 
—the Goodwill to 'be considered equal to three times the average profits of the last 
three completed years. 

The amount payable to C in respect of his dues is to be satisfied by giving six 
bills of equal amounts carrying interest at 5 per cent per annum from Is^ October 1920. 

The profits of the last thice completed years amoimted to Rs. 10,000 on December 
1917 ; Rs. 4,000 on December 1918 and Rs. 2,700 on December 1919. 

Show what amount is due to C for Capital, Goodwill and Profits, he 'having drawn 
Rs. 750 on account of profits, and the amount of each bill with interest thereon 
added to it. 170 

1 (The Total amount payable to C will be Rs. 13,991-10-^) 

49. The position of the partnership firm of Karim, Esmail 'and Kunte who are 
sharing profits in the proportions of ll2, l|3 and llG on 30th June 1925 was as 
follows; — 
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Sundry Creditors 
Bills Payable 
Bank Overdraft 
Capitals : — • 

Karim 

Esmail 

Kunte 

Karim’s Loan Account .. 
Profit and Loss Account 


Investments 
Sundry Debtors 
Stock 
Furniture 
Plant 

Bills Receivable 
Cash in hand 
Current Accounts ; 
Esmail 
Kunte 
Buildings 


Rs. 78,100 


Rs. 78,100 


Kunte having become insolvent, the partnership was dissolved on 1st July 
Investments were taken up by the partners and other assets realised Rs, 38,800. A 
dividend of 4 annas in the rupee was received from Kunte's estate. 

Pass Journal Entries to close the books of the firm and show Capital Accounts 
of the Partners. 171 

(Pinal Repayment iu Cash : — 

Karim Rs. 16,100, and Esmail Rs. 11,725.) 

50, Two Firms, Bhesanias and Kapadias agree to amalgamate, and to convert tlie 
united business into a Limited Company under the name of Fashions, Ltd. The assets 
of both Firms, exclusive of Goodwill are to be transferred at book values, and amount 
to Re 7,60,000, namely Bhesanias Rs. 5,40,000 and Kapadias Rs. 2,20,000. 

The Goodwill is to be valued at a sum equal to three years’ purchase of tlic 
combmod profits of the two Firms, calculated on the average profit of the preceding 
five years of each firm. The amount of Goodwill so ascertained is to be taken 3 l 4 ths 
by Bhesanias and 114th by Kapadias. 

T. years’ profit were Bhesanias Rs. 2,40,000 and Kapadias 

Rs. 70,000. ’ ’ 

The purchase money is payable as follows:— Fully paid Ordinary Shares of Rs. IM 
each for ae amount of Goodwill. Fully paid Ordinaiy and fully paid Preference Shares 

iLsrsf Kw"" ,g 

(Bhesanias will r^eive 3,595 Ord. Shares, 2,200 Pref. Shares and Rs. 1,00,000 
in cas/i, Kapadias will receive 1,440 Ord. Shaies, 975 Pref. Shares 

and Rs. 25,000 in Cash.) 

purpose' of pmch®?nTtbp'^W^^^°" r® into partnersliip as equal partners for the 
1905, upon the of rething, on 1st January 

Sundiy Creditors £3 218- ^ ‘ — Capital £20,^40, 

£12M0; Si^ety an^pfant ^8 2m.°^^^^^ = LeasSold Fac ory 

£1,458; Diilerencc in i Sundry Debtors £1,560; Stock 

£25,000 which was naid to Wliim r?*t Purchase price of the business was agreed at 
by the partners as follows • firm’s Banking Account 

opening the books of the new £10,000 ; Robinson £6,000. Before 

ciation to Machincrv -md Plant agreed (a) to transfer the Reserve for Depre- 

and (b) to v^te ^‘^200 from and to \mte off a further £200 as depreciaDon, 

now fi4i l^Zre mi the transactions in the boolcs of the 

commencing business ® position of ^ith, Brown and Robinson, on 

(Eatidon Chamber of Commerce.) ^73 

(Balance Sheet Total, £31,218.) 

was Rs. 7624o'^ma^ow°jHs’^lo*300 Tiacember 1922, Robert’s CapHaJ 
five-sevenths and two^Wnths and tb^'T Profits and losses in the proportions of 

Eovcnms, and their withdrawals are to be in the same proportions. 
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At the close of 1923 you are given the following information relating to that year ; — 

(a) The Joint Capital on 31st December was Rs. 1,06,380. 

(b) The drawings of Novy were Rs. 1,080 in excess of the arranged proportion. 

(c) Novy is to be credited with Rs. 1,050 by way of preferential salary for 1923. 

(d) Effect is to be given to a promise made to Novy by Robert in 1922 that 
Robert should pay Novy Rs. 500 for additional work thrown on him owing 
to the illness of Robert. 

(e) Interest on Capital at 5% to be charged. Prepare a statement showing how 
the Capital of Rs. 1,06,380 is divided between Robert and Novy. 

(B. Com.) 174 

(Capitals on 31s£ December 1923 : — 

Robert Rs. 78,654-2-3, and Novy Rs. 27,725-13-9.) 

53. X and Y are in partnership. The Balance Sheet of 31st December 1915 showed 
X’s Capital at Rs. 6,000 and Y’s at Rs. 3,000. Goodwill does not appear on the Balance 
Sheet. Profits and Losses are to be divided as to 2j3rds to X and IjSrd to Y. As a 
matter outside the partnership, Y owes X Rs. 1,000. This does not appear in the firm’s 
Books. Disagreements arising, the partners agree to dissolve as from 31st December 1915, 
on the basis of the Balance Sheet above referred to. Y offers X Rs. 11,000 to go out, this 
payment to recompense X for his interest in the Business including Goodwill and also to 
settle the private debt of Y to X. X", however, would rafiier pay Y out on the like terms 
with an additional amount of Rs. 500, and offers Y a sum to settle Y’s interest in the 
Business and his (Y’s) private debt, and the additional amount above referred to. 

Prepare, statements showing the details of their offers, assuming that X values the 
Goodwill at tlie amount which is implied as its value in Y’s offer to X. (B. Com.) 175 

(Y’s oSer tti X is Rs. 11,000; X’s offer to Y is Rs. 4,500.) 

54. A Firm consisting of three Partners divided profits and losses as follows: — 

. Years 1920 to 1924 inclusive; A five-tenths, B four-tenths, C one-tenth. 

Years 1925 to 1926 : A three-tenths, B four-tenths, C three-tenths. 

Difficulties arise over the treatment in the Accounts of the following matters: — 

(a) In the year 1921 a loss of Rs. 5,000 arose through the dishonesty of an 

, ■ employee. A reversionary interest, worth Rs. 2,000 on 31st December 1921, 

was obtained in part recoupment, and was included in the boolm of the 
firm at Rs. 2,000. This asset- fell in on 31st December 1925, and realised 
Rs. 5,400. 

(b) At the 31&t December 1921, the indebtedness of a foreign customer was 
Rs. 1,00,000. 

The following amounts were written off: — 

' Rs. 

1922 .. .. .. •• .. .. 30,000 

1923 .. .. .. •• .. .. 10,000 

In the year 1925, it was ascertained that the debt was wholly bad, and the 
balance was written off. 

You are requested to advise the Partners as to the correct treatment of these 
matters, having regard to the changes in the Partnership Shares. State such advice 
accordingly, indicating, if thought necessary, such further information as is required to 
enable you to form your views on the matters in question. 176 

55. A, B and C rater into partnership to acquire a controlling interest in two private 
limited companies, India Co., Ltd., and Egypt Co., Ltd., and purchase 5,600 fully paid 
shares of Rs. 100 each in India Co., Ltd., for Rs. 6,16,000 and 4,200 fully paid shares 
of Rs. 100 each in Egypt Co., Ltd., for Rs. 6,30,000. On the date of acquisition of the 
shares, the India Co., Ltd. had an undistributed credit balance in the Profit & Loss 
Account of Rs. 3,500 and the Egypt Co., Ltd. had Rs. 25,200. On 1st July 1927, C 
wished to retire and to realise his interest. It was determined to find out the value of 
C’s interest and consequently to raise the firm’s Investments Account to the proper 
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figure. Since acquisition, the value of goodwill in the case of India Co., Ltd., h^ gone 
up by Rs. 10,500 and in the case of Egypt Co., Ltd., has come down by Bs. 3,150. 

From the following particulars, prepMe the firm’s Balance Sheet after 
the Investments Account to the proper figure and determine the value of Cs mteresx 
which is agreed to be purchased by the remaining partners. 


BALANCE SHEET OF INDIA CO., LTD. 
As at 30t?i June 1927. 


Inabilities 


Rs. 

Assets 

Rs 

Capital ; — 


i 

Cash at Bank 

... 34,000 
.. 4.00.000 
.. 3,50,000 

7,000 Shares of Rs. 100 

each 

1 

] 

Debtors 

fuUy paid up 


7,00,000 1 

j Stock 

Sundry Creditors 

Profit and Loss 

Rs. 

14.000 ’ 

70.000 

7,84,000 

1 

1 

i 



BALANCE SHEET OF THE EGYPT CO , LTD. 
As at 30tJi June 1927. 


Liabilities 


Rs. 

Assets 

Rs. 

Capital : — 

6,300 Shares of Rs. 100 
fully paid up 

Sundry Creditors 

Profit and Loss 

each 

6,30,000 ! 

35,000 
18,900 

; Cash at Bank 
i Debtors 
j Stock 

1 ' 

1 

, 38,900 

,, 2,95,000 
.. 3.50,000 


Rs. 

6,83,900 

1 

rb. "e^isioo 


BALANCE SHEET OF THE FIRM OF A, B AND C. 
As at 30th June 1927. 


Liabilities 


Sundry Creditors 
Capitid Accounts 
A 
B 
C 


Rs. 

0,00,000 
.“7,00,000 
. 3.00.000 


Rs. 

1,00,000 

-14,00,000 


Assets 


Rs. 


Rs. 15,00,000 


Investments in Private Limited 
Companies’ Shares (at cost) 

Loans , , , . . . 7,0W 

Cash at Bank .. .. 2,47,000 


Rs. 15,00,000 


177 



Balance Sheet of A, B and C — Rs. 15,55,300; Balances on 
Capilol Accounts — A Rs 6,18,433-5-4, B Rs. 548,433-5-4, and C Rs. 348 433-5-4.) 


cxpiiy 

other partners the Capital stanSni' 'to^ their credi- 
"a basS '**ThT respective shares of profit taking the year 1923 

Rs ro non , "'hich on 1st January 1923, is R Rs. 90,000, 

MS-9^°anaVliw; interest at 5%. Profiti^re diWihlf aj to R 5!9th.J 
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Sundry Creditors 
Book Debts 
Stock, 1st January 1923 
Sales 

s^Casb in Bank 
Purchases 
BEls Receivable 
Machinery and Plant 
Purniture and Fittings 
_^Cash in hand 
, Profit and Loss Charges 
T^Bad Debts Reserve ~TU^j 








Rs. 

69.000 

1.50.000 

65.000 

4.20.000 
16,500 

3.50.000 
8,000 

30.000 
1,500 
1,000 

20.000 
„ 3,000' 
O/r 


M deposited the title deeds o£ his property with the Bankers and obtained an 
overdraft of Rs. 70,000, himself introducing any further Capital necessary to pay out 
his partners. Prepare a Profit & Loss Account and Balance Sheet of the old &m and 
a further Balance Sheet showing M’s position on 1st January 1924 after such payments. 

(B. Com.) 178 


(Net Profit — ^Rs. 56,750 ; Balances on Capital Accounts — R Rs. 1,21,027-12-5, 

M Rs. 55,916-10-8, and D Rs. 38,055-8-11 ; Total of Balance Sheet of 
R, M and D — Rs. 2,84,000; Goodwill payable by M — Rs. 1,51,333-5-4.) 


57. X, Y and Z are in partnership sharing profits and losses in the proportions 
of 2i5, 215 and 1(5. They dissolve the partnership and Y continued the business- by 
taking over the Goodwill of the firm at Rs. 5,000. Their Balance Sheet is as follows: — 


Liabilities 


Rs. 

Assets 


Rs. 

Sundry Creditors 


4,200 

2,300 

Cash in hand 

« « 

700 

Bills Payable 


Cash at Bank 

« « 

3,000 

Capitals ; — 

Rs. 

Bills Receivable 

* « 

4,500 

X .... 

17,000 


Book Debts 

« • 

9,600 

Y • .. .. 

20,000 


Investments 

• « 

6.300 

Z 

9,600 


Stock 

• • 

12,300 


46,600 

Office Motor Car 

• * 

6,500 



Machinery . ^ 

• » 

7,500 




Goodwill 

• • 

3,000 


Rs. 

53,600 


Rs. 

53,600 


X takes over Investments at a value of Rs. 5,500 and the Office Motor Car for 
Rs. 7,000. The other Assets and Liabilities are taken over by Y on revaluation agreed 
upon by all the partners, as follows ; — Stock at Rs. 10,500 and Machinery at Rs. 8,200. 
The Bills Receivable and Book Debts are taken over by him at their book values on X 
and Z agreeing to keep with him an amount of Rs. 500 each as guarantee to cover any 
loss that he may sustain on realising these assets. X and Z are paid out on Y’s 
(? bringing in the necessary cash. 

Show the necessary Ledger accounts on closing the books of the partnership and 
also show the Balance Sheet of Y. 

(Realisation Account — Profit Rs. 60O ; Final Repayments — X Rs. 4,240, 

and Z Rs. 9,220 ; Y brings in. Cash Rs. 9,760.) 


58. The Balance Sheet of B, W, G and R trading as B and Co., stood as follows 
on let January 1934: — 


Liabilities 


Rs. 

Sundry Creditors 

Capitals : — 

B 

W 

G 

R 

Rs. 

6,000 

13,730 

20,040 

4,580 

4,290 

44,350 


Rs. 

48,640 


Assets 

Rs. 

Cash 

.. 18,720 

Bills Receivable 

720 

Sundry Debtors 

... 17,440 

Stock 

. . 7,300 

Stock on Consignment . . 

. . 1,500 

Furniture 

2,960 


1 

I 

I 


Rs. 48,640 


Ui 
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During the year, the Stocl: on conaigntftent was sold for Us. from uJi.eJi 

was deducted before the Draft v.-a*. rereivj-d, commir -!ni> at the rate of b f . 
second consignment (unrold at tlio time of balcincing’) bad been setU at n cO-t 1“ 
of Rs. 2,000, tlio expense paid tlu'icon U'ing Rs. bO. The purchaw for ^L 

Rs. 50,740. Sales, oxdut.ive of conaigimu-nt.s, were R'. Stork. 

1921, wt\s Rs. 5,900. The Sundry Debtor:, di-clinrgcd jhiir acenvints. R*?. tot 
discount. The Ef 
Sundry Creditors 


Eiiis of Exch.nnfc were tncl wilhont fillcnwirite for dirsctsunt. 
rs v/cre paid, the allow.ance lor di'.count l.e’ng R.*-. i-OO, Of 


AH the 
the new 



paid Rs. 77,510 and Rs. 4,000 bad been allowed to them for difcoimt, 
amounting to R.s. 400. Other Debtors bad given, and mol in full, acceptancx^ emountjne 
to Rs. 3,000. The General Expenses paid were Rv._ 3.510, Uwre being R". CbO ««<•• 


unpaid. 3’bc Furniture Account i.s to be depreciated 
for discount on Debtors’ Balances' and 1 per cent 


it 5 per cent, 
on Creditors’ 


Kc;C‘r\-e 5 per cent 

_ __ _ B.al.anet'. On SSrl 

March, 30tii June, SOth September and 3Ist bccejnbev, B and \V drew Rs, 3(K} each ana 
G and R Rs. 400 each, these dniwlngs bring rubjrcl to interest at 5 pr r ettu per , 

Credit Interest on C.apiial at 5 per cent, and divide the profits a.s B 1.^3, 1\ v/ciJis. 
G 5/24ths and R 1/Gtli. Prepare Trading Account, Profit fv Eoni Account. Cr'h Account 
and Balance Sheet. 

(Giom Profa~ns. 41,240; Net Pi-o/it — Rr. 2G,002-H-C; 

Balance Sheet Total —Rw 79/.85-S-0.) 


59. On Isl Jonunrj' 1(122 X, a manufacturer, admitlcd hts m.TJi.iger Y ns n pal.arird 
partner on the following conditions: — 

(a) A Goodwill Account was to be opened in the books of the new Eirm, and 
debited with Rs. 50,000 and this amount w.is to be cH'dilcd to the partners’ Copum 
Accounts in proportions of 3/4ths and l/4(h. The rhai-e of Goodwill credited In Iv 
■was equal in amount to one-tliiid of the balance standing to tlie credit of Isis Capi'w 
Account, before the admission of Y ns a partner. 

(b) Each partner’s capit.al was to bear Interest at 5 per cent per annum. 

(c) y was to receive a monthly snl.aty of Rs. .500 and was also to bo credited 
■with 10 per cent of the piofits shown by Profit and Loss Account before charuing mS 
salary and any interest on Capital. Tlie balance of profits were to belong to X. 

(d) No interest avas to be charged on tlie partners’ dmwinpe. 


The entries required by clause (a) of the deed were duly made on Ist January 
1922 and during the year ended .list December 1922, Y drew bis ngrecd salary and 
also Rs. 1,000 on account of hi.s percentage of profits (with the consent of X). In 
addition to the amount standing to the credit of X’s Capital Account, before the 
admission of Y as a partner, and the balances represented by the aboveraentionod 
transactions, the following b.alnnccs appeared in the books of ilio Firm on Sf^t 
December 1922: — 


Cash at Bank Rs. 4.000 ; Cash in hand Rs. 150 ; Fixtures and Fittings Rs. 3,270 ; 
Plant and '' ■ t' 'r-.,.,,. •n.-.diases Rs. 1,74,200; Sales Rs. 3,19,210; Carriage’ 

Inwards Rs ' ' ■ ■'■■■. s Rs. 2,4G0 ; X’s Drivings Account Rs. 12,750 ; 

Manufacto- . . ' . ■ , ; Salaries, Rs. G.410 ; Sundry Debtors Rs. 89.420; 

Sundry Cre ■ , 80; Postage .and Stationery Rs. 510; 

5.®-, ’ Manufacturing Expenses Rs. 4,390 : Stock (December last) 

Rs. 50,640; Bad Debts Rs. 2,710; Rent Rs. 2,feo ; Bills Payable Rs. 14 GG0‘ Taxes and 
tosurance Rs. 1,270 ; Fuel and Power Rs. 1,000 ; Lighting and Heating Rs. 490 ; Furcliascs 
Returns Rs. 9,870 ; Sales Returns Rs. 13,260. , 

required to prepare a Trading and Profit & Loss Account for the year 
rtf ^22, after making the following adjustments :— 

4 = cent Depreciation to be written off Plant and Fixtures; (2) l^actory Rent 

Mi sforh ™ mlt •Baxes and Insurance amounted to :ife. 175; 

(4; ■^btod on 31st December 1932 was valued at Rs. 48000 

181 

‘ tmnsierred to Ys Capital, Rs. 5,522-6-5; 

^ tran^erred to X s Capital Account after charging Y’s Salarg 
and Interest on Y s Capital, Rs. 35,576-9-7 ; Balance Sheet Total, Rs. 2,36,304.) 

partnemhip°wiM\i''Mrfruii^^^nn®;w^n4^ a long-established Silk Mercer, formed a 
paunersnip with m. Malmji. On that date, the latter brought in as Ids capital:— 
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Hs. 

Cash .. .. 95,040 

Stock (Silk) 25,200 

Debtors guaranteed by him .. .. .. 12,760 

It was agreed that the capitals should be in the proportions— B. Bapuji Jths and 
M. Makuji Jth, this to be effected by raising a Goodwill Account. 

After crediting M. Makuji with a partnership salary of Rs. 6,500 per annum, the 
profits are to be shared in proportions to the respective capitals. 

No entries had been made in the books in respect of tire above except that the 
cash brought in by M. Makuji had been debited in the Cash Book and posted to his 
Capital Account and Rs. 12,450 cash collected from his debtors had been received into 
cash and posted to a Suspense Account. 

In addition to these two balances, the following were extracted from the books 
on December 31st, 1926 : — 





Rs. 

Rs. 

B. Bapuji — Capital (December 31st, 1925) 

... 

... 

3,35,760 

„ Drawings 


... 

... 25,650 


M. Makujv „ 

• •• 

... 

... 6,700 


Wages; Warehouse 



... 17,800 

. 

Vanmen and Stable 



... 8,640 


Packers 


• •• 

... 7,500 


Office 


... 

9,600 


Advertising Department 



... 12,320 


Rent, Rates and Insurance : — 





Warehouse 


• •• 

... 12,620 


Office 

*••• 

• •• 

... 4,780 


Carnage Inwards 


... 

... 13,420 i 


Lighting and Beating : — 





Warehouse 


• •• 

1,720 


Office 

• •• 


... 1,100 

1 

Furniture, Fixtures and Fittings 

«•« 


... 62,600 

1 

Sales Ledger Adjustment Account (Creditors R 

s. 1,480) 

... 1,64,020 


Bought Ledger Adjustment Account 


... 

... 

67,330 

Purchases ;,Silk 


... 

... 4,18,560 


Packing Materials 



... 2,930 


Sales Returns 



... 19,030 


Sales 


... 


8,64,780 

Purchases Returns (Silk) 


• *» 

... 

12,220 

Stock (Silkh December 31st, 1925 



... 1,87.620 


Advertising; — 





Newspapers and Periodicals 



... 33,490 


Catalogues and Price Lists 



... 12,100 ( 


General Expenses 



... 14,280 1 


Postage, Stationery and Telephone 



3,210 ! 


Customs Import Duty 


... 

2,870 I 


Travellers' Commission and Expenses... 


... 36,820 : 


Despatch Department i Stable Expenses 

... 

... 7,800 I 


Carriage on Sales 


... 

... 9,730 


Discount Account (Balance) 

#•* 

««. 

... 

10,040 

Bad Debts Reserve, December 31st, : 

1925 

... 

... 

5,760 

Cash in hand 

• •• 

... 

... 2,500 


Cash at Bank 



... 32,960 i 


Travellers' Deposits 

• •• 


{ 

24,440 

Legal Expenses 


... 

1,050 1 


JlDr^cs and Vans, December 3Ut, 1925 


... 24,730 , 


Bills Payab’e 

•*» 


• •• * 

10,060 

Bills Receivable 


... 

... 1,89,650 1 


Laiseh"!d Premises 


... 

... 90,100 



You arc required to prepare Trading and Profit & Loss Accounts for the year 
ended Decimbcr 3ls,t 1926, and a Balance Shed as on that date. 
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In preparing these Accounts, the following must be taken into consideration: 

(1) Silk costing Rs. 1,970 had been used by the Advertising Department during 
the year. 

(2) 15% is to be written off Furniture, Fixtures and Fittings. 

(3) The following valuations were made on December 31st, 1926 : 

Rs. 


Stock (Silk) 

Horses and Vans 
Advertising Matter 


. , 1,21,150 
.. 21,120 
. . 1,300 


(4) Rs. 6,500 is to be written off Sundry Debtors as ‘bad’ and the Bad 
Rescn.'e is to be made equal to 5% of the Sundry Debtors (excluding D 
Receivable) . 


(5) Tile following were due but unpaid : — 


Interest on Travellers’ Deposits 
Travellers’ Commission 
Rent of Warebousc 
Rent of Office 


Rs. 

1,460 

9,620 

2,000 

560 


(6) Rales and Insurance paid in advance: — 

Warehouse Rs. 1.050 ; Office Rs. 400. 

(7) The uncoUqctcd balance of debtors brought in by M. Makuji is a bad debt 
and must be charged to his Drawings Account. 

(8) No Depreciation of Lease to be written off. 


(Gtoss Profit 


R.< 3,00,330; Net Profit 1-04.920; , ^ 
Balance Sheet Total, Rs. <,27,730.) 


Gl. R and N have carried on business since 1st January 1920, and the result 


of their trading for the last four ycnis is 

as follows: — 

Rs. 

1920 

Loss 

.. 8,000 

1921 

Profit 

. . 36,000 

1322 

>1 * • 

. . 41,000 

1023 


, , 53,600 


^ic Capital (which has remained unchanged all these years) is R R-s. 
and K Ttr. 1,00,000, the profits and losses being divisible in these proportions. 

Jatinary 1920, C tlie Manager, loaned Rs. 25,000 at 5 per cent, and nothing has been 
repaid againct this amount The trading rc.sults arc arrived at after charging 4i 
ctin Oft tlic Capital and 5 per cent on the Loan and C's salary of Bs. 5,000 per annum. 

At tl>e end of the fmirtli year, the partners acrce to adjust the accounts by tre.'itms 
C O', ft partner from the commencement, Ids Rs 25.000 entitling him to one-elcvcnth ot 
t.ie proiils. and csrrying interest at 4i per ci-nt instead of 5 per cent ns origin'’"!’ 
emmred, but hbs jjUary is reduced to Rs. 4,000 per annum for Uie whole peiiod o. 
four 


Mike ti'.e neccKarj’ Lcd.vr tnlrUs (o adjust the accounts to accord witli the nev: 
arrfmremeni'. and Aew how the io's of the first year and profits of the sultfwiucn; 
yeirs h.t divi sbls between R. N am! C. • 1^’ 

I.N'fS Loss (1920)— R Rs. 3,750, N Hr. 2.500, and C Rs, 627 ; Net Profit 
(1921) ~R Rj. £0,250., N JU. 1.3,500, and C Rs 3,375; Net Profit - 
(1922)- R p.r ^077-4-3, N. R.n 1.5,318-3.0, am! C Rs 3,629-8.9: 

Ne: Profit fl023)— R Rs, 23.650, iV R.-. 10,tKtfl, nnd C Rr- 4,975-' 



CHAPTER IX. 


SINGLE ENTRY SYSTEM.- 

Single Entry Book-keeping. — The term Single Entry is applied to a style 
of Book-keeping under which only the Personal Accounts of the debtors 
and creditors of the trader are kept. The usual Subsidiary Books are some- 
times kept in just the same way as in Double Entry, but the postings are 
made therefrom of such enti'ies as relate to Personal Accounts. Thus, the 
entries from the Cash Book are posted only so far as they relate to moneys 
received from debtors and the payments made to creditors. Cash Book 
entries relating to accounts other than personal ones are not -posted to any 
Ledger Account. From the Day and Invoice Books, the sales and purchases 
are charged and credited to respective Personal Accounts, but the periodical 
totals of these books are not posted anyv/here. From the Bill Books also, 
only the personal aspect of each transaction is posted to the Ledger. In 
fact. Single Entry is not any particular system of Book-keeping, but rather 
tlie Double Entry System in an incomplete and disjointed foi-m. 

Disadvantages of Single Entry. — (1) Single Entry ignores the two-fold 
effect of each transaction and hence presents a partial and an incomplete 
record. 

(2) A Trial Balance cannot be prepared, and in consequence, the 
arithmetical accuracy of the books cannot be tested. 

(3) Owing to the absence of Nominal Accounts, no classified or detailed 
information respecting the various gains or losses is available, and a Profit 
and Loss Account cannot be prepared. 

(4) Owing to the absence of Real or Property Accounts, no information 
is furnished by the Ledger regarding the various assets of the business, and 
a Balance Sheet cannot be prepared so as to show the true financial condition 
of the business, 

(5) No detailed information is available for comparative purposes as 
in the case of Double Entry. 

.(6) In the absence of the various checks, as usually obtain in the 
Double Entry system, fraud is more easily committed and is very difficult 
to detect. 

Preparation of Statement of Affairs from Single Entry Books. — ^In order 
to ascertain the financial position of a trader from books kept under Single 
Entry, a Statement of Affairs must be compiled, from such information as 
may be available, setting forth the various assets and liabilities on a given 
date. For this purpose, the Cash Book will have to be balanced and the 
balance of cash in hand verified. The Bank balance must be reconciled with 
the Pass Book. . The list of Debtors will be made out from the Ledger 
Accounts. Stock-in-trade -will have to be taken and valued. Tlie values of 
Plant, Machinery, Furniture, Fixtures and such other assets will have to be 
ascertained from such source of information as may be available or estimated. 
The list of Creditors will be made out from the Ledger Accounts. All out- 
standing liabilities for expenses relating to the period will have to be 
included. The assets and liabilities, having been thus determined, will be 
an-anged in the form of Balance Sheet, and the excess of assets over 
liabilities -will be termed Capital. When a Statement of Assets and Liahili- 
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The Bought and Sold Books, Bill Books and Returns Books will have 
to be added up and their Double Entry completed by posting the totals to 
their respective Impersonal Accounts. Thus, the total of the Sold Book 
will be credited to Sales Account and that of the Bought Book debited to 
Purchases Account; the total of the Bills Receivable Book will be debited 
to Bills Receivable Account and that of the Bills Payable Book credited 
to Bills Payable Account ; the total of .tlie Purchases Returns Book will 
be credited to Returns Outwards Account and that of the Sales Re'tums 
Book debited to Returns Inwards Account, 

The Personal Accounts, which have already been kept in the Ledger, will 
now have to be gone through to see if there are any items there not coming 
from any of the Original Records. If there be any such items, their double 
entry must be completed by means of analysis and Journal entries. Eor 
instance, while running through the Personal Accounts of the Customers, if 
items of allowances or bad debts are found credited to some accounts or 
items of packing, cartage, etc., are found debited to various accounts rvithout 
their having first gone through any book of Original Entry an analysis must 
be made of these and the totals thus ascertained debited or credited to the 
respective Nominal Accounts. The Personal Ledger wifi, have also to be 
further scrutinised to see that there is nothing debited or credited there whicn 
properly ought to have been debited or credited to Nominal or Real Accounts. 
Thus, if rent is debited to the landlord’s account, or salaries are debited to 
personal accounts of clerics, or payment in i-espect of purchase of machinery 
is debited to tlie account of the firm that has been paid in respect of same, 
these should be transferred to them proper Impersonal Accounts. 

Having thus completed the double entry of all the transactions of a giveji 
pei’iod, a Trial Balance can now be prepared from the Ledger from which 
a Trading and Profit and Loss Account and a Balance Sheet can be compiled 
in the usual way, after bringing into account ah the Outstanding Assets 
and Liabilities. 

Not infrequently, the Cash Book is the only subsidiary book kept and 
die other ti-ansactions are recorded directly in the Ledger to the Personal 
Accounts of the parties affected. In such a case, having first compiled the 
opening Statement of Affairs, as alreadj’’ explained above, the Double Entry 
of the various transactions of the particular period xmder review would be 
completed by making a careful analysis of all the items appealing on both 
the sides of the Ledger Accounts and by passing Journal en tides with the 
totals of the analysis thus ascertained. The analysis of the debit side of the 
Customers’ Accounts will give the following; — 

(a) Opening Balances (as shown in the opening Statement of Affairs)- 

(b) Sales. 

(c) Dishonoured Bills. 

(d) Transfers (if any) . 

Tlie analysis of the ci'edit side of the Customers’ Accounts will give.'- ’ 

(a) Cash received from Customers and Discount allowed to tliem. • 

(h) Bills Receivable. 

(c) Retmns Inwards. 

(d) Allowances made to Customers. 

(e) Bad Debts. 

(/) Transfers (if any). " > J . 
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The totals of these analysis columns will be debited or credited to the 
-respective Impersonal Accounts, Hie corresponding credit or debit being 
given to a Total Debtors’ Account. 

The analysis of the credit side of the Creditors’ Accounts will give : — 

(a) Opening Balances (as shown in the opening Statement of Affairs). 

(b) Purchases. 

(c) Dishonour or Renewal of Bills Payable. 

(d) Transfers (if any) . 

The analysis of the debit side of the Creditors’ Accounts will give : — 

(a) Cash paid to Creditors and Discount received. 

(b) Bills Payable. 

(c) Returns Outwards. 

(d) Allowances made by Creditors. 

(e) Transfers (if any) . 

The totals of these analysis columns will be debited or credited to the 
respective Impersonal Accounts, the corresponding credit or debit being 
given to a Total Creditors’ Account. 

The correctness of the analysis would be verified by the agi-eement of 
the Debit balance of the Total Debtors’ Account with the total of the list of 
debtors’ balances at the close, as made out from the Ledger. In a like 
manner, the credit balance of the Total Creditors’ Account will agree with 
the total creditors’ balances at the close, as extracted from the Ledger. 

All the items of the Cash Book that have been left off unposted will have 
to be posted to their p’roper Impersonal Accounts, and its double entry 
thus completed. The Trial Balance can now be got out from these books, 

‘ and the arithmetical accuracy of the work as a whole checked. 

ILLUSTRATION 99. 

A Trader keeps his books by Single Entry, and he desires you to prepare a Profit & 
.OSS Account for the year ended 30th September 1927, together with a Balance Sheet as on 
' .hat date. 


Upon analysis of the Cash Book for the year, you find the following, viz.; — 





Rs. 

Received from Trade Debtors 

, , 

• • * • 

75,000 

Received from Cash Sales 

•• 

.. 

45,000 




Rs. 1,20,000 


Rs. 


Rs. 

Bank Overdraft on 1st Oct. 1926 

12,000 

Balance on 

30th Sept. 1927, at 

Interest on above and Bank 


Bank 

7,275 

Charges 

225 

Balance on 

30th Sept. 1927, with 

Personal Drawings 

6,000 

Cashier 

225 

Manager’s Salary 

3,000 



Salaries to Staff 

22,500 



General Expenses 

23,775 


Rs. 1,20,000 

Paid to Trade Creditors 

45,000 


^ II. 111.1 1..., . ...,1, 


His Capital on 1st October 1926 was Rs. 1,05,000, Stock, Rs. 27,000, Debtors, Rs. 66,000, 
Fumiturv, Rs. 3,000, Business Premises, Rs, 45,000, and Creditors, Rs. 24,000, On 30th 
September 1927, liis Stock was Rs. 30,660, Debtors, Rs. 90,000, Furniture, Rs, 3,000, 
Premises. Rs. 45,000, and Creditors, Rs. 16,.500. 

From the aho^’c figures, prepare Final Accounts after writing off Wc on Furniture 
Rs. 3,000 for Doubtful debts and 5% Interest on Capital. 
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ties is thus prepared partly £i-om a trader’s books and partly from any 
memorandum that he may possess or from his memory, there is every Jikeu- 
hood of errors creeping in and remaining unnoticed. Tliore are also chances 
of some important assets or liabilities being omitted to be included in the 
statement or being incorrectly valued. 

It i.>i evident, therefore, that whereas a Balance Sheet, being compiled 
from a set of Double Entry books, shows the true financial condition of a 
business and is reliable inasmuch as its arithmetical accux’acy can be provwi 
a Statement of Affairs being constructed partly from a set of imperfect books 
and partly from other sources of information, is absolutely unreliable. 

Ascertahimcnt of Profits under Single Entry, — ^As a Profit and Loss 
Account cannot be prepared from Single Enliy books, the net gain or net loss 
of the trader cannot ho definitely determined in the usual way. 
however, a clumsy and unsatisfactory method of arriving at the trading profits 
of any given period by a comparison of the present financial position of the 
trader with the one at the commencement of the period. For this purpose, 
two Statements of Affairs will have to he compiled, one at tlie commencement 
of the period and the otlicr, at the close of the period. The former will giv^ 
the capital at the commencement and the latter the capital at the close of tnC 
trading period — the capital in each case being represented by the excess or 
assets over liabilities. If the capital at the close is greater than tlie initial 
capital, the excess will be assumed to be profit. If tlie Capital at the close is 
less than the Initial capital, the deficiency will be assumed to be loss. Allow- 
ance must be made, of course, foi* additions to capital or xvithdrawals there- 
from, during the period. If there have been any drawings during the period, 
the same must be added to the closing" capital, for the reason, that the assets 
of the concern would have been more to that extent if such xvithdrawals had 
not taken place. If additions have been made to capital during the period, 
the same must be deducted from the Capital at the close, for the reason, that 
the assets of the concern would have been less by that ammmt had it not 
been for such additions. This is, no doubt, a very crude process of arriving 
at the trading results of a business and is quite unreliable. 

ILI,USTRATION 98. 

P. Almaram prepared a Statement of Aflaiis on 1st Januaiy, 1925 and found his 
position to be as follows: — 


STATEItlENT OF AFFAIRS. 
As at 1st January 1925, 
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STATEMENT OF AFFAIR^. 
As at 31st December 1923, 


Liabililies 

j Rs. 

Asse/s 

1 Rs. 

Rills Payable 

1 2,400 

Cash in hand 

300 

Due to Creditors 

, 13,500 

Cash at Bank 

2,700 

Capital— being excess of assets ovtr 


Bills Receivable 

1,500 

liabilities at this date 

16,400 

Due by Customers 

14,450 



Goods on hand 

12,700 



Office Furniture 

650 

Rs. 

35,300 

Rs. 

35 300 




From these particulars, the profit made during the year will he ascertained as 
follows : 

Capital — as per Statement of Affairs at 31st December 1925 
Add Drawings during tlie year 


Less Additions to Capital during the year 

Actual Capital left in the business = 

Less Capital on 1st January 1925 

Net Profit made during the year Rs. 


Conversion o£ Single Entry Books into Double Entry. — Occasionally, a 
trader having kept his books under Single Entry for a particular period, 
desires them to be converted into Double Entry. Under such a circumstance, 
the steps necessai'y to he taken to so convert the books wU he as follows : — 

A Statement of Affairs will have first to be prepared showing the position 
of the concern as at the commencement of the period in the manner already 
indicated above. Care must be taken to see that the total amounts of Debtors 
and Creditors, as shown therein, agree rvitli the total opening balances of 
Debtors’ and Creditors’ Accounts as appearing in the Personal Ledger. Simi- 
larly, Cash and Bank balances as appearing in the Statement of Affairs, must 
agree with tlie opening Cash balance as shown by the Cash Book and with 
the opening Bank balance as shown either by the Bank Columns of the Cash 
Book or by the Bank Accoimt in the Ledger. All the various assets and 
liabilities, as determined fi'om this Statement of Affairs, will have to be 
brought into the books by means of an opening Journal entry, the difference 
between the assets and liabilities being credited to Capital Account. The 
Books will thus be opened on the Double Entry principles, to start w'ith. 

Assuming then that the usual Subsidiary Books such as the Cash Book, 
Bought and Sold Books, Returns and Bill Books have been kept,' the next 
step would be as follows : — 

From the Cash Book, all Personal Accounts will ^dy have been 
posted. The only thing that remains to be done is to pp''^ he Impersonal 
Accounts which have remained unposted upto now. If ' , -ount columns 

have already been opened in the Cash Book, theii^ fill have to be 

posted to Discount Account. The Double Entry of tik , ... Book will thus 
be completed. ' ^ 


Es. 

16,400 

3,600 


20,000 

5,000 


15 000 

12,200 


2,800 
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SoUliion. 


TRADING AND PROFIT & LOSS ACCOUNT. 


For the year ended SOt/i Septemher 1927. 



- 

— -i. “ — ' - .r"-.? 



' Rs. 


i Rs.' 

To Stock, on 1st October 1926 

Purchases 
.. Gross Profit c/d. 

27,000 

37,500 

jl.10,160 

By Sale ... 

„ Stock, 30th September 1927 

[ 1 , 41.000 

ii 30,650 

] 

■ , Rs. 

11,74 660 

Rl!. 

>’ 1,74,660 

To Salaries to Staff 
„ Manager's Salary 
„ General Expenses 
, Interest and Bank Charges 
” Reserve for Bad Debts 
", Depreciation on Furniture 

V, Interest on Capital 

Net Profit transferred to Capital 
” Account 

! 22,500 
! 3.000 

' 23,775 
' 225 
' 3,000 

1 150 

5,250 

' 

1 52,260 
( 

By Gross Profit b/d. 

}l,10,160 

1 

; 

i 

{ 

t 

( 

Rs. 

|U0,160 

Rs. 

l'[io, 160 _ 


ihn ^ amount of Credit Purchases during tlio period, 

^dled Sid from Payments made to the creditors during the penod 

Cred’it^alM opening balance of tlic creditors is dodiwtod. 

the debtors at amounts recovered front the debtors 

conSiencmSt. ^ ^ ^ deducting from the total, the debtors at 


BALANCE SHEET. 

As ot SOtJi September 1927. 


Liabilities 

■ 

Rs. 

Sundry Creditors 

Capital Account — 

Balance 1st October 1926 
Add Interest 
„ Profit 

Rs." 

1,05,000 

5,250 

52,260 

16,500 

i 

1 

Less Drawings 

1,62,510 

6,000 

1 

1 

t 

f 

|i,56.510 

1 

I 

1 “ 

- 



Rs, , 

|i,73.010 


*N 100. 


Asse/s 


i| Rs. 

Cash in hand 

Rs. 

225 

(I 

at Bank 

7,275 

i‘ 

7,500 

Ii 

Sundry Debtors 

90,000 

Less Reserve for Doubtful 

it 

Debts 

3,000 

1 


, . . _ 

! 87.000 

Stock 

Furniture 

3 . 006 "; 

! 30,660 

Less 5% Depreciation 

150 

I" 2,850 

1 45,000 

Business Premises 



Rs. 1 

jl.73.010_ 


■Loss Account ^f* his imsiness ior'th single Entry instructs you to prepare 

at that date. ' titismess for the year ended 31st Ivlarch 1924, and a Balan 

Debtors Hs. 60,000, B^iness'^^^^ *^^®ditors on open accour 

usmess Premises Rs. 45,000, and Office Furniture Es. 3,0( 
> analysing his Cash Book W 

c year, you find the following : — 
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'Rs. 

12,000 

Interest on overdraft 

Rs. 

500 

75,000 

Paid salaries and wages 

9,000 

20.000 

Paid general charges 

750 

44.000 

Rent and ta.xes 

1,200 

12,000 

Drew for personal use 

1,000 


6ank overdraft on 1st April 1923 
Received from debtors 
Received for cash sales 
Paid to creditors 
.Paid for cash purchases 


A scrutiny of the Personal Accounts showed that he had allowed Rs. 4,500, as 
discount and allowance to his debtors and had earned Rs. 3,000, as discount from his 
creditors. On 31st Marcli 1924, he had Stock Rs. 40,000, Debtors Rs. 67,000, Bills 
' Receivable Rs, 3,000, Creditors Rs. 20,000, Bills Payable Rs. 4,000, Business Premises 
, Rs. 45,000 and Furniture Rs. 3,000. He also owed Rs. 400 for expenses. 

You aie to diarge 5% dcpieciation on Fuinitune and Premises, reserv'e Rs. 4,800 
' for Doubtful Debts and allow 5% interest on opening capital. 

Solution. „ . , . 

• TRADING AND PROFIT & LOSS ACCOUNT OF T. RAMCHANDRA. 

For the year ending 31st March 1924. 


To Opening Stock 
„ Purchases; — 
Cash 

' Credit 
'f „ Gross Profit c/d. 


' To Salaries and Wages 
: )• General Charges 
' » Rent and Taxes 
>, Discount 

•t Reserve for Doubtful Debts 
' » Interest on Overdraft 
* » It „ Capital 
^ „ Depreciation ; — , Rs 

5% on Premises ••• '2,2 
' » ,1 Furniture f 

I >1 Net Profit transferred to Capital 
Account 


j, Rs. 

, 27,000 


,1.49.500 


By Sales ; — 

Cash 

Credit 

„ Closing Stock 


By Gross Profit b/d. 


1,09,500 

40,000 


jl.49,500_ 
I 63,000 


balance sheet of T. RAhlCHANDRA. 
As at 31st March 1924. 


_ Liabtltiies 

Creditors ; — 

On Bills Payable 
„ Open Accounts 
For Expenses 

Capital : — 

Balance, 1-4-1923 
■Add Interest @5% 
„ Profits 


Less Drawings 


1,41,450 

1,000 


jl,40,450 I 

Rs. [l, 64, 850 I 


Assets 

Cash in hand 
Bills Receivable 
Debtors 

Less Reserve lor Doublful ” 
Debts 

Stock-in-trade 
Furniture 
Less Depreciation 


Business Premises 
Less Depreciation 


... 45,000 

... Z.2C1O 
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illustration 101. 

The partnership of P, Q and R kept their books by Single Entry. Their Capital 
accounts on 1st January 1924 were; — ^P, Es. 40,000, Q, Rs. 30,000 and R, Rs. 10,000. 

Each partner is entitled to 5% mterest on the capital standing to his credit at the 
beginning of each year ; Q and R are entitled to a Salary of Rs. 200 and Es 300 per ^ ^ 
month respectively. The net piofits are to be shared P ijO, Q 113 and R 1|2. In ihe 
half year ending 30th June 1924, Q and R had received their salaries and P, Q and R , 
had drawn on account Rs 1,000, Rs. 1,500, and Es. 2,000, respectively. On 30th June 
1924, their assets and liabilities were as follows : — 


Sundry Creditors 

Bills Payable 

Rs 

10.500 

1,500 

1 

1 

Stock 

Debtors 

Plant 

Bills Receivable 

Cash at Bank 

( 

' Rs. 

55.000 
, 35,000 

15.000 
3,000 
2,500 



Rs. 

1,10, 50^ 


Prepare their Balance Sheet and Capital Account of each of the partners, on 
30lh June 1924. 

Solution. 


P’s CAPITAL ACCOUNT. 


1924 


Rs. a. p 

1924 

1 

Rs. a. P- 

June 30 

To Drawings 

1,000 0 0 

Jan. 1 

By Balance b/fd. 

40,000 0 0 


„ Balance c/d. 

43,583 5 4 

June 30 

„ Interest on Capital ... 

1,000 0 0 



1 

»* 

„ Profits 

3,583 5 4 


Rs. 

144,583 5 4 


Rs. 

44,583 5_4 




July 1 

By Balance b/d. 

43,583 5 4 


Q’s CAPITAL ACCOUNT. 


1924 



Rs. a. p 

1924 



Rs. a. P 

June 30 

it 

To Drawings 
„ Balance c/d. 

:::| 

1,500 0 C 
36,416 10 8 

Jan. 1 
June 30 

tt 

1 

By Balance b/fd. 

„ Interest on Capital ... 
„ Profits 

30,000 0 0 
750 0 0 
7,166 10 S 



Rs. 1 

37,916 10 8 



Rs. 

37.916 10 8 



1 


July 1 

By Balance b/d. 

... 

36,416 10 8 



R’s CAPITAL ACCOUNT. 



1924 



{ Rs. a. p 

1924 



Rs. a. P' 

June 30 

To Drawings 
„ Balance c/d. 

... 

' 2,000 . 0 0 
1 19.000 ,0 0 
1 

Jan. 1 
June 30 

»» 

By Balance b/fd. 

„ Interest on Capital .• 
„ Profits 

10,000 0 0 
250 0 0 
10,750 0 0 



Rs. 

[2^,000 0 C 



Rs. 

j 21,000 0^9 


. 


ll 

t 

July 1 

By Balance b/d. 

... 

i 19,000 0 0 
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BALANCE SHEET OF P, Q AND R. 
As at 30tfi June 1924. 


/ 


Liabilities 

Sundry Creditors 

Rs. 

a. p. 

On Open Accounts 

10,500 

0 0 

Bills Payable 

1,000 

0 0 

Capital Accounts : — 

P— Balance, 1-1 -24 

40.000 

0 0 

Add interest on capital 

1,000 

0 0 

„ l/6th share of 

profits 

3,583 

5 4 


44,583 

5 4 

Less Drawings 

1,000 

0 0 

Q — Balance, 1-1-24 

30,000 

0 0 

Add interest on capital 

750 

0 0 

,, l/3rd share of 

profits 

7,166 10 8 


37,916 10 8 

Less Drawings 

1,500 

0 0 

R— Balance, 1-1-24 
Add interest on capital 

10,000 

0 0 

250 

0 0 

„ h share of 

profits 

10,750 

0 0 


21,000 

0 0 

Less Drawings 

2,000 

0 0 



Rs. 


Rs. a. p. 

Assets 



Cash at Bank 

... 


Bills Receivable 


11,500 0 0 

Sundry Debtors 

• a. 


Stock-in-trade 

.. 


Plant 

... 

43,583 5 4 



36,416 10 8 


( 

19,000 0 0 



1.10,500 0 0 


Rb. 1 


Rs. a. p. 
2,500 0 0 

3,000 0 0 

35.000 0 0 

55.000 0 0 

15.000 0 0 


1,10.500 0 0 


^ON 102. 


B into partnership on 1st January 1919 on the basis of the following 
^ the same date, prepared from A's books kept by Single Entry ; — 


^ V = 




’ities 

Rs. 

Assets 

Rs. 


24,000 

Furniture and Fittings 

7,500 


39,000 

Debtors 

37,500 



Stock 

15,000 



Cash at Bank 

3,000 

Rs. 

63,000 

Rs. 

63,000' 


B i^ to pay a premium of Rs. 6,000 out of his share of profits exceeding Rs, 3,750 
per annum over which sum he is not to draw on any account. The new firm takes 
over fire assets and discharges the liabilities and A’s capital is agreed as per the above 
statement. B is to bring in Rs. 7,500 as capital which he did on 1st January 1919. , The 
profits are to be divided A 2!3rds and B IjS^d and 5% interest is to be allowed on the 
opening balance of capital, each year. A’s drawings were Rs. 9,000, Rs. 8,100, and 
Rs. 8,700 for years 1919, 1920 and 1921 respectively, and B drew Rs. 3,750 each year. 
The firm’s assets and liabilities exclusive of the capitals on 31st December^ 1919, 1920 
and 1921 were as follows ; — 
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1919 1920 1921 

Assets . . . . Rs. 75,000 74,250 85,500 

Liabilities .. .. „ 20,250 22.500 24,000 

Amounts due fiom B to A m lespcct of premium were to be transferred from 
his Capital to A’s Capital. 

Make out a Statement showing profit or loss for each year and write up the 
partners’ Capital Accounts. 


Solution. 


STATEMENT OF PROFIT AND LOSS. 
31sf December, 1919. 

Excess of Assets over Liabilities, i.e.. Capitals 31-12-1919 
Add Drawmgs during the year 

Less Capitals, 1-1-1919 


Less Interest on Capitals — A 
' B 


Rs. a.p. 
1,950 0 0 
375 0 0 


Rs. a. p. 

48.750 0 0 

12.750 0 0 

61500 0 0 
40,500 0 0 

15,000 0 0 


2,325 0 0 


Net Profits Rs. 12.675 0 0 


A — 2/3rds share = Rs. 
B-l/3rd „ = „ 


8,430 0 0 
4,225 0 0 


Rs. 12,675 0 0 


STATEMENT OF PROFIT AND LOSS. 
31st December 1920. 


Rs. a. p. 

Excess of Assets over LiabibUes, ic.. Capitals 31-12-1920 .. 51,750 0 0 


Add Drawings during the year 
Less Capitals, 1-1-1920 


Rs, 

Less Interest on Capitals — ^A 2,043 

B 393 


• 

. 

. . 11,850 

0 

0 



63,600 

0 

0 

- 

. 

. . 48,750 

0 

0 



14,850 

0 

0 

a. 

p. 




12 

0 




12 

0 





— 

2,437 

8 

0 


Net Profits 

Rs. 12,412 

8 

0 


A — 2/3rds share = Rs 8,275 0 0 
B_l/3id „ = „ 4,137 8 0 


Rs. 12,412 8 0 
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STATEMENT OF PROFIT AND LOSS. 

31s4 December 1921. 

Es. a. p. 

Excess of Assets over Liabilities, i.c., Capitals 31-12-1921 . . 61,500 0 0 

Acid Drawings during the year . . . . . . 12,450 0 0 

73,950 0 0 

Less Capitals, 1-1-1921 51,750 0 0 


Rs. a.p. 

Loss Interest on Capitals — A 2,174 1 0 

B 413 7 0 


22,200 0 0 

2,587 8 0 


Net Profits Rs. 19,012 8 0 


A — 2/3rds share = Rs. 13,075 0 0 
B— l/3rd „ = „ 6,537 8 0 


Rs. 19,012 8 0 



B’s CAPITAL ACCOUNT. 
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1920 
Dec. 31 


f* ft 


1921 
Dec. 31 


It ft 


B’s CAPITAL ACCOUNT— (Ctmfd.) 


Rs. a. p 

1920 


- 

I Rs, a. p. 

To Drawings 3,750 0 0 

Jan. 1 

By Balance b/d. 

1 7,875 0 0 

„ As Capital Account, 

transfer ...i 387 8 0 

„ Balance c/d. ...i 8,268 12 0 

Dec, 31 

ft tt 

„ Interest on cipit.”!! ... 
„ Profits, ird share ... 

393 12 0 
! 4,137 8 0 

Re. I 4 0 


Rs, 

1 12,406 4 0 

i 

1 

To Drawings .. I 3,750 0 0 

1921 
Jan. 1 

By Balance b/d. 

1 

! 8,268 12 0 

„ As Capital Account 

transfer 2,787 8 0 

„ Balance c/d. .. ^ S.682 3 0 

Dec. 31 

» If 

„ Interest on Capital ... 
„ Profits, Jtd share .. 

i 413 7 0 
j 6,537 8 0 

! 

Ks. '_15.219 11 £1 


Rs. 

! 15,219 11 0 

*1 

1 

1922 
Jan. 1 

By Balance b/d. 

I 

t 

; 8,6S2 3 0 


ILLUSTKATION 103. 


you : 


( 1 ) 


X and Y keeping their books by Single Entry have placed tlic following before 

(1) Their Statement of Affairs, at 1st January 1923; 

(2) A summary of cash transactions for 1923 ; 

(3) A list of remaining transactions for tliat year. 


Loans 
Creditors 
Bills Payable 
Capitals 
X 
Y 


Rs. 


Rs. 

80,000 
60,000 |1 

i! 


Rs. 
12,000 
I 27,000 
I 1,500 


1,40,000 


1.80,500 


Debtors 40,000 

Less Reserve for Doubtful 

Debts 750 

Bills Receivable 

Stock 

Plant 

Buildings 

Cash 


Rs. 


39,250 

10,000 

45.000 

30.000 

55.000 
1,250 


( 2 ) 



To Balance on 1-1-1923 
” received from customers 

ft oiUs Receivable 
„ Cash Sales 


Rs. 



By Payments to Creditors 

,t Uasn Purchases 
,, Bills Payable 
„ Loans Paid 
„ Salaries 
„ Rent 
,, Interest 
„ General Charges 
„ Drawings: — 

X 

Y 

By Balance on 31-12-1923 


Rs. 

8,000 

7,500 


Rs. 


Rs. 

1,10,000 

25.000 

45.000 

12.000 

9.000 

6.000 
450 
750 
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(3) 






Rs. 

Total Purchases 

• •• 

• •• 

• 4 . 

2,15,000 

„ Sales 


• 4 • 

• •• 

2,35,000 

Discount allowed to Customers 

• •• 


• 4 . 

1,250 

>, „ by Creditors 



• 4 . 

1,850 

Bills Receivable received during the year 



• •• 

60,000 

Bills Payable granted during the year 



4 »« 

50,000 

Stock on 31st December 1923 

... 


• 4 . 

90,000 

Owing for outstanding Liabilities 

••• 


« 4 . 

1,500 

Owing for Commission earned by the firm 

••• 

• 4 . 

*• 

1,200 


Provide 5% Reserve on Doubtful Debts and 2J% Discount on Debtors, and depre- 
ciate Buildings by 2i% and Plant by 5% per annum. 

You are to prepare Profit & Loss Account and Balance Sheet from the above. 


Solution. 


TRADING AND PROFIT & LOSS ACCOUNT. 
For the year ending 31st December 1923. 


li 

i| Rs. a. p 


Rs. a. p. 

To Stock, 1-1-1923 

45,000 0 G 

By Sales 

2,35.000 0 0 

„ Purchases 

2,15,000 0 0 

„ Stock, 31st Dec, 1923 

1 90,000 0 0 

„ Gross Profit c/d. 

65,000 0 0 


1 

Rs. 

3,25,000 0 0 

Rs. 


To Salaries 

9,000 0 0 

By Gross Profit b/d. 

i 65,000 0 0 

„ Rent 

6,000 0 0 

„ Discount 

1 1,850 0 0 

„ General Expenses 

2,250 0 0 

„ Commission 

i 1,200 0 0 

„ Interest 

450 0 0 



„ Discount 

1,659 11 0 



„ Reserve for Doubtful Debts — 




Rs. a. p. 




Provision for this year 862 8 0 




Less Old Reserve 750 0 0 




— 

112 8 C 



„ Depreciation; — 




Buildings 2^% 1,375 0 0 




Plant 5% . 1,500 0 0 




— 

2,875 0 0 



„ Profit:— 




X'si share 22,851 6 6 




Y'si „ 22,851 6 6 


. 


— — — 

45,702 13 0 



Rs. 

68,050 0 0 

Rs. 

68,050 0 0 
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BALANCE SHEET OF X AND Y 


As at 31st Deceinber 1923. 


1 

Liabilities \ 

Rs. a. p. 

Assets. 

Rs. a. p. 

Rs. a. p. 




Sundry Crei^itors : — 


Cash in hand j * 

9,050 0 0 

On open Accounts 55,150 0 0 


Bills Receivable • • 

[ 35.000 0 0 

Bills Payable ... 6,500 0 0 


Rs. a 


For expenses ... 1,500 0 Oj 


Sundry Debtors ... 17,250 0 


1 

63,150 0 t 

Less Reserve for 


Capital Accounts : — I 


Doubtful Debts 862 8 


X’s Balance on 1-1-23 80,000 0 0 j 


.1 


Add Profit 4 share 22,851 6 6 


16,387 8 




Less Reserve for 


1,02,851 6 6 


Discount ... 409 11 


Less Drawings ... 8,000 0 0, 




15,977 13 0 

1 

91,851 6 6 

Outstanding for Commission 

1,200 0 0 

Y's Balance on 1-1-23 60,000 0 O' 


Stock 

90,000 0 0 

Add Profit 1 share 22,851 6 6' 

d 1 

Rs. 


1 

il * 

Plant ... 30,000 


82,851 6 6 

'1 

Less Depreciation 


Less Drawings ... 7,500 0 0 


@ 5% 1,500 




1 75,351 6 6 

1 

28,500 0 0 



Buildings ... 55,000, 



i{ 

Less Depreciation ! 



! 

@ 2J% ... 1,375 



1 ■ 

1 

53,625 0 0 

Rs. 

112.33,352 13 ( 

) ■ Rs. ' 

2.33.352 1L° 





— - 

‘ _ 


EXARflNAHON QUESTIONS. 

Note.— The figures in bold type at the end of most of the problems 
indicate their correspondmg numbers in the Autlior’s “TYPICAL 
PROBLEMS IN ADVANCED ACCOUNTING” where full solutions of 
these will be found. 


1. "What is Single Entry and wherein does it fail? 
are 

3. Can j'ou prepare a Balance Sheet from Single Enti-y Books? 

Books'^'int^ DoubleXrr^?'^''^^ finale 

Books? ® Statement of Affairs from Single Entry 

, .Ero'"'n coi^enced business on 1st January 1913, with a Canital of £1 000. which 

he paid mlo a Ban^g Account opened for that purpose. Sr the^same dw ’he bought 
f valued at £650, and Shop Fixtures and Fittings which cost ^20o' His books, 
kept by single entry, consisted of a Cash Book ^d Led^S- and the Aviiole of Ws 

which £75 rcnv&^&nieA linhfc Ledger amounting to £345-lu-« 

amounted to £483-15-2 and tho Pnc>i n irrecoverable. Creditors as per ^ 

to the Bass Book the balanie af showed a balance of £167-15-8, but according 

lo me raos tJooK, We balance at Brown’s credit was only £67-15-8. he having lent hi5 
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son £100 and omitted to enter it in the Cash Book. Brown’s private expenses during 
the year amounted to £150, and, iii addition, he used £50 worth of goods from his 
Shop. The Fixtures were valued at £250 on 31st December 1913, Brown having expended 
a further' £50 on them during the year. From this information, prepare a Statement 
showing Brown’s profit or loss in the business for the year 1913. 

(Chartered Acccnintants\) 184 
(Net Profit during the year £234-11-0.) 


7. Robert Webber keeps his books by the “single entry” method. His position 
on 31st Decemberl 1908, was as follows: — Cash in hand £12-10 ; Cash at Bank £153 ; 
Stock-in-Trade £642-15 ; Srmdry Debtors £421-10 ; Fixtures and Fittings £89 ; Machi- 
nery and Plant £981 ; Sundry Creditors £1,209-15. During the year, Webber withdrew 
from the business, for private purposes, the sum of £480. On the 31st December 1909, 
Webber’s position was as follows : — ^Machinery and Plant £1,350-10 ; Fixtures' and 
Fittings £80-10 ; Sundry Debtors £732 ; Stock-in-Trade £950-10 ; Cash in hand £15 ; 
Bank Overdraft £500 ; Sundry Creators £1,400-10. From the above, prepare a State- 
ment showing the profit made by Webber for tire year ended 31st December 1909. 
No depreciation need be written off any of the assets, and no provision for bad and 
doubtful debts is necessary. (London Chamber of Commerce.) 185 

(Net Profit during the year £618 ) 


8. You are given ; — 


(1) Ihe Balance Sheet of A and B as on 1st January 1908. 

(2) The cash transactions for 12 months to 31st December 1908. 


(3) A summary of the remaining transactions for that year. 


(1) 

£ 


£ 

£ 

Creditors : — 


Cash at Bankers 


2,000 

On Bills Payable 

800 

Bills Receivable' 


750 

On Open Accounts . . 

Capitals : — £ 

A .. .. 5,050 

1,800 

Debtors 

Less" Reserve for Discount 

2,000 

50 

1,950 

B .. .. 5,050 

10,100 

Stock of Goods 

Plant and Machinery 

•• 

3.000 

2.000 




Land and Building 

•• 

3,000 

£ 

(2) 

12,700 

£ 

- 

£ 

12,700 

£ 

To Balance, 1st January 1908 . . 

2,000 

By Salaries 


600 

„ Receipts from Debtors 

13500 

„ Wages 


740 

„ Bills Receivable 

4,300 

„ Bills payable 
„ Payments to Creditors 
„ Office Expenses 
., Drawings by A 


3,660 

7,350 

400 

750 



„ Drawings by B 


750 

c 


„ Balance, 31st December 

1908 

5,750 

r ^ 

20.000 


£ 

20.000 


(3) 

£ 


Purchases • . . . ’ 

Discount allowed off Purchases 
Sales 

Discount allowed off Sales 
Bills Receivable received during the year 
Bills Payable issued during the year 
Stock of Goods op 31st December 1908 


15.000 
50 

19.000 
100 

4,550 

7,750 

3,500 
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You are to write off Depreciation on Plant and Machinery £200, and to provide 
Reserves for Land and Buildings, £150, and for Discount on Debtors, £100. 

Prepare Profit & Loss Account for the year to 31st December 1908, and Balance 
Sheet as on that date, embodying tlie transactions under headings (2) and (3) ana 
dividing the Profits equally between A and B. (.Chartered Accountants.} loa 

(Gross Profit £3,760, Net Profit £2,310 ; Balance Sheet Total £17,450 ; 

A’s Capital Account Balance £5,455 ; B’s Capital Account Balance £5,455.; 

9. X, Y and Z carrying on business in partnership, keep their books by Single 
Entry. On 30th June 1915, the statement of their position was: — 


X 

Y 

Creditors 

•• 


£ 

876 

413 

218 

1 

' Cash 
Debtors 

1 Stock 

1 Plant 

Z 

• • • » 

£ 

71 

598 

416 

285 

137 




£ 1,507 

1 




1 


On 30th June 1916, Cash was £47 ; Debtors, £714 ; Stock. £380 ; Plant, £420 ; and 
Creditors, £351. They share Profits in the proportions of tliree-sevenths, two-sevenws, 
and two-sevenths, and fiiey have draivn per week during the year : — X £7 ; Y £4 ; Z 
Interest on Capital and Partners’ Overdrafts at 6%. Show the position of their Account 
on 30th June 1916, and how the amounts are arrived at. (Chartered Accountants.) 

(Net Profit £716-17-8 ; Statement of Affairs Total £1,657-7-11 ; 

X’s Capital Account Balance £871-15-10 ; Y’s Capital Account 

Balance £434-12-1 ; Z’s Capital Account Balance (Dr.) £96-7-llJ 

10. A keeps his books by Single Entry. On January 1st 1909, his Capital was 
£6,900. An analysis of his Cash Book for 1909 gives the following particulars : — 


Debit Side £ 


Received from Sundry' Debtors 

. , 

• • • • 

6,000 

Paid in on Capital 

Account 

•• 

.. 

500 


Credit Side 




Due to Bank, 1st January 1909 



740 

Payments’ to Sundry Creditors 



2,500 

General Expenses of Business 


• • • • 

1,000 

Wages 

. » • • 


• • • • 

1,550 

Drawings 

. . • • 


> • • • 

300 

Balance at Bank, 31st December 1909 


• • • • 

400 

Balance in Hand 

•• 

•• 

• • • • 

10 


£ 



£ 

Debtors at 1st January 1909 

were 5,300 and at 31st December 1909 

were 8,800 

Creditors Do. 

1,500 

Do. 

do. 

1,950 

Stock Do. 

was 1,700 

Do. 

do. 

was 1,900 

Plant & Machinery Do. 

2,000 

Do. 

do. 

2,000 

Furniture & Fittings Do. 

were 140 

Do. 

do. 

were 140 


niaterials, prepare a Profit & Loss Account for the year ended 
31st December 1909, and a Balance S.ieet at that date, after providing 5 per cent Interest 
on Capital (ignoring payments in and drawings), 10 per cent Depredation on Pla"' 
5 per cent Depreciation on Furniture, and a Reserve of 5 per cent on Sundry 

(Chartered Accountants.) ^ 

(Gross Profit £5,200; Net Profit £3,208; Balance Sheet Total £12,603; . 

Capital Account Balance £10, 
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11. You ata instructed by W. Robertson who keeps his books by Single Entry, 
to prepare a Trading and Profit & Loss Account for the year ended 30th September 
1920, together with a Balance Sheet as at that date. 

Upon analysing the Cash Book for the year, you find the following, viz. : — 


Rs. 

Bank Overdraft at 1st October 1919 .. .. 8,000 

Interest on above and Bank Charges .. .. 150 

W. Robertson’s Drawings .. .. .. 4,000 

Manager's Salary .. .. 2,000 

Salaries and Wages .. .. .. .. 15,000 

Other Business Expenses .. .. .. 15,800 

Paid to Trade Creditors . . . . . . . . 30,000 

Balance at Bankers, 30th September 1920 , . . . 4,850 

Balance in hands of Cashier . . . . . . 150 

Received from Trade Debtors .. .. .. 50,000 

Received from Cash Sales .. .. .. .. 30,000 


W, Robertson — Capital at 1st October 1919 . . . . . . 70,000 

His Stock on hand on 1st Oct. 1919 was Rs. 18,000 and on 30th Sept. 1920 20,440 

His Creditors on 1st Oct. 1919 were Rs. 16,000 and on 30th Sept. 1920 11,000 

His Debtors on 1st Oct. 1919 were Rs. 44,000 and on 30lh Sept. 1920 60.000 

His Eurniture on 1st Oct. 1919 was Rs. 2,000 and on 30th Sept. 1920' 2,000 

His Business Premises on 1st Oct. 1919 was Rs. 30,000 and on 30th 
Sept. 1920 30,000 


You are to allow 5% interest on the Balance of Capital at 1st October 1919, 
to reserve Rs. 3,000 for Doubtful Debts, and to charge 5% Depreciation on Business 
Premises and Furniture. 


In addition to the Salary of Rs. 2,000 already paid to tlie Manager, he is entitled 
to a Commission of 5% upon the Net Profits, after charging sucli salary and commission. 

Make provision for this Commission, and prepare the Accounts as instructed, 

(G. D. A.) 189 

(Gross Profit Rs. 73,440, Net Profit Rs. 30,800 ; Balance Sheet Total Rs. 1,12,840 ; 

Capital Account Balance Rs. 1,00,300.) 


12. P and Q are in partnership and keep their books by Single Entry. They 
share profits and losses in the proportions of three-fifths and two-fifths respectively, 
and instruct you to prepare their Balance Sheet as at 30th September 1925, together 
with a Profit & Loss Account for the year ended that date. 

Upon analysing the firm’s Cash Book for that period, you find the following: — 

Bank Balance, 1st October 1924, Rs. 4,000 ; P’s Drawings, Rs. 4,500 ; Q’s Drawings, ' 
Rs. 3,000 ; Paid to 'Trade Creditors (including Bills Payable) , Rs. 38,000 ; Wages, Rs. 11,000 ; 
Salaries, Rs. 5,000 ; Other Trade Expenses, Rs. 13,255 ; Received from Trade Debtors 
(including Bills Receivable) , Rs. 53,645 ; Bank Balance, 30th September 1925 (Overdraft) , 
Rs. 1,500 ; Cash in hand, 30th September 1925, Rs. 200 ; and Receipts from Cash Sales, 
Rs. 15,810. 

The respective capitals of P and Q at 1st October 1924 were Rs. 40,000 and 
Rs. 10,000. Particulars of the other Assets and Liabilities of the^ firm arc as follows 

1st Oct. 30th Sept. 


Stock on hand 



1924. 

Rs. 

.. 19,800 

1925. 

Rs. 

25,000 

Debtors 



.. 25,000 

19,355- 

Creditors 



.. 22,000 

7,000 

Bills Receivable 



. . 5,000 

7,000 

Business Premises 



.. 20,000 

20,000 

Bills Payable 



. . 3,000 

.. 1,200 


Office PHimiture 


• • 

1,200 
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Under the Partnership Deed 5% interest on Partners’ Capital is to be a 
on Profit & Loss Account (ignore drawings), and Q is also entitled to be creauca 
with a Commission of 6% upon the net profits divisible between the partners after 
charging such commission. 

Reserve Rs. 1.500 for Doubtful Debts, and write off 5% Depreciation on Business 
Premises and Office Furniture. 

(Chpss Profit Rs. 40,010 ; Net Profit Rs. 15,750 ; Balance Sheet Total Rs. 70,195 ; 

Capital Account Balances : — P Rs. 40,950, Q Rs. 14,<45.) 


13. The Books of H and S, on 1st October 1924, showed the following portion : 


Capital 

Profits undrawn 
Sundi-y Creditors 


Rs. 

1,600 

1,161 

307 


Goodwill 

Fittings & Furniture 
Sundry Debtors 
Cash at Bank 


Rs. 

618 

467 

1,561 

422 


During the she months ending 31st Mai’ch 1925, the accounts of the business had 
been very imperfectly recorded, but an analysis of the bank transactions disclosea 
the following; — 


Receipts from Customers 
Drawings of Partners 
Payments for Salaries 


Rs. 

7,080 

2,720 

610 


Payments to Creditors 
Payments for Rent, etc. 
Sundry Expenses 


Rs. 

3,012 

315 

128 


No account was taken of the Stock but a Schedule of Debtors totalled to Rs. 1,890 
and that of tlie Creditors to Rs. 535. ^ 

Prepare a Bank Account, a Trading and Profit & Loss Account and a Balance 
Sheet, as at 31st March 1925. (B. Com.) 191 


(Cross Profit Rs. 4,169, Net Profit Rs. 3,116; Balance Shec( Total Rs. 3,692; 

Balance on Capital Account Rs. 3,157.) 


14. A retail trader had not kept proper books of accounts, but from the following 
details you are required to ascertain the profit or loss for the year ended 30th June 
1925, and also to prepare a Statement of Affairs as at that date : — 


1st July 30th June 



1924. 

1925. 


1924. 


Rs. 

Rs. 


Rs. 

Stock-in-Trade 

. . 16,700 

18,500 

Bank Overdraft 

20,200 

Sundry Creditors 

. . 15,400 

14,000 

Bills Receivable 

15,050 

Sundry Debtors 

. . 11 200 

10,500 

Fixtures, Fittings, etc. 

1,500 

Cash in hand 

250 

1,200 

Motor Van 

1,900 


1st July 30 th June 
1925. 
Rs. 
19,400 
14,200 
1.500 
1,900 


The drawings during the year amounted to Rs. 2,600. Depreciate Fixtures, cic, 
by 10% ; write off Rs. 300 to Motor Van. As regards the Debtors, it is ascertained thai 
Rs. 500 are irrecoverable, and a further reserve of 5% should be made. Also reserve 
Rs. 700 in respect of Bills Receivable. 

(Net Profit Rs. 3,850 ; Statement of Affairs Total R.v. 45,650 ; 1®^ 

Capital Account Balance Rs. 12,250.) 


15. The following is the Balance Sheet of Mr. Dandv. a manufacturer, on 30th 
June 1924. 


Liabilities 


Rs. 


Assets 


Rs. 3s. 


Sundry Creditors : — 

For Goods (Net) 

„ "Wages 

„ Travelling Expenses 


Due to Bankers 
Dandy’s Capital 


Rs. 

65,000 

1,400 

850 


67,250 

24,000 

1,31,500 


Freehold Buildings 
Plant & Machinery 
Cash in hand 

Sundry Debtors . . 52,000 

Less Estimated Discounts 4,000 

Stock 


45,000 

33090 

750 


48,000 

96,000 


‘ Rs. 2,22,750 


t’ 


Rs. 2,22,750 
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His boolcs are kept by Single Entry, and tlie following is an analysis of his cash 
transactions for the year ended 30th July 1925 ; — 


Receipts 

Rs. 

5 Payments 

Rs. 

In Hand— 30-6-1924 

750 

Bankers 

.. 2,13,000 

Fiom Bankers • .. 

.. 1,91,800 

For Goods 

. . 91,250 

„ Customers 

.. 2,06,150 

„ Wages 

.. 59,000 

Additional Capital 

. . 20,000 

„ Carriage Inwaids 

. . 4,400 



1 „ „ Outwards 

. . 7,000 



„ Salaries 

.. 12,500 



, „ Travelling Expenses 

. . 5,500 



1 „ Trade Expenses 

. . 7,500 



„ Private Drawings 

. . 18,000 



j In hand— 30-6-1925 

850 

0 

Rs. 4,19,000 

1 

1 

1 

Rs. 4,19,000 


His bankers have debited him with Rs 1 200 for interest and bankers’ charges 
not included in the foregoing cash statement. On 30tli June 1925, he owed to Sundij’ 
Creditors for goods Rs. 50,000 net, for Wages Rs. 700, for Trade Expenses Rs. 1,450, and 
for Carriage Outwards Rs. 1,000. The value of the Stock was Rs. 1,04,000. The Sundry 
Debtors amounted to Rs. 05,000, but of these Rs. 4,d00 were bad, and the estimated 
discounts on the good debts were Rs. 4,500. The discounts allowed during the year on 
receipts from customers amounted to Rs. 14,500. ’The rate of Depreciation on the 
Buildings was fixed at 2% per annum and on the Plant and Machinery at 10% per 
annum. Prepare Balance Sheet on 30th June 1925, and Trading and Profit and Loss 
Account for the year, ignoring interest on Capital and on Drawings. 193 

(Gross Profit Rs. 97,000, Net Pi ofit Rs, 38,500 ; Balance Sheet Total Rs. 2,35,150 ; 

Capital Account Balance Rs. 1,72,000 ) 

1C. Mr. J. Portlock whose accounts arc recoidcd by Single Entry only, with 
Rs 1,000 lent him by his wife and Rs. 2,000 of his own, acquired a Retail Business of 
which he took possession on 1st January 1927. 

Of the acquisition price, Rs. 750 was attiibuted to Goodwill, Rs. 250 to Furniture, 
Fixtures and Fittings, Rs. 1,750 to Stock, and Rs. 250 was retained as working Capital 
of which Rs. 200 was paid into the Bank. During the year Mr. Portlock’s takings 
amounted to Rs. 11,500 of which Rs. 10,900 was paid into the Bank, the remainder being 
in part utilised for cash payments. The payments out of tlie Bank and Cash duiing 
the year were as under: — 


Purchases 



Rs. 

.. 7,800 

Salary, Head Assistant 



250 

Wages 



820 

Trade Expenses 

• • • • 

. • 

360 

Rent, Rates and Taxes — • 
Business Proportion 

e 


296 

Personal 


• • 

148 

Payments made for Domestic purposefe 

• . 

120 

Drawings 



.. 1,200 


At the close of the year Mr. Portlock’s stock was of tlie value of Rs. 1,875 He 
owed Sundry Creditors for goods Rs. G75, and there was oiving to him for goods sold 
Rs. 750. The Balance at the Bank was Rs. 275. 

Provide 5 per cent for Depreciation on Furniture, Fittings and Fixtures, Interest 
at 5 per cent per annum on Wife’s Loan, Rs. 50 for Doubtful Debts. Prepare Cash 


3G6 


ADVANCED ACCOUNTING 


Account, Bank Account, Profit & Loss Account for the year ended 31st December 1927 
and the Balance Sheet as on that date. 

(Grow Profit Rs. 3,080, Net Profit Rs. 2,061-8-0 ; Balance Sheet Total Rs. 4,318-8-0 ; 

Capital Account Balance Rs. 2,593-8-0.) 

17. The following is the statement of Affairs as at 31st Maich 1928 of Young 
and Bell, who are in partnership sharing profits and losses in the proportions of 2j3rds 
and ll3rd respectively. 

Fiom the particulars given hereunder prepare as at 31st Mardh 1929 (a) a State- 
ment of Profit, apportioning the balance between Yoimg and Boll ; and (b) a Statement 
of Affairs as at that date. 


YOUNG and BELL 

Statement of ■Affairs as at 31st March 1928 


Capital Accounts : — 
Young 
BeU 

Bills Payable 
Sundry Creditors 


Rs. 

Rs. 

20,000 

8,000 

28,000 

. . 1,000 
, . 12,000 


Plant & Machinery 
Freehold Property 
Furniture & Fittings 
Stock 

Sundry Debtors 
Bills Receivable 
Bank 
Cash 


Rs. 41,000 


Rs. 

.. 4,000 

. . 12,000 
. . 1,000 
.. 7,000 

. . 13,000 

. . 3,000 

990 

10 

Rs. 4L0M 


The position as at 31st March 1929 was as follows? : — 

Cash at Bank Rs. 1,500 ; Cash in hand Rs. 100 ; Sundry Creditors Rs. 19,000 ; Bills 
Payable Rs. 1,200 ; Sundry Debtors Rs. 5,000 ; Bills Receivable Rs. 3,800. The Stock on 
hand amounted to Rs. 8,400. Young’s drawings during th^ year had been Rs. 3,000 and 
BeU had drawn Rs. 1,200. Young withdrew tlie sum of Rs. 4,000 on 30th September 
1928 from his Capital Account. Depreciate Machinery and Plant by 5%, Fujriiture and 
Fittings by 10% and allow interest on partners’ Capitals at the rate of 5% per annum^ 
Ignore interest on Drawings. (G. D. A.) 

(Net Loss: — Young Rs. 3,866-10-8, Bell Rs. 1,933-5-4; 

Statement of Afiairs Total Rs. 35,500 ; 

Capital Account Balances : — Young Rs. 10,033-5-4, Bell Rs. 5,266-10-8 ) 

-y 

18. Ram Sarup keeps his books by the “Single Entry” method. His position on 
31st December 1931 was as follows : — ’ 

Cash in hand Rs. 200 ; Cash at Bank Rs. 3,000 ; Stock-in-Trade Rs. 20,000 ; Sundrj' 
Debtors Rs. 8,500 ; Fixtures and Fittings Rs. 1,800 ; Machinery and Plant Rs. 15,000 ; 
Sundry Creditors Rs. 22,000. During the year, Ram Sarap introduced Rs. 5,000 as 
further Capital m the business, and withdrew Rs. 750 per month. 

On 31st December 1932 his position wap as foUows: — 

Cash in hand, Rs. 300; Cash at Bank, Rs. ’2,000 ; Sundry Debtors, Rs. 14,000; 
Stock-in-Trade, Rs. 19,000 ; Plant and Machinery, Rs. 27,000 ; Fixtmes and Fittings, 
Rs. 1,500 ; Sundry Creditors, Rs. 29,000. 

From the above, prepare a statement showing the profit or loss made by him far 
the year ended Slst December 1932. 190 

(Net Profit Rs. 12,300-) 


19. You are given below: — 
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(1) The Balance Sheet of Messrs. A and B, on 1st April 1931. 

(2) The cash transactions for 12 months to Slst March 1932. 

(3) A Suinmaiy of the remaining transactions for the year. 


( 1 ) 


Bank Overdraft 
Sundry Creditors 
Bills Payable 
Capitals : — 

A 

B 


( 2 ) 


Es. 

.. 1 , 10,000 

.. 90,000 


Rs. 

5,000 

30.000 

16.000 


2,oo.eo-i 


To Balance jn hand, 1-4-1931 
„ Receipts from Debtors 
„ Bills Receivable 


(3) 


Cash in hand 
Bills Receivable 
Sundry Debtors 
Stock of Goods 
Plant & Machinery 
Land & Buildings 


Es. 

700 

25.000 

39.000 
75.300 

47.000 

70.000 


. 2,57,000 


Rs. 

2.57,000 

Rs. 



Rs'. 

700 

By Overdraft, 1-3-31 


5,000 

.. 2,90,000 

„ Salaries 


12,000 

. 1,00,000 

„ Wages 


15,800 


„ Bills Payable 


1,43,000 


, Pavments to Creditors 


1,47,000 


., Office Expenses 


8,000 


„ Drawings by A 


23,000 




20,000 

• 

„ Balance, 31-3*32.*-^ 

Rs. 



in hand 

2,400 



at Banl: 

12,500 





14,900 

. 3,90.700 




— 


Rs. 

3,90,700 


S.alcs 


Rs, 

. . 4,07,000 

Discount to Cuslomoi-s 


.. 2,000 

Purchases 


.. 3,00,000 

Discount Received from suppliers 


1,000 

Bills Receivable received during the year 


.. 1,09.000 

Bills Payable issued during the year 


.. 1.50,000 

Stock of Goods on 31sl J.Iarch 1932 


.. 53,000 


Resci-vc tor Doubtful Debts 5% on Debtors outstanding. 

Provide depreciation On Plant and Jilachinerj' at 5% ai\d on Land and Bmidinfca 


From the above particulari, prepare a Tr-ading and Profit f.. Lor^ Account for the 
year ended Slst M.arch 1932. and a Bhlamm Sh'-ct a- on that date, J97 

(CTxit$ p!vf.! Rs, 63,900, AVt Prcdr n«, 41,550; Bnimicc Shfct Tote! Rs 2,57A50; 

' Capital Aewf.t Bafeinccj:~A Us. i.05,775, B lU. 91, I".'*.) 



CHAPTER X. 


ACCOUNTS OF JOINT STOCK COMPANIES. 

PRELIMINARIES TO INCORPORATION OF COMPANIES AND 
RECORD OF SHARE CAPITAL TRANSACTIONS. 

The Indian Companies Act, 1936. — ^The passing of the Indian Companies 
Act, 1936, marks an important advance in the development of Joint Stock 
Companies in British India. The Act follows closely upon the lines of 
English legislation, and introduces considerable changes of a far-reacliing 
character affecting the promotion, working and management of public com- 
panies in several directions. It has, therefore, been thought desii'able to 
give, in the following few pages, an outline of the steps necessai'y to be 
taken prior to the promotion and registration of a Limited Company and 
also to briefly enumerate the several obhgations and restrictions imposed 
on Public Companies, under the New Act, before proceeding with the subject 
of Company Accounts, Besides, it mil be readily admitted that a Icnowledge 
of the regulations that govern the working of Limited Companies is essential 
to a proper understanding of tlie problems in accounting which are peculiar 
to companies. 

Amongst the more important changes brought about by the New Act 
may bo mentioned the following : — 

(1) The provisions relating to the contehts of the Prospectus have been 
altered substantially so as to embody within that document several additional 
matters as would help the prospective shareholders to form their own opinion 
as to the desirabilit 3 ’^ or dtlierwise of taking up the shares of tlie compan3'. 

(2) The basis for fixing up of the minimum subscription has been 
defined and it must now be of such an amount as would provide not only 
for the acquisition of the fixed assets and the initial preliminary expense.^ 
but also the working capital of the compan 3 \ 

(3) The Act prohibits the use of mone3's received from prospective 
shareholders until receipt of Certificate of Commencement of Business. 

(4) It regulates the appointment and dismissal of directors and manag- 
ing agents, and while imposing on them fi-esh responsibilities and obligations, 
it places due restrictions on the powers of management the 3 ’ have hitherto 
enjoyed. 

(5) While the powers of the directors and managing agents have been 
considerably curtailed b3’ the New Act, the shareholders have been granted 
bettor privileges, wider powers of control and greater facilities for acquiring 
a more intimate knowledge of Uie inner worldng and finances of the conipan3''‘ 

(6) TJie appointment of the managing agents, their remuneration, and 
any variation in the managing agency agreement are made subject to a 
re<;ohitir>n of the gonerfd meeting, 

(7) A very imporUrat and highly desirable right has been conferred 

on the slmrcholdeiTv in enabling tl’cm to remove an 3 ' director before luB time, 
in* an E:-Clrnordinar 3 f Resolution. / 

An independent Board of Directors 'is now rendered possible by 
hmiling tne raiuras’lng sgeuLs' richt of nominations to one-third of the tot.d 
tannWr of directors. j 
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(9) There is provision for fuller information to be disclosed to the 
shareholders in the Statutory Report than hitherto. 

(10) Compilation of a detailed Profit and Loss Account coupled with 
the annual Balance Sheet disclosing additional information, and the cii’cula- 
tion of a Directors’ Report on the affairs of the company have been made 
compulsory so as to secure to the shareholders better information relating 
to the working and financial position of the company, 

(11) The shareholders have been authorised to inspect the Register 
of Company’s Contracts with Directors, and this wiU undoubtedly serve to 
make the directors more cautious in their dealings with the company. 

(12) They have been henceforth empowered to inspect the minutes of 
the shareholders’ meetings during business hours and to obtain a certified 
copy thereof on payment of nominal charges. 

(13) They have also been authorised to obtain copy of the Register 
of Members within ten days of their application to the company, 

(14) A further duty is imposed on the auditors to see that the Profit 
and Loss Account includes all items of expenses and gains shown under 
their appropriate heads, and to report to the shareholders on the fact that 
proper books of accounts have been maintained by the company. 

(15) A new privilege of receiving notice of general meetings and to 
attend general meetings, if they so think it necessary, has been conferred 
on the auditors. 

(16) The issue of shares at a discount and the issue of Redeemable 
Preference Shares are authorised for the first time, 

(17) Provisions relating to Holding Companies and Banking Concerns 
have been included. 

(18) The Registrar of Joint Stock Companies is empowered to investi- 
gate cases of fraud brought to his notice. 

The whole aim has been to remedy the existing defects in company 
management, and there is little doubt that the combined effect of the several 
new provisions as also the amendments to the existing ones will be to help 
considerably to achieve the end. The changes have been many and varied, 
but as the object of these pages is to facilitate tlie work of the student in 
accounting, it has been thought necessary to briefly enumerate only the 
more important Sections as relate to the working and accounts of Joint 
Stock Companies. 

Definition. — A Joint Stock Company may be defined as an association 
of persons carrying on trade or business for the purposes of profit, possessi^pg 
a common capital divided into shares which are held by the members in any 
proportions and which are transferable. 

Restriction on Nimiber of Members in Partnerships. — ^No company, 
association or partnership consisting of more than ten persons shall be formed 
for the purpose of carrying on the business of banking imless it is registered 
as a company under this Act, or is formed in pursuance of an Act of Parlia- 
ment or some other Act of the Governor-General-in-Council, or of Royal 
Charter or Letters Patent. 

, No company, association or partnership consisting of inore than twenty 
persons shall be formed for the purpose of carrying on any other business 
that has for its object the acquisition of gain by the company, association 
24 
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or partnership, or by the individual members thereof, unless it is registered 
as a company under this Act, or is formed in pursuance of any Act of 
Parliament or some other Act of the Governor-General-in-Council or of 
Royal Charter or Letters Patent. 

Classes of Companies. — Any seven or more persons (or where the com- 
pany to be formed is a private company, any two or more persons) associated 
for any lawful purpose may form an incorporated company, either as : — 

1. A company lunited by shares, the liability of each member being 
limited to the amount, if any, rmpaid on the shares held by him ; or 

2. A company limited by guarantee, the liability of each member being 
limited to the amomit the members may respectively undertake to contribute 
to the assets of the company in the event of its being wornid up ; or 

3. An unlimited company, not having any limit on the liability of its 
members. 

Note. — ^It is intended to deal in this chapter with companies limited by 
shares, as almost all the commercial companies are registered in India as such. 

Distinction between a Partnership and a Company. — ^The following are 
the principal points of distinction between a Joint Stock Company and an 
ordinary partnership ; — 

1. In a limited company, the liability of each shareholder is limited 
to the amount of the shares which he has agreed to contribute to its capi^lj 
in a partnership, every partner is liable jointly and severally to an unlimited 
extent for the whole of the debts of the firm incurred in the ordinary course 
of business, dm*ing the time that he is a partner., 

2. In a partnership, the number of members must not exceed twenty 

in any business, and ten in case of bankmg. In a limited company, there 
is no such limit, except that in a public company there must not be less 
than seven persons, and in a private one, not less than two. A private 
company cannot have more than fifty members. \ 

3. In a public company, shares are transferable -without the consent 
of the other members, whereas in a partnership,, a partner cannot transfer 
his share without tlie consent of the other partners. 

4. A partnership is formed on the mutual trust and confidence of each 
partner in the sldl], knowledge and integrity of every other partner, hi 
the absence of any agreement to the contrary, every member can take part 
in the management, and the acts of any partner within the scope of the 
partnership business are binding on the firm ; in a company, the management 
is placed in the hands of a special body of shareholders called directors, and 
a shareholder cannot bind his company by his acts. 

5. In a partnership, the creditors of the firm can proceed against the 
partnership property and also against the private property of each indi-vidual 
partner in case of necessity. In a company, the creditors cannot look to 
its membei-s for payment, but must look to the assets of the company and 
the uncalled capital for tlie satisfaction of their claims. 

6. In a partaership, the rights of die members and the constitution of 
uiG iiriti as originally agreed upon, may be altered at any time by ixintus* 
consent of the partners The powers of a company are governed by *0 
Memorandum of ^Vssociation which cannot be altered except in the manner 
and to the extent as provided for in the Act. 
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7. A company is legally required to have its accounts annually audited ; 
tliere is no such compulsory requirement for a pax'tnership. 

8. The death, retirement or bankruptcy of a partner dissolves the 
partnership, in the absence of any agreement to the contrary, but a share- 
holder’s death, bankruptcy or retirement would not affect the constitution 
of the company. 

Definition of a Private Company. — A private company means a company 
which by its articles — 

(a) restricts the right to transfer the shares, if any ; 

(b) limits the number of its members to fifty, not including persons 
who are in the employment of the company ; and 

(c) prohibits any invitation to the public to subsci-ibe for the shares, 
if any, or debentures of the company. 

Where two or more persons hold one or more shares in a company 
jointly, they shall, for the purposes of this definition, be treated as a single 
member. 

Public Company. — A public company may be defined as one which 
offers its shares or debentures to the public for subscription. 

Necessary Steps to Register a Public Company. — In order to register a 
Public Company, the following documents must be filed with the Registrar 
of Joint Stock Companies : — 

(1) The Memorandum of Association and the Articles of Association. 

(2) A statement of the Nominal Capital. 

(3) A list of persons who have consented to act as Directors. 

(4) A written consent by the Directors to act in that capacity. 

(5) An undertaking by the Directors to take up and pay for their 
qualification shares. 

(6) A Statutory Declaration by the Solicitor or the Secretary that all 
the requirements of the Act have been complied with. 

(7) The Memorandum and Articles of Association after being signed 
by at least seven persons must be stamped and lodged with tlie Registrar, 
who, if satisfied that everything is in order, will issue a Certificate 
of Incorporation. 

Memorandum of Association. — ^A Memorandum of Association is the 
document of utmost importance required to be registered on the formation 
of the company. It is a contract binding the company and its members to 
the observation of its provisions. It is, so to say, the charter of the company 
for the guidance of the outside public, defining the company’s powers and 
limiting the scope of its operations. A company only exists for the purposes 
which are stated in its Memorandum, and any act done outside these powers 
is null and void. The greatest care is required, thei’efore, in setting forth 
the objects of the company. A company cannot alter the conditions contained 
in its Memorandum except in the manner and to the extent as provided 
for in the Act. 

Contents of Memorandum of Association. — In the case of a company 
limited by shares, the Memorandum shall state — 
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(1) the name of the company, with “ Limited ” as the last word in 
its name ; 

(2) the province in which the registered office of the company is to 

he situate; , 

(3) the objects of the company ; 

(4) that the liability of the members is limited; 

(5) the amount of share capital with which the company proposes 
to be registered, and” the division thereof into shares of a fixed amount. 

No subscriber of the Memorandum shall take less than one share. 

Each subscriber shall write opposite to his name the number of shares 
he takes. 

In case of a company limited by guarantee, there will be an additional 
declaration that each member undertakes to contribute to the assets of the 
company in the event of its being wound up while he is a member or within 
one year afterwards, such an amoimt as may be required, but not exceeding 
a specified sum, for the payment of debts and liabilities of the company 
incurred diming his membership or for adjustment of the rights of the 
contributories inter se. 

Printing and Signature of Memorandum. — ^The Memorandum must be 
printed, and divided into paragraphs numbered consecutively. It must be 
signed by each subscriber (who shall add his address and description) in the 
presence of at least one witness who shall attest the signature. 

Articles of Association. — Every company is required by the Act to have 
two documents, one called the Memorandum of Association which defines 
its constitution, and the other, the Articles of Association which specifies 
its rules of conduct. 

The Articles of Association may be defined as the regulations framed 
for the internal management of the company, and by which the objects and 
powers of the company are carried into effect. They constitute a contract 
between the company on the one hand and the shareholders individually 
on the other, and also between the members inter se. They are subordinate 
to and are controlled by the Memorandum. 

The Articles usually deal wth the following points : — 

(1) Share capital and its division into various classes. 

(2) Rights attaching to the different classes of shares, 

(3) Calls on shares. 

(4) Undersvriting commission. 

(5) Transfer and Transmission of shares, 

(6) Lien on shares. 

(7) Forfeiture of shares. 

(8) Conversion of shares into stock. 

(9) Share warrants. 

(10) Alteration of capital. 

(11) Directors, their number, powers, duties, qualification, remunera- 
tjon, disqualification and rotation. 

(12) Proceedings of Directors. 

(13) Managing Agents and their rights and duties. 
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(14) General and Extraordinary Meetings. 

(15) Proceedings at Meetings. 

(16) Voting rights of members. 

(17) Notices. 

(18) The Common Seal. 

(19) Dividends and Reserve, 

(20) Accounts and Audit, etc., etc. 

A company may by its Articles of Association adopt all or any of the 
regulations contained in Table A (a model set of Articles set forth in the 
First Schedule to the Act), but certain regulations of Table A must he 
embodied in the Articles of every company, as required by Section 17. 

In case of a company limited by shares, if the Articles are not registered 
along with the Memorandum, the whole of the regulations contained in 
Table A will apply. If the Articles are registered, then the regulations in 
Table A will apply in so far as the Articles do not exclude or modify the 
regulations in Table A. 

A company may, by special resolution, alter or add to its Articles and 
any alteration or addition so made shall be equally valid and can in like 
manner be altered by special resolution. 

Every company shall send to every member, at his re.quest and within 
fourteen days thereof, on payment of one rupee or such less sum as the 
company may prescribe, a copy of the Memorandum and of the Articles 
(if any). 

Where any alteration is made in the Memorandum or the Articles of a 
company, every subsequent copy thereof issued shall contain such alteration. 

Prospectus. — ^Immediately after the registration, a Public Company issues 
a Prospectus and advertises the same broadcast. A prospectus means any 
notice, circular, advertisement or other invitation, offering to the public for 
subscription any shares or debentures of a company. 

Every prospectus issued by or on behaK of a company must be dated. 
A copy of such prospectus signed by every person who is named therein 
as a director or proposed director of the company, or by his agent authorised 
in writing, must be filed for registration with the Registrar on or before the 
date of its publication, and no such prospectus must be issued ‘until a copy 
thereof has been so filed for registration. Every prospectus must state on 
the face of it that a copy has been filed for registration. 

Contents of the Prospectus. — ^Every prospectus issued by a public com- 
pany must contain the following information : — 

(1) The contents of the memorandum, with the names, descriptions 
.and addresses of the signatories and the number of shares subscribed for 
by them respectively ; 

(2) The number of founders’, or management or deferred shares (if 
any) , and the nature and extent of the interest of the holders in the property 
and profits of the company ; 

(3) The number of redeemable preference shares intended to be issued 
and the proposed method of redemption; 

(4) The number of shares (if any) fixed by the articles as the qualifi- 
cation of a director, and any provision in the articles as to the remuneration 
of the directors ; 
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(5) The names, descriptions and addresses of the directors or proposed 
directors, and of the managers or proposed managers and managing agents 
(if any) , and any provision in the articles or in any contract as to the appoint- 
ment of managers or managing agents, and the remuneration payable to them ; 

(6) The minimum subscription on which the directors may proceed to 
allotment, and the amount payable on application and allotment on each 
share, and in the case of a second or subsequent offer of shares, the amount 
offered for subscription on each previous allotment made within the two 
preceding years, and the amount actually allotted, and the amount (if any) 
paid on the shares so allotted ; 

(7) The number and amount of shares and debentures which within 
the two preceding years have been issued, or agreed to be issued, as fully 
or partly paid up otherwise than in cash, and in the latter case, the extent to 
which they are so paid up, and in either case, the consideration for which 
those shares or debentures have been issued or agreed to be issued ; 

(8) Where any issue of shares or debentmres is underwritten, the 
names of the underwriters, and the opinion of the directors that the resources 
of the underwriters are sufficient to enable them to discharge their under- 
writing obligations ; 

(9) The names and addresses of the vendors of any property purchased 
by the company, or proposed so to be purchased, and the amount payable 
in cash, shares dr debentures to the vendors ; 

(10) 'Where any property referred to in the above clause has been 
transferred by sale within the two years preceding the issue of the prospectus, 
the amount paid by the purchaser at each such transfer ; 

(11) "Where any such property is a business, the profits that may have 
accrued from such business during each of the three years immediately 
preceding the issue of the prospectus or during each year of the existence 
of the business, if less than three years. A balance sheet of the business 
concerned made up to a date not more than ninety days before the date of 
the issue of the prospectus shall be appended to the prospectus ; 

(12) The amount (if any) paid or payable as purchase-money in cash, 
shares or debentures, for any such business as aforesaid, specifying the 
amoimt (if any) payable for goodwill; ' 

(13) The amount (if any) paid within the two preceding years or 
payable, as commission for subscribing or agreeing to subscribe, or procuring 
or agreeing to procure subscriptions, for any shares in, or debentures of, 
the company ; 

(14) Any amount payable as discount in respect of shares issued, show- 
ing separately die amount, if any, so paid to the managing agents ; 

(15) The amount or estimated amount of preliminary expenses ; 

(16) The amount paid within the two preceding years or intended to 
be paid to any promoter, and the consideration for any such payment; 

(17) The^ dates of, and parties to, every material contract including 
contracte relating to the acquisition of property mentioned above, and a 
reasonable time and place at which any material contract or a cony thereoi 
may be inspected ; 

(18) ^16 names and addresses of the auditors (if any) of the company i 

# ^ull particulars of the nature and extent of the interest (if any) 

eicry irector in the promotion of, or in die propertjf proposed to 
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acquired by, the company, or, where the interest of such a director consists 
in being a partner in a firm, the nature and extent of the interest of the 
fii'm, with a statement of all sums paid or agreed to be paid to him or to the 
firm in cash or shares or otherwise, either to induce him to become, or to 
qualify him as, a director, or otherwise for services rendered by him or 
by the firm in connection with the promotion or formation of the company ; 

(20) Where the company has shares of more than one class, the right 
of voting at meetings of the company conferred by and the rights in respect 
of capital and dividends attached to the several classes of shares respectively ; 

(21) Where the articles of the company impose any restrictions upon 
the members of the company in respect of the right to attend, speak or vole 
at meetings of the company, or of the right to transfer shares, or upon the 
directors of the company in respect of their powers of management, the 
nature and extent of those restrictions. 

(22) If the company has already been carrying on business, the Pros- 
pectus is to contain the following reports ; — 

({) a report of the auditors of the company regarding (a) profits made 
during each of the three preceding financial years ; (b) rates of dividends 
paid on each class of shares for each of those three years ; (c) the sources 
from which such dividends have been paid ; (d) particulars where no divi- 
dend has been paid on any class of shares for any of those years ; (e) whether 
accounts have been made up to a date within three months of the date of 
the prospectus ; 

(ii) if any business is to be purchased from the proceeds of the issue of 
shares or debentures, a report by a qualified auditor named in the prospectus 
on the profits of the business for each of the three preceding financial years. 

Tlie statement of profits in the prospectus and in the report of the auditor 
must clearly show the trading results and all charges and expenses incidental 
thereto, but shall exclude (a) non-trading profits, and (b) profits of a 
non-recurring nature. It must, however, include profits appropriated tovmrds 
taxation or reserves. 

This Section does not apply to a circular or notice inviting existing 
members or debenture-holders of a company to subscribe either for shares 
or for debentures of the company, whether with or without the right to 
renounce in favour of other persons. (Sec. 93.) 


Statement in lieu of Prospectus. — company which does not issue a 
prospectus on its formation shall not allot any of its shares or debentures 
unless before such allotment there has been filed with the Registrar a 
statement in lieu of prospectus signed by every person who is named 
therein as a director or a proposed director of the company, in the prescribed 
form. This provision will not apply to a private company. 


Restriction on Allotment.— No allotment shall be made of any 
capital of a company offered to the public for subscription unless the 
of share capitel stated in the prospectus as the minimum subscriph®^ 't"— 
been subscribed and the sum of at least five per cent thereof has been 
ed in cash by the company. 

The amount of such minimum subscription should be reckor^^^ 
sively of any amount payable otherwise than in cash 

The amount payable on application on each share shall ^ 
five per cent of the nominal amount of the share ’9 
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If the conditions aforesaid have not been complied with on the expiration 
of one hundred and eighty days after the first issue of the prospectus, all 
money received from applicants for shares shall be forthwith repaid to 
them without interest, and, if any such money is not so repaid wiihin one 
hundred and ninety days after the issue of the prospectus, the directors of 
the company shall be jointly and severally liable to repay that money with 
interest at the rate of seven per cent per annum from the expiration of 
the one hundred and ninetieth day. 

Any condition requiring or binding any applicant for shares to v/aive 
compliance with any requirement of this Section shall be void. 

The above restrictions shall not apply to any allotment of shares subse- 
quent to the first allotment of shares offered to the public for subscription. 
(Sec. 101.) 


Basis for Minimum Subscription. — ^Under the Old Act, the fixing of the 
minimum subscription was left entirely to the discretion of the directors 
and there was nothing to prevent ridiculously low figures being fixed by 
the Articles of Association and stated in the prospectus as the minimum 
subscription. 


The New Act now lays down that in fixing the amount of the minimum 
subscription, the directors must make provision for the following : • — 

(1) The purchase price of any property acquired or to be acquired 
out of the proceeds of the issue of the shares ; 

(2) Preliminary Expenses payable by the company; 

(3) Commission payable for procuring subscription of shares ; 

(4) Repayment of any moneys borrowed by the company in respect 
of any of the foregoing matters ; and 

(5) Working Capital. (Sec. 101.) 

^ It would thus be no longer possible foi' a public company to fix an 
arbitrary amount as minimum subscription and to obtain a certificate of 
commencement of business easily. . . 

received from Prospective Shareholders.— Whereas under the 
Old s company could utilise moneys received from applicants for shares 
even before the allotment was made, under the New Act, all such moneys 
will have to be banked intact in a Scheduled Bank until the Certificate of 
Commencement of Business is obtained. (Sec. 101.) 


Restriction on Commencement of Business. — ^A public company shall not 
commence any business or exercise any borrowing powers unless— 

(a) shares held subject to the payment of the whole amount thereof 
m cash have been allotted to an amount not less in the whole 
than the minimum subscription ; 


(b) 


(c) 


• A > 

eye^ director of the company has paid to the company on « 
wh- N contracted to be taken bu him, and fo 

^ pay in cash, a proportion equal to the pro 

portion payable on application and aUotment on the share 
ottered for public subscription ; 

the registrar a duly verified declaratioi 
Sit +L f directors, in the prescribed forir 

that the aforesaid conditions have been complied with ; and 


each 
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(d) in the case of a company which does not issue a prospectus 
inviting the public to subscribe for its shares, there has been 
filed with the registrar a statement in lieu of prospectus. 

The registrar shall, on the filing of a duly verified declaration, certify 
that the company is entitled to commence business, and that certificate shall 
bo conclusive evidence that the company is so entitled. This restriction will 
not apply to a Private Company. (Sec. 103.) 

Return as to Allotment. — ^Whenever a company naving a share capital 
makes any allotment of its shares, the company shall, within one month 
thereafter — 

(1) file with tlie registrar a return of the allotments stating the 

' number and nominal amount of the shares allotted, the names, 

addresses and descriptions of the allottees, and the amount (if 
any) paid or due and payable on each share ; and 

(2) in the case of shares allotted as fully or partly paid up otherwise 
than in cash, produce for the inspection and examination of the 
registrar a contract in writing constituting the title of the 
allottee to the allotment together with any contract of sale, or 
for services or other consideration in respect of which that allot- 
ment was made, such contracts being duly stamped ; and 

(3) file with the registrar copies verified in the prescribed manner 
of all such contracts and a return stating the number and 
nominal amormt of shares so allotted, the extent to which they 
are to be treated as paid up, and the consideration for which 
they have been allotted. 

The Return of Allotment is to be in the prescribed Form. (Sec. 104.) 

Commission on Subscription of Shares. — ^It shall be lawful for a company 
to pay commission to any person in consideration of his subscribing or 
agreeing to subscribe, or procuring or agreeing to procure subscriptions, for 
any shares in the company, if the payment of the commission is authorised 
by the articles and the commission paid or agreed to be paid does not exceed 
■ the amount or rate so authorised and if the amount or rate per cent of the 
commission paid or agreed to be paid is — 

(a) in the case of shares offered to the public for subscription, dis- 
closed in the prospectus ; and 

(b) in the case of shares not offered to the public for subscription, 
disclosed in the statement in lieu of prospectus. (Sec. 105.) 

Underwriting Commission. — ^In order to ensure that the contract for 
underwriting of shares or debentures is undertaken by a firm of standing, 
the New Act now makes it compulsory that where any issue of shares or 
debentures is underwritten, the names of the underwriters, and the opinion 
of the directors that the resources of the underwriters are sufficient to 
enable them to discharge their obligations, must be clearly stated in the 
prospectus. 

Issue of Shares at a Discount. — It shall be lawful for a company to 
issue at a discount shares in the company of a class already issued : 

Provided that — 
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(a) the issue of the shares at a discount must be authorised by a 
resolution passed in general meeting of the company and .must 
be sanct ioned by the, Pourt ; 

(b) the resolution must specify tlie maximum rate of^^scount 

exceeding ten per cent in any case) at ■^ucli''^ares are to be 
issu^ ; — — 

(c) not less than one year must, at the date of issue, have elapsed 
since the date on which the company was entitled to_^jcomlnence, 
business ; and 

(d) the shares to be issued at a discount must be issued witbin,^x 
months after the date on which the issue^js__s^cUone^3j^Jlhe 
Court or within such extended time as~the Court may mlow. 

Every prospectus relating to the issue of the shares and every balance 
sheet issued by the company subsequently to the issue of the shares must 
contain particulars of the discount allowed on the issue of the shares, or 
of so much of that discount as has not been written off at the date of the 
issue of the document in question. ( Sec. 105A.) 

Issue of Redeemable Preference Shares. — A company limited by shares 
may, if authorised by its articles, issue preference shai-es which are liable 
to be redeemed ; 

Provided that — 

(a) no such shares shall be redeemed except out of profits of the 
company which would othemvise be available for dividend, or 
out of tile proceeds of a fresh issue of shares made for the pur- 
poses of the redemption, or out of sale proceeds of any property 
of the company ; 

(b) no such shares shall be redeemed unless they are fully paid ; 

(c) where any such shares are redeemed otherwise than out of the 
proceeds of a fresh issue, there shall out of profits distributable 
be transferred to a reserve fund, to be called “ the capital 
redemption reserve fund”, a sum equal to the amount applied 
in redeeming the shares; 

(d) where any such shares are redeemed out of the proceeds of a 
fi'esh issue, the premium, if any, payable on redemption must 
have been provided for out of the q)rofits of the company before 
the shares are redeemed. >■ 

■^ere shall be included in every balance sheet of a company which 
has issued redeemable preference shares a statement specifying what part 
of the issued capital of the company consists of such shares and the date on 
or before which those shares are liable to be redeemed or, where no definite 
date is fixed for redemption, the period of notice to be riven for redemption. 

(Sec. 105B.) ® 


DIRECTORS AND THEIR POWERS OF MANAGEMENT. 


The new provisions regarding directors and their powers may be sum- 
marised as under: 


hliniraum Number of 
company shall have at least 
apply to a private company, 
of a public company. 


Directors. — Section 83A requires that every 
three directors instead of two. This wiU not 
except a private company which is a subsidiary 
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Two-tilirds to Retire by Rotation. — ^Under Section 83B (2) , not\vitbstand- 
ing anything contained in the Articles, not less than two-thirds of the whole 
number of directors shall be liable to retirement by rotation. This provision 
does not apply to a company incorporated before the commencement of the 
New Act, if its Articles provide otherwise, nor does it apply to a private 
company. , 

Restriction on Assignment of Office. — ^By Section 86B, the assignment of 
office by a director to another person is made subject to approval of the 
shareholders by means of a special resolution. But tlie appointment by a 
director of a temporary substitute to act for him during his absence of not 
less than three months from the district in which Board Meetings are held, 
if done with the approval of the Board, will not be deemed to be 
an assignment. 

Provisions rclicidng Directors from Liability to be Void. — Section 86C 
renders voi^ any provision in the Articles or any other contract relieving 
any director, manager, officer or auditor of the company from liability in 
respect of any negligence, default, breach of duty or breach of trust of 
which he may be guilty in relation to the company. 

Any such provision existing at the date of the commencement of the 
Amending Act shall have effect only for six months after that date. 

A company may, however, indemnify any such director, manager, officer 
or auditor against any liabiUty incurred by him in defending any proceedings, 
ciwl or criminal, in which judgment is given in Iris favour. 

Loan or Guarantee to Director. — Section 86D forbids granting of any 
loans or guaranteeing any loan made to a director, or to a firm of which 
such director is a partner, or to a private company of which such director 
is a director. 

A banking company and a private company other than a subsidiary of 
a public company are exempt from this Section. 

Office of Profit. — Section 86E prevents a director from holding any office 
of profit under the company except that of a managing director, manager, 
legal or technical adviser or a banker, without the consent of the general 
meeting of shareholders. 

The office of a managing agent is not to be deemed as an office of profit 
for the purpose of this Section. 

Restriction on Contracts with Company. — Section 86F forbids (a) a 
director of the company, or (b) the firm of which he is a partner, or (c) any 
partner of such firm, or (d) the private company of which he is a member 
or director from entering into any contract with the company for the sale, 
purchase or supply of goods, except with the consent of the directors. 

Any existing contract or arrangement entered into before the commence- 
ment of the Amending Act will not be affected by this Section. 

Removal of Directors. — Section 86G empowers the shareholders by an 
Extraordinary Resohitiou to remove any director liable to retire by rotation 
before the expiration of his period of office, and to appoint another director 
in his place by Ordinary Resolution. 

Restriction on Sale of Undertaking by Directors. — Section 86H prevents 
the directors from disposing^ of the undertaking of the company or from 
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remitting any debt due by a director, without the sanction of the shareholders 
in general meeting. 

Conditions under which Office will be vacated. — Section 861 leys do\ra 
the conditions under which the office of a director will be deemed to be 
vacated, as under ; — 

(a) If he fails to obtain qualification shares within the time prescribed 
by the Statute, or at any time ceases to hold qualification shares ; or 

(b) is adjudged an insolvent, or is found by the Court to be of unsound 
mind ; or 

(c) fails to pay calls within six months from the date of such calls ; or 

(d) accepts or holds any prohibited office of profit without sanction of 
the shareholders in general meeting ; or 

(e) takes any loan or guarantee from the company contrary to the 

provisions in the Act ; or g 

(f) absents himseK from three consecutive meetings of the directors or 
from all the meetings of the board for three months continuously 
whichever is longer, without sanction of the board ; or 

(g) enters into any contract with the company for the sale or purchase 
of goods without the consent of the directors. 

Articles may provide additional grounds for vacation of office. 

Register of Contracts by Directors. — Section 91A (3) requires a register 
to be maintained containing particulars of all contracts or arrangements 
in which any director is directly or indirectly concerned and the same to 
be open for inspection by any member at the registered office. 

Voting by Director interested in Contract. — Section 91B, as amended, 
not only prevents a director who is interested in a contract from voting at the 
time when such a contract is considered liy the board, but further enacts that 
bis presence ■will not be counted for the purpose of forming a quorum. 

Profit and Loss Account to accompany Balance Sheet. — Section 131, ns 
amended, requires the directors to lay before the shareholders in general 
meeting a Profit & Loss Account along with the Balance Sheet each ysnr. 

Report of Directors.— By Section 131A, directors are now required 
compulsorily to submit a Report along with evei-y Balance Sheet regarding 
the state of the company’s affairs, and to mention therein the dividend they 
propose and the amounts they recommend to be carried to reserves. Hitherto, 
this was done only as a result of practice. 

MANAGING AGENTS AND THEIR POWERS OF MANAGEMENT. 

Definition. — Whereas the Old Act contained no reference to managina 
agents, the Amending Act now for the first time specifically regulates their 
position, and embodies clauses relating to their appointment, continuance and 
disTnissal. A managing agent is now included among the o’fficers of 
company and is defined as a person, firm or company entitled to the manage- 
ment of the whole affairs of a company by virtue of an agreement and subject 
to the control and direction of the directors, except to the extent, if anA 
othermse provided for in the agreement. It is thus clear beyond doubt that 
the managmg agents would henceforward be under the control and direction 
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of the directors except to the extent to which the latter might themselves 
delegate their functions to the agents. 

The* main provisions applicable to managing agents are as under : 

Duration of Office. — Section 87A lays down that — 

(a) No new managing agent shall be appointed to hold office conti- 
nuously for more than 20 years. ^ 

(b) No existing managing agents can continue for more than 20 years 
after the commencement of this Act, unless by way of a re- 
appointment. 

(c) On termination of his office, a managing agent is entitled to a 
charge on the assets of the company for all liabilities or obligations 
properly incurred by him on behalf of the company. 

(d) These provisions do not apply to a private company except a subsi- 
diary of a public company. 

Conditions applicable to Managing Agents. — Section 87B contains the 
following provisions : — 

(a) A managing agent may be removed by a resolution at a general 
meeting, if he is convicted of certain non-bailable offences in con- 
nection with the affairs of the company. 

(b) The office of the managing agent shall be vacated if he is adjudged 
an insolvent. 

(c) A transfer of his office by a managing agent shall be void unless 
approved by the company in general meeting. But a chdnge in the 
constitution of the managing agents’ firm is not a transfer, so long 
as at least one of the original partners continues to be a partner. 

(d) Any charge or assignment of his remuneration effected by a manag- 
ing agent shall be void as against the company, 

(e) The appointment of a managing agent, his removal, or any variation 
of the agency agreement made after the commencement of the New 
Act shall not be valid unless approved by the company in general 
meeting. These conditions will, however, not apply to the appoint- 
ment of the company’s first managing agent made prior to the issue 
of joi’ospectus or statement in lieu of prospectus in which the terms 
of such appointment are set forth. 

Remuneration of Managing Agents. — ^By Section 87C, the remuneration 
of a managing agent appointed after the New Act, shall be based on a fixed 
percentage of the net annual profits. There can be a provision for a minimum 
payment in case of inadequacy of profits and an office allowance to be 
defined in the agreement. Any additional remuneration or one in any form 
other than as specified above will not be binding unless sanctioned by a 
special resolution of the shareholders. 

Net Profits. — “ Net Profits ” have been defined as profits arrived at after 
allowing for all the usual working expenses, interest on loan, repairs and 
outgoings, depreciation, bounties from Government or public bodies, pre- 
mium on shares sold, sales of forfeited shares, or profits from the sale of the 
whole or part of the undertaldng, but without any deduction of income-tax 
or supertax or any other tax or duty on income, or interest on debentures 
or otherwise on capital account, or amounts set aside out of reserves or any 
special fund. 
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This section does not apply to a private company except a subsidiary 
of a public company or a company whose principal business is insurance. 

Loans to Managing Agents. — ^Under Section 87D, a company* is not 
allowed to make or guarantee a loan to a managing agent. This does not 
apply to any credit allowed to a managing agent in a current account for 
the pui’poses of the company’s business, subject to limits previously approved 
by the directors. 

This does not apply to a private comp’any, unless it is a subsidiary of 
a public company. 

Contract witli Company. — A managing agent is not allowed to' enter into 
any contract with the company for the purchase, sale or supply of goods, 
except with the consent of three-fourths of the directors present and entitled 
to vote. 


Tliis wall not affect any contract entered into before the commencement 
of the New Act. 

Intcr-Company Loans. — Section 87E prohibits loans or guarantees to or 
by companies under the same management, except by way of renewal of 
an existing loan or guarantee. 

subsSar ®PP^y to loans or guarantees between a company and its 

Inter-Company Investments.~-Under Section 87F, a company, other than 
an investment company, shall not purchase the shares or debentures of 
company under the same managing agency, unless such transaction 
has been previously approved by the dn-ectors unanimously. 

Powers of Management.— Section 87G prevents a mana- 
^ issuing debentures, and restricts his powers to invest the 

“Lite “-1 ™‘’”“ 

on Competing Business.— Under Section 87H, a managing 

sfme nS;^ on his oito account engage in a business which is of the 

bv his cS^nanv ,^1'cctly Competes with the business carried on 

oy nis company or its subsidiary. ^ 

by thrm?nTgiSTvlm;'t"n^ the directors appointed 

dfrectos T^s “f * exceed one-third of the total number of 

u rectors, this does not apply to a private company. 

to disclose^y%^™sfon^^’~t^^ ArtTeT^ Pi^ospectus is required 

appointment of manaeers nr mav, m oiiy agreement as to the 

to them. ^ nagmg agents and the remuneration payable 

appointment of maim^gtag contract for the 

in which any director if dTr^n^l variation of such an existing contract 

the members of the company withL“f d\yl! i^orted to 

shaU^nofbf cJpaWe^f bSf w Advertisement of Directors.— A person 
and shaU not be named such^n^an^*^^”^ ^ company by the (articles, 

unless, before the registration oMhn “(y P^^o^P^^ctus issued by a Aimpany 
n-tns, or the filing ^f thfatetelt if publication of tie pros- 

y his agent authorised hJ ifritine-^ Prospectus, he has, by\hiinself 


pectus 
or by 
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(1) signed and filed with tlie Registrar a consent in writing^,to act as 
such director ; and 

(2) ' either signed the memorandum for a number of scares not less than 

Ms qualification (if any), or taken from the company and paid or 
agreed to pay for his qualification shares, or signed and filed with 
the Registrar a contract in writing to take from the company and 
pay for his qualification shares. 

This provision will not apply to a private company. (Sec. 84.) 

Share Qualification of Directors. — It shall be the duty of every director- 
who is by the articles required to hold a specified share qualification, and 
who is not ahready qualified, to obtain his qualification within two months 
after his appointment, or such shorter time as may be fixed by the articles. 
(Sec. 85.) 

Disclosure of Interest by Directors. — ^Every director who is directly or 
indirectly concerned or interested in any contract or arrangement entered 
into by or on behalf of the company shall disclose the nature of his' interest 
at the meeting of the directors at which the contract or arrangement is 
determined on, if his interest then exists, or in any other case at the first 
meeting of the directors after the acquisition of his interest or the making 
of the contract or arrangement. ^ 

A general notice that a director is a director or a member of any specified 
< company or is a member of any specified firm, and is to, be regarded as 
interested in any subsequent transaction with such firm or company, shall 
as regards any such transaction be sufficient disclosure and after such general 
notice, it shall not be necessary to give any special notice relating to any 
particular transaction with such firm or comp^any. (Sec. 91A.) 

MEETINGS & RESOLUTIONS. 

General Meeting of Shareholders. — Every company must hold a general 
meeting of its shareholders within eighteen mohths from the date of its 
incorporation and thereafter once at^least in every calendar year and not 
more than fifteen months after the holding of the last preceding general 
meeting. {Sec. 76.) 

Statutory Meeting and Statutory Report. — (1) Every company limited^ 
by shares shall, within a period of not less than one month nor more than 
six months from the date at which the company is entitled to commence 
business, hold a general meeting of the members of the company, which shall 
be called the statutory meeting. 

(2) The directors shall, at least twenty-one days before the day 
on wMch the meeting is held, forward a report, called the statutory report, 
certified as required to every member of the company. 

(3) The statutory report' shall be certified by ’ not less than two 
directors of the company or by the chairman of the directors if authorised 
in .this behalf by the directors and shall state — 

■ (a) the totkl number of shares allotted, distinguishing shares allotted 

• as fully or partly paid up otherwise than in cash, and stating in 
the case of shares partly paid up the extent to which they are 
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SO paid up, and in either case the consideTation for ■which they 
have been allotted ; 

(b) the total amount of cash received by the company in respect of 
all the shares allotted, distinguished as aforesaid; 

(c) an abstract of the receipts of the company and of the payments 
thereout up to a date within seven days of the date of the 
^report, exhibiting under distinctive headings tlrb receipts of the 
company from shares and debentures and other sources, the 
payments made thereout and particulars concerning the balance 

^ remaining in hand, and an account or estimate of the prelimi- 

nary expenses of the company showing separately any 
commission or discount paid on the issue or sale of shares ; 

(d) the names, addresses and descriptions of the directors, auditors, 
managing agents and managers, if any, and the secretary of 

. the company, and the changes, if any, which have occurred 

since the date of the incorporation ; 

(e) ^e pmdiculars of any contract, the modification of which is to 
be submitted to the meeting for its approval, together ■with the 
P^'bculars of the, modification or proposed modification ; 

(l) the extent to which the underwriting contracts, if any, have 
been carried out; 

(g) the arrears, if any, due on calls from director's, managing agents 
and managers ; and 

(?i) the particulars of any commission or brokerage paid or to be 
paid m coimection with the issue or sale of shares to any direc- 
tor, managmg agent or manager or a partner of the managing 
agent, if the managing agent is a firm, or if the managing agent 
is a private company, a director thereof. 

allotted report shall, so far as it relates to the shares 

aS in respect of such shares 

certified ca^e a copy of the statutory report duly 

sending thereof to the memSs'rf'fte” 

and aath2ie?ot'lhrm^mS”‘“ shotving the names, descriptions 

held trSm ?e|StSeS to t I”"* 

meeting, and to remain nno’n P^o'Jnoed at the commencement of the 

during the continuance oi the'meTttoJ^^^^ member of the company 

at liberty to SLS^^y^matte^reS^to'tr^f meeting shall be 

arising out of the statutorv formation of the company or 

or not, but no resolution of whinh previous notice has been given 

with the articles may be passed ° given in accordance 

adjourne?LS^g™ny“JsoSn^S°‘T^ 

ance with the articles^ either before notice has been given in accord- 

may be passed, and the adiourned me .^’^i^^^inently to the former meeting, 
original meeting. ^ meeting shall have the'same powers 'as an 

(9) This scctiou shaU apply 
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Extraordinary General Meeting. — ^Notwithstanding anything in the 
Articles, tlie directors of a company must, on the requisition of the holders 
of not less tha n one-tenth of the issued share capital dnHe~company upon 
which all calls ot other suins^thcn due have been paid, forthwith proceed 
to call an extraordinary general meeting of the company. The requisition 
must state the objects of the meeting and must be signed by the requisi- 
tionists and deposited at the registered office of the company. If the directors 
do not convene a meeting within twenty-one days, the requisitionists may 
themselves do so. (Sec. 78.) 

The Resolutions required for the conduct of the company’s business 
by the shareholders, are as under ; — 

Ordinary Resolution. — ^This is a resolution passed by a barejma^orjiy 
of members entitled to vote as ai-e present in person or by pi-oxy'at a general 
meeting of which 14 days’ notice has been given. The business usually 
transacted by means" of an Ordinary Resolution is : — 

^'(a) Adopting the Statutory Report; 

Adopting the Balance Sheet and Accounts at the Annual General 
Meeting ; 

i..,(c) Appointing Directors; 

^(d) Electing Auditors and fixing their remuneration; 

(e) Declaring Dividends and sanctioning tlie sums to be carried to 
Reserves ; 

(/) Permitting a director or his firm to hold an office of profit ; 

(g) Appointing or removing a Managing Agent; 

(h) Authorising issue of Shares at a discount, etc., etc. 

Extraordinary Resolution. — An Extraordinary Resolution is one which 
is passed by a majority of not less than th ree-f ourths of such members 
entitled to vote as are p'resent in person or by proi^^at a general meetmg 
of which notice of not less than 14 days specifying the intention to propose 
the resplulion as an Extraordinary Resolufion has been duly given. ~ 

^<Removal of a Director would require an Extraordinary Resolution. , ' 

Special Resolution. — ^A resolution will be a Special Resolution when it ' 
has been passed by such a majority as is required for the passing of an .. 
Extraordinary Resolution and at a general meetmg of which notice of not 
less than _21 _d aus^ specifying.,th&..intention i.o propose the resolution as a 
Special Resolution has been duly given. 

The following business would require a Special Resolution ; — 

(a) Altering the Company’s Articles of Association ; 

(b) Re-organizing of the Share Capital; 

'^^(c) Reducing the Share Capital; 

{d) Sanctioning additional remimeration to Managing Agents ; 

\.jfe) Sanctioning, payment of Interest out of Capital during 
construction ; , 

(j) Appointment of inspectors to invesligate the company’s affairs, 
etc. 


25 
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EXEIVIPTIONS TO PRIVATE COMPANIES, 

Private Companies are exempted from the following important provi- 
sions which apply to Public Companies : — 

Restrictions on appointment of directors. 

(2) Securing of Minimum Subscription. 

(3) Obtaining of a Certificate of Commencement of Business. 

(4) Restrictions on allotment of shares. 

(5) Holding of Statutory Meeting and circulating and filing a Statu- 
^ tory Report. 

(6) Retirement by rotation of not less than two-thirds of the whole 
number of directors. 

(7) Restrictions on number of directors that can be appointed by 
the Managing Agents. 

i^) Circulation of Annual Balance Sheet, Profit & Loss Account 
and Auditor’s Report amongst its Members. 


SHARE CAPITAL. 

Nominal Capital or Registered Capital or Authorised Capital represents 
Ae full amount of share capital which is stated in a company’s Memoran- 
dum and TOth which the company is registered. 

Issu^ Capital means that part of the Authorised Capital which is 
opered for subscription and includes shares allotted to vendors for con- 
sideration other than cash. 

Suhsenbed Capital is represented by the total amount of the shares 
taken up by the public including the shares issued to vendors as fully or 
partly paid up. 

CaUed-up Capital means the total amount that the shareholders have 
been caUed upon by the company to pay on the shares subscribed for by 
toem, and also mcludes the amount of fully or partly paid shares issued to 


Paid-up Capital represents the actual amount received by the' company 

amount, including, of course, the amount of' 
snares issued for consideration other than cash. 

holder?^ amounts called up but not paid by the share- 
cSS capital less calls in arrear would rV'esent the 

oapiKIhfSdTlXr"* 

«<»TCcscrvc Capital represents that portion of the subscribed eanital which 
mS up. of and for the purposes of 


ILLUSTUATION 101. 
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were applied for and allotled. R"?. 10 per share was payable on application and Rs. 23 
on allotment. The balance was to bo called as and when required. All tlie money 
cnllcd up was duly reecivod wiUi llio exception of aJlolinent money on 200 shares. 

The Capital, in tins case, would be tei-mcd as follows : — 


Rs. 


Authorized or 

Registered or 

Nominal 

.. 

., 5,00,000 

Issued 


• • • » 


.. 400,000 

Subscribed 


• • • • 


.. 3,50,000 

Called up 


• • • » 


.. 1.87,500 

Paid up 


• • • • 


.. 1,80,000 

C.ills in airc.ir 


• • • ■ 


7.500 

Uncalled' 


• • • k 

. • 

.. I,rj2,500 


and the same w ould appear on the liabilities side of Balance Sheet as under ; 


AutliOnstd Capital : — 

5.000 Shares of Rs. 100 each 

Issued Capital : — 

>1,000 Shares of Rs. 100 each 

Subscribed Capital : — 

3.500 Shares of Rs. 100 each ... ... 

^Amount Called up : — 

1.000 Shares of Rs. 100 each Issued to Vendors as 
fully paid 

2.500 i^hares of Rs. 100 each, Rs. 35 per share 
called up 

Less Calls in arrear 


Rs. 

87,500 

7,500 


* Rs. 

1 

I 

.js.oo.ooo 
I'l .00,000 

I 

J3,50,000 

f 

.'l,00,000 

80,000 


Rs. 


-.1,80,000 


1 - 


SHARES. 

^Ss^sliare. — ^The individual portion of a joint slock company’s capital owned 
by a .shareholder is called a share. 

A company generally issues several distinct classes of shares in order 
to satisfy the requh-enients of llie various classes of investors. The respec- 
tive rights of the different classes of shareholders are usually, laid down in 
the prospectus and are also mentioned in the Memorandum and Articles of 
the Company. 

Share Certificate. — ^Every shareholder is given a share certificate under 
the common seal of the company which evidences liis holding in the Share 
Capital. 

Ordinary Shares are those the holders of Which do not enjoy any special 
privilege but are entitled to surplus profits or a portion of the same, that 
may be available after all the preferential rights as to dividend have 
been mat. 

Preference Shares are those that rank for a fixed dividend out of the 
profits in priority to any other class of shai’eholders. These shares may he 
preferential as to dividend or capital or as to dividend and capital both. 
A preference in respect of capital gives the right to a retura of capital in 
priority to oilier classes of shares in the event of winding up. 
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Preference Shares are always cumulative as to dividend, unless the 
Company’s Articles either state otherwise or are I'epugnant thereto. They 
are, however, not preferential as to capital unless it is so definitely stated- 

It needs to he clearly understood, however, that preferential shareholders 
cannot claim their dividend as a matter of right, even though profits may 
have been earned. Dividends are usually proposed • by the directors and 
sanctioned by the shareholders in General Meeting. Subject to the Articles 
of the Company, it is within the reasonable discretion of directors to provide 
for jiroper reserves for contingencies, equalisation of dividends, or for 
reserves to serve as additional working Capital before recommending any 
dividend. The right of the preference shareholders to dividend is, therefore, 
relative in the sense that if any dividend is declared, they will stand to be 
paid in priority to the shareholders of any other class. 

The student would do well to note that where in an examination probl^ 
there is a mention of a certain dividend having been sanctioned on the 
Ordinary Shares, the payment of dividend to the preference shareholders 
must necessarily be assumed. 

Preferred Ordhiary Shares are those which carrj^ a right to a fixed 
dividend after the preference shareholders have been paid their dividend. 

Cumulative Preference Shares are those which entitle the holders to a 
fixed dividend for each year out of current or future profits. If the profit 
of any one year or a series of years are not sufficient to pay such dividend, 
the right to. such dividend accumulates until it is satisfied as to all arrears 
before the other shareholders can rank for dividend. 

Redeemable Preference Shares. — ^These are a new class of shares which 
a company can now issue under the Indian Companies Act, 1936, if so 
authorised by its Articles. These shz res must be fully paid and “the com- 
pany can provide for their repayment by creating a Specific Reserve for the 
same out of distributable profits, or out of the proceeds of a fresh issue 
made for the purpose. 


Participating Preference Shares are those which give to the holders in 
addition to the fixed preference dividend, a right to share in the surplus 
profits after all the other shareholders have received a specified nate of 
dhddend. Tlie Participating Preference Shareholders may also have a fur- 
ther right to participate in the distribution of surplus assets which may 
result on the dissolution of the company, , ' 

Guaranteed Preference Shares carry the right to a fixed rate of dividend 
which is guaranteed either by the vendors or by some third party. In tlm 
e,vent of the company not making sufficient profits to pay such dividend, 
the guarantors have to pay the same out of their personal resources. 

Deferred Shares are ffiose in respect of which the right to dividend iS 
pMtponed tin the rights of preference and ordinary shareholders ’are satisfied, 
mere deferred shares exist, the ordinary shares frequently take a prior 
fixed dividend, with a right of participation in any surplus left after the 
satisfaction of fixed deferred interests. 


Foimdcrs’ Shares are generally issued to founders or promoters of fhe 
company and sometimes to the vendors. The risht to dividend on these 

Ssy°of^ha7er ^ 

' “’"‘y 'be converted into stock. Tlie 
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Share Warrant. — A share warrant to bearer entitles the hojder of it to 
the fully paid up shares or stock named therein, and the ownership therein 
is transferred by simply handing the warrant to the purchaser. 

D E B E N T U R E S. 

Every trading company has an imphed power to borrow money. The 
usual way in which a company borrows money is by issuing debentures. 

Debentures. — These are documents acknowledging the loans borrowed 
by a company issued under the common seal and embodying the terms and 
conditions as to repayment of money, rate of interest, etc. 

Redeemahlo Dehentiures are those which are'’repayable at the end of a 
specified period. 

Irredeemable Dehentitres are such as are never repayable during the 
existence of the company. Tliese are generally issued by Railway and such 
other companies. 

Simple or Naked Debentures are those which carry no security as to 
payment of interest or repayment of pi-incipaL 

Registered Dehentiures are debentures registered in the names of the 
holders in the books of the company, and the transfers of these must be 
registered m the books of the company as in the case of shares. 

Bearer Debentures are payable to bearer. They are negotiable instru- 
ments and are transferable by mere delivery. 

Mortgage Debentures are those which are secured by a fixed or floating 
charge on the assets of the company. In case of a fixed charge, an actual 
mortgage dead is entered into between the company on the one hand and 
the trustees on behalf of the debenture-holders on the other, whereby some 
fixed assets of the company such as Building, Plant and Machinery, etc^, are 
specifically mortgaged. In case of a floating charge, the company merely 
agrees that, in case of failure as to payment of interest or principal, the 
debenture-holders will have a prior claim to such assets as would then 
belong to the company. 

Debenture Stock is one or more series of debentures consolidated, each 
stock-holder being entitled to such proportion of the whole amount as is 
represented by his stock certificate. The stock is more readily transferable 
than is the case with debentures. 

Difference between a Shareholder and a Debenture-holder. — (a) A 
shareholder is a partner in the company, whereas a debenture-holder is a 
loan creditor of the company. 

(b) - A shareholder can only claim a dividend on his shares, if there 
are sufficient profits to enable the declaration of such dividend and provided 
the dividend is sanctioned by the general meeting. A debenture-holder 
is entitled to his ^agreed interest irrespective of the fact as to whether the . 
company has made profit or loss. The interest on debentures is, therefore, 
a charge against profits, whereas any dividend in respect of shares is an 
appropi’iation of profits. 

(c) Shareholders exercise some control in the management of the 
company by voting at general meetings, but the debenture-holders have no 
right of interference in the management of the company so long as the 
terms of the debentures are complied with, 
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(d) In the event of a winding up, a debenture-holder, even if unsecured, 
will always rank for repayment in full before the shareholders of any clasS-^ 

RECORD OF SHARE CAPITAL TRANSACTIONS. 

Hawng i-egard to the large number of shareholders that generally belong 
to a public company, the entries ‘relating to the record of its share capital 
teansactions are made' in its Financial Books, as far as possible, in totals. 
A detailed record as to the holding of each individual shareholder is, how- 
ever, kept m separate Statistical Books. 

to show, in the following pages, how the various 
Statistical Books are written up and also what entiles are made in the 
Financial Books. 

• Shares.— A form of application, similar to the one, as 

indicated on Je opposite page, is usually attached to the prospectus. The 
appheabon letters together with the deposits are sent by the applicants direct 
to the Company s Bankers, as desired in the Application Form. The Com- 
pany s Bankers acknowledge these amounts in a separate Pass Book which 
IS sent by them to the Company’s Office, from time to time together with 
the applications. Each application is numbered consecutively and^full details 

ttan^theTumbL"or^^^ ^ applicant’s name, address and occupa- 

tion, the number of shares applied for, and the amount of deposit are then 

“which is T'r"* 

appMcns asc filed i„ oisrofIL 

receive? on Company’s Cash Book, the deposits 

S'swljpSion “nrlffo!^ ^ MuKL wtg 

m (Receipts Side) 'Details Bank 

To Share Application Account: — 

Being the deposits on applications 
of shares received this day from the 
following appheants at Rupee 1 ner 
share : — ^ 

B. C. Rice — ^15 shares 
p. D. Shroff — 10 shares 
N. D. Banker — 200 shares 


March 1 


15 

10 

200 


225 0 0. 


o' ‘i;o t 

of Share Application Account is afterwards tran.rfo standing to the cr 

Capital Account by means of alhSi e^t^v ^ a 

Dr. to Share Capital Account. Application Accou 

Alotment of Shares — ^After the Minimntr, q„i, • . , j + 

Board of Directors would proceed to allotment U^+ liar 

mu^ abvays be made by the Du-ectors bv meanc ’ f allotment of sba 

Apphchcp cd Aliotocpt Booh each tlme\e‘"l£Sri3'»S““ ® 
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No. 


THE NATIONAL TRADING COMPANY, LIMITED. 

(Form of Application for Shares ) . 

The Directors of 

The National Trading, Company, Limited, 

125, Esplanade Road, Fort, 

Bombay. 


Gentlemen, 

Having paid the Company’s Bankers the sum of Rs being a 

deposit of Rs. per share on ....... shares applied for by me 

in the above-named company, I hereby request you to allot these to me in 

terms of the company’s Prospectus dated I agree to accept the same 

or any smaller number that may be allotted to me, and I agree to pay the 
further instalments as provided by the said Prospectus, and I authorise you 
to register me as the holder of the said shares. 

Name (in full) Date ^ 

Address 

Occupation Signature 

{P erf oration.) 

THE NATIONAL TRADING COMPANY, LmiTED. 

(Bankers’ Receipt.) 


No 

Received this day of 

from the sum of 

Rupees being the 


application deposit of Rs per share on 

^eferwc e above-named company. , 

For the Fort Banking Company, Limited, 

Rs. 

Cashier. 

This receipt, when leturned from the Bankers, must be preserved by the applicant 
for exchange in due course for Share Certificate. ’ 


Secretary is then instructed to write Letters of Allotment to each applicant 
to whom shares have been allotted. The usual Form of Letter of Allotment 
is as shown on page 393. 

After the Allotment Letters have been posted, the detailed records as to 
the date of allotment, the number of shares allotted to each applicant, their 
distinctive numbers and the allotment money due from each allottee, is 
made in the Application and Allotment Book. On receipt of cash from each 
allottee, the date of the receipt and the amount are also recorded in this 
Statistical Book, over and above the same being entered in the Cash Book. 

[Continued at -foot of p. 393. 
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THE NATIONAL TRADING COMPANY, LIMITED. 
(Letter of Allotment). 

. . . 125 , Esplanabe Road, Fort, 


Bombay, 


No 

Sir, 

I am instructed by the Directors to inform you that in accordance with 

your apphcation they have allotted to you shares in 

the company. 

The amount payable on application and allotment in respect of the said 
shares is .... 

You have paid on application 

Leaving a balance due from you of 


Rs. 

Rs. 


Rs. 


which kindly pay to the Company’s Bankers, the Fort Banking Company, 
Limited, on or before the instant. 

Yours faithfully. 

To 

Secretary. 

This form must be sent entire^ together with nemittance, to the Company’s Bankers. 
(Perforation.) 


THE NATIONAL TRADING COMPANY, LIMITED. 
(Bankers’ Receipt.) 


No. 


Received this day of 

from the sum of 

Rupees being 

per share payable on allotment of shares of Rs 

each in the above-named company. 

For the Fort Banking Company, Limited, 

Cashier. 


Rs. 


Tliis receipt, when returned from the Bankers, must be preserved for exchange 
in due course for Share Certificate. 


Continued from p. 391] 

Entries in Financial Books. — On the allotment being made, a Journal 
entry is passed with the total amount of allotment money due from all the 
shareholders debiting Share Allotment Account and crediting Share Capital 
Accoimt. From day to day, the record in respect of the allotment money 
received by the Bank and as ascertained from the Pass Book, is made in 
the company’s Cash Book as follows: — 
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1938 
May 15 


From here, the items are posted to the credit of the Share Allotment 
Accoimt in the Ledger. When all the allotment moneys have been duly 
received by the Company, the Share Allotment Account will show no 
balance. In the event of there being any arrears, the Share Allotment Account 
will shov/ a debit balance to that extent. 

It must be clearly understood that an application for shares is^ a mere 
ofler for acceptance, and the applicant is at liberty to withdraw his appli- 
cation and ask for a refund of his deposit, if he so desires, prior to the 
posting of the Allotment Letter. Immediately, however, the Letter or 
Allotment is posted, the contract between the company and the applicant 
becomes complete, thus binding the former to issue those shares and the 
latter to take and pay for them as and when called upon to do so. 

Rolum of Money to Applicants. — ^In case the Capital is over-subscribed 
and some applications have been refused, or the applications of some share- 
holders have not been accepted for one reason or the other, the moneys 
deposited with such applications wiU have to be returned together with a 
Letter of Regret, a specimen of which is shown on the opposite page. 

As the moneys are returned to the applicants, a record to that effect 
will be made in the Application and Allotment Book, in the special columns 
provided for the purpose. 

Entries in Financial Books.— i-En tries will be passed tlmough the credit 
side of the Cash Book as follows 

1938 Cash Book (Payments Side) Details 

May 1 By Share Application Account ; — 

Being the return of Applicalion De- 
posits at Re. 1 per share to the 
following applicants whose applica- ^ 

tions were not accepted; — 

A. Jones — 10 shares . . 10 0 0 

B Bhathcna— 15 shares . . 15 0 0 

C. Green— 20 shares . . 20 0 0 


The Share Application Account in the Ledger will be debited in resj^ect 
oi .such amounts from tlie Cash Book. 

Allotment of less number thai\ applied for.— When any applicant has 
bc^n^allotted a le.ss number of shares than he has applied for, the e.xce.^s ot 
nis ucposit on application will be applied towards the allotment monO 


Bank 


45 0 9 


Cash, Book (Receipts Side) Details Bank 

To Share Allotment Account; — 

Being the allotment money received 
this day from the following share- 
holders at Rs. 2 per share ; — 

ISf. J. Kapadia — 25 shai-es . . 50 0 0 

P. C. Shroff — 15 shares . . 30 0 0 

D. Bomanji — 50 shares . . 100 0 0 

180 0 0 
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THE NAHONAL TRADING COMPANY, LIMITED. 

{Letter of Regret.) 

125, Esplanade Road, Fort, 
Bombay, 

Sir, 

In response tg your application for shares in the above Company, I am 
instructed to inform you that owing to over-subscription of same, the Directors 
regret they are unable to allot you any of the Shares of this Company. 

A cheque of Rs being the amount deposited by you on 

application for the said shares is herewith enclosed, and I shall be obliged 
if you will sign and return the Receipt at the foot of this form. 

Yours faithfully, 

To 


Secretary. 

.- (Perforation.) 

THE NATIONAL TRADING COMPANY, LTOHTED. 

(Receipt) . 

No 

Date 

Received from the National Trading Company, Limited, the sum of 


Rs being refund of the 

amount deposited by me on application for shares in the above 

Company not allotted. 


Rs. Signature 


Continued from p. 394] 

due from him. The Journal entry to give effect to this would be to debit 
the Share Application Account and credit the Share Allotment Accoimt, with 
the amount to be so transferred. In’ the Application and Allotment Book, 
a note to this effect will be made in the remarlis column. 

First Call. — ^Dsually, the^prospectus mentions the dates on which further 
Calls would be made on t'he shareholders for their instalments. In the 
absence of such an arrangement, the Board of Directors have an absolute 
discretion as to when to make a Call. A resolution of the Board is necessary 
for' this purpose, and a proper record is made thereof ' in the Directors’ 
Minute Book. After the Directors have resolved to make a Call, the 
Secretary sends out Notice of Call to all the members requesting them to 
pay up the required amounts. 

After the Call Notice, the usual form of which is as shovm on page 397, 
has been issued, full particulars as to the Call due from each member will 
be entered in a special book kept for the purpose called the Share Call 
Book, the rulings of which liave already been illustrated on page 392. On 
the cash being received from day to day on account of call, ftu-ther columns 
in tliis book will be filled in from the Cash Book. 
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Entries in Financial Books. — A Journal entry is made for the total amount 
due from the shareholders in respect of the First Call, debiting Share irs 
Call Account and crediting Share Capital Account. From day to day, as 
the call money is received, entries are made in the Cash Book, as follows . 

1938 Cash Book (Receipts Side) 

August 10 To Share First Call Account: — 

Being’ the First Call money received 
this day from the following share- 
holders at Rs. 3 per share: — 

D. Roberts — 5 shares 
F. Furtado — 9 shares 


From the Cash Book, postings will be made to the credit of the Share 
First Call Account in the Ledger. When the total amount due on accoun 
of First Call is received, both the sides of this account will agree. i 
however, there are any arrears in respect of First Call, the Share Fira 
Call Accoinit will show a debit balance to that extent. 

Entries must be made in a similar manner to record the second or other 
Calls that may be made at the dates as mentioned in the Prospectus or as 
and when the Directors may think fit. 

X,-'Uiterest on Calls in Arrears. — ^Directors are usually authorised, under the 
Articles, to charge interest on Calls not paid within the specified time. When 
any such interest is due from the shai-eholders at the time of balancing, the 
same will have to be brought into accoimt by means of a Journal entry 
debiting Outstanding Interest Account and crediting Interest Account. The 
detailed information as to such interest due would be ascertained from the 
Call Book in which special columns are provided for this purpose. 

vlfitoTcst on Calls paid in Advance. — ^Interest is also usually allowed, under 
the Articles, on Calls paid in advance'. Any such interest payable at the 
time of periodical balancing will have to be taken into account by debiting 
Interest Account and crediting Outstanding Creditors’ Accormt, Details as 
to such interest are recorded in the special columns in the Call Book. 

The amount received in advance of Calls should be credited to Calls in 
Advance Account and must be shown quite distinct from the called np 
capital. It must further be noted that Calls in Advance are not entitled to 
any ^vidend, but only carry a certain rate of interest, provided the com- 
pany s Articles authorise such interest to be paid. 

Where several distinct classes of shares are issued, a separate Share 
Capital Account must be opened in the Ledger for each class. 

Debentures.— The entries in relation to the issue of 
made in just the same way as the entries relating 


Details Bank 


Rs. a. p. Rs. a. p- 
15 0 0 
27 0 0 

42 0 0 
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THE NATIONAL TRADING COMPANY, LIMITED. 

(Call Notice) . 

FIRST CALL of Rupees per share on ORDINARY SHARES 

(making Rs per share called up) 

No 

125, Esplanade Road, Fort, 
Bombay, 

Sir, 

I beg to give you notice that a First Call of Rs per share On 

the Ordinary Shares has been made tliis day by the Board of Directors in 
accordance v/ith the terms of Prospectus. 

The amoun-^ of Call payable by you in respect of Shares 

held by you in this Company is Rs and I have to request you to 

be good enough to pay this sum to the Company’s Bankers, the Fort 
Banking Company, Limited, on or before the instant. 

Yours faithfully. 

To 


Secretary. 

This form must be sent entire, together with remittance, to the Company's Bankers. 

(Perforation.) 

^TIIE NATIONAL TRADING COMPANY, LIliUTED. 

X 

(Bankers' Receipt). 


No 

Received this day of 

from the sum of 

Rupees being Rs 


per share payable on First Call on Ordinary Shares in the 

above Company. 


For the Fort Banking Company, Limited, 

Rs. ^ Cashier. 

This receipt, when returned from the Bankers, must he preserved for e.xchange 
in due course for Shore Certificate. 
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SPECEVDSN ENTRIES IN REGARD TO SHARE 
CAPITAL ISSUE. 

The entries in regard to tlie issue of Share Capital, when journalised, 
v/Ul appear as imder : — 


Bank Account 

To Application Account (Ordinary Shares) 

(Being the total amount received in respect of applica- 
tion money on Ordinary Shares applied for at 

Rs. per share). 


Dr. 


L.F. 


Application Account (Ordinary Shares) ... ... Dr. 

, To Ordinary Share Capital Account 
j (Being the transfer of the above amount to Share 
I Capital Account). 


Allotment Account (Ordinary Shares) ... ... Dr. 

' To Ordinary Share Capital Account 

(Bemg the total amount due on allotment of Ordi- 
nary Shares at Rs. per share as per Board’s , 

Minute dated ). 

\ Bank Account ... ... ... Dr. 

j To Allotment Account (Ordinary Shares) 

'■ (Being the amount received in respect of allotment 
money). 


Rs. 


Rs. 


First Call Account (Ordinary Shares) ... ... Dr. 

, To Ordinary Share Capital Account 

I (Being the total amount of First Call due on 

") Ordinary Shares at Rs per share as per resolution 

of the Board dated ). | 

I -- - - - - J 

i Bank Account ... ... .... Dr. i 

I To First Call Account (Ordinary Shares) ' 

( (Being the amount received in respect of First Call). j 


, Final Call Account (Ordinary Shares) ... ... Dr. i 

j To Ordmary Share Capital Account j I 

^ (Being the total amount of Final Call due on 

j Ordmary Shares at Rs per share as per Board’s | 

Resolution dated ). , 

' Bank Account ... ... Pf. j i 

j To Final Call Account (Ordinary Shares) * i ' 

{Being the amount received in respect of Final Call) ! ' 


’Uiooretically. all entries may lie journalised as illustrated above. 
practice, liovvevcr, the cash entries will be recorded through the Cash 
and only the proper Journal entries will be passed through the Journal- 


ItJ.USTRATIOK 303, 

'’■‘‘K*' negistrred Capital of Rs 10.00,000 issued 25,000 Or'-tuarf 
m per fhaio on application, Its 2 per 

p. IP It rfso issued 25,000 Preference 

,}1 2^2:. I''’; «« nnplicataon, Rs. 2 per share on 
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CASH BOOK 


Date. 


Particulars 


Date. 

Particulars 

! Bank 





i Rs. 

To AppUcatio): Account 



By Balance c/(d. 

4,10,500 

{Ordinary Slmts) 

(Being Cash received 





on application of 25,000 
Ord. Shares^ 





„ Application Account 





{Preference Shares] 
(Being Cash received 
on Application of 25,000 
Ptef. Shares). 

25,000 


' 


„ Allotment Account 





{Ordinary Shares) 

(Being Allotment 
money received on 

50,000 


' 


25,000 Ord. Shares). 





„ Allotment Account 





{Preference Shares) 
(Being Allotment 
money received on 
25,000 Pref. Shares). 

50,000 




„ First Call Account 





{Ordinary Shares) 

(Being First Call money 
received on 24,500 Ord. 
Shares). 

73,500 




„ Fust Call Account 





{Preference Shares) 

72,000 




(Being First Call money 
received on 24,000 




. 

Pref. Shares). 





„ Final Call Account 





{Preference Shares) 
(Being Final Call 

90,000 




money received on 
22,500 Pref. Shares). 


* 



Rs. 



Rs. 



■i 



■III 


JOURNAL ENTRIES. 



Application Account (Ordinary Shares) ... ... Dr. 

To Ordinary Share Capital Account 
(Being the transfer of application money received on 

25,000 Ordinary Shares to Ordinary Share Capital 
Account). 

L.F. 

Rs. 

50,000 

Rs. 

50,000 


Application Account (Preference Shares) ... ... Dr. 

To Preference Share Capital Account 
(Being the transfer of application money received on 

25,000 Preference Shares to Preference Share .Capital 
Account). 


25,000 

25,000 

• 

Allotment Account (Ordinary Shares) ... ... Dr. 

To Ordinary Share Capital Account 
(Being the total amount due on allotment of 25,000 

Ordinary Shares at Rs. 2 per share as per Board’s 
Resolution dated ). i 


50,000 

50,000 
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JOUKNAL ENTRIES— Contd. 


1 

t 

I 

Allotment Account (Preference Shares) ... 

To Preference Share Capital Account 
(Being the total amount due on allotment of 25,000 
Preference Shares at Rs. 2 per share as per Board's 
Resolution dated ). 

Dr. 

L.F. 


Re. 

50,000 


First Call Account (Ordinary Shares) 

To Ordinary Share Capital Account 
(Being the total amount due on First Call of Rs. 3 per 
share on 25,000 Ordinary Shares as per Board's 
Resolution dated ). 

Dr. 


75,000 

75,000 


First Call Account (Preference Shares) 

. To Preference Share Capital Account 

(Being the total amount due on First Call of Rs. 3 per 
share on 25,000 Preference Shares as per Board's 
Resolution dated ). 

Dr. 


■ 

75,000 


Final Call Account (Preference Shares) ... 

To Preference Share Capital Account 
(Being the total amount due on Final Call of Rs. 4 per 
share on 25,000 Preference Shares as per Board’s 
Resolution dated -). 

Dr. 



1,00,000 


ORDINARY SHARE CAPITAL ACCOUNT. 


To Balance c/d. 


Rs. 

1,75,000 

By Application Account — 

(Ordinary Shares) 

„ Allotment Account — 

(Ordinary Shares) 

„ First Call Account — 

(Ordinary Shares) 

I 


Rs. 

yo.ooo 

, Rs. 

il.7^.00P_ 




By Balance b/d. 

H 


PREFERENCE SHARE CAPITAL ACCOUNT. 


1 Rs 

To Balance c/d. ... _ te.SO.OOO 

By Application Account — 

Rs. 

25.000 

50.000 

li 

(Preference Shares) 

>, Allotment Account — 

i 

(Preference Shares) 

* 

>, First Call Account — 

75,000 

1 

(Preference Shares) 


„ Final Call Account — 


!' 

(Preference Shares) 

• Rs. i 2.50.000 

Rs. 

1^00^ 


By Balance b/d. 

12,50.000 - 

i— 
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APPLICATION ACCOUNT (Oidinary Shaiies). • 


To Ordinary Share Capital Account ... 

Rs. 

50,000 

By Bank 

Rs. 

50,000 

ALLOTMENT ACCOUNT (Ordinary Shares). 

To Ordinary Share Capital Account ... 

Rs. 

50,000 

By Bank 

1 Rs. 

50,000 



FIRST CALL ACCOUNT (Ordinary Shares). 

To Ordinary Share Capital Account ... 

Rs. 

To Balance b/d. 

Rs, 

75.000 

73.000 

By Bank 
„ Balance c/d. 

Rs. 

m 



APPLICATION ACCOUNT (Preference Shares). 

To Preference Share Capital Account .. 

Rs. 

25,000^ 

By Bank 

il 

ALLOTBIENT ACCOUNT (Preference Shares). 

To Preference Share Capital Account ... 

Rs. 

50,000 

By Bank 

Rs. 

50,000 




FIRST CALL ACCOUNT (Preference Shares). 


To Preference Share Capital Account ... 

Rs. 

75,000 

By Bank 
„ Balance c/d. 

... 


Rs. 



Rs. 

75, COO 

To Balance b/d. 

3,000 





PINAL CALL ACCOUNT (Preference Shares). 



Re. 


Rs. 

To Preference Share Capital Account ... 

1,00,000 

By Bank 

niixiifiifl 


„ Balance c/d. 


Rs. 

1,00,000 

Rs, 


To Balance b/d. 

10,000 




26 
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BALANCE SHEET OF THE COMPANY, LIMITED. 


As at 


Capital and Liabilities 
Authorised Capital : — 

50,000 Ordinary Shares of Rs. 10 each 
50,000 Preference Shares of Rs. 10 each 


Issued and Subscribed Capital : — 

25,000 Ordinary Shares of Rs. 10 each 
25,000 Preference Shares of Rs. 10 each 


Amount Caiied up 

25,000 Ordinary Shares of Rs. 10 each, Rs. 7 per share called 
Less Calls in arrears 

25,000 Preference Shares of Rs. 10 each fully called up 
Less Calls in arrears 


Amount paid up 


Rs. 

5,00,000 

5,00,000 


Rs. 


10,00,000 


■ Rs. 


2,50,000 
2,50,000 ij 


...j 1,75,000 
.. I 1,500 


.. 'i 2,50,000 
' 13,000 


5,00,000! 


1,73,500 

2,37,000; 


Rs. 


4,10,500 

4,10,500 


ILLHSTUATION lOG. 

A Limited Company with a Registered Capital of Rs. 5,00,000 in shares of Rs. 10 
each, issued 20,000 of such shares, payable Re. 1 per share on application, Rs. 2^per slmro 
, • on allotment and Rs. 3 per share three months later. All the moneys payable on allot- 
^.••^ment were duly received, but on the First Call being made, one shareholder paid-tb? 
entire bal ance on his holding of share^and five shareholders with a total holding 
^TRI00"shares failed to pay the TTrst Calf on their shares.. Give Journal Entries to 
record the above transactions and show the Company’s Balance Sheet. 

JOURNAL ENTRIES. 



Bank Account 

To Share Application Account 
(Being the amount received as Application Deposit on 
20,000 shares at Re. 1 per share). 

Dr. 

L.K. 

Ks. 

20,000 

hs. 

20.000 


.'^hare Application Account 

To Share Capital Account 

(Being the transfer of Application Account to the latter 
Account). 

Dr. 


20,000 

20,000 


Share Allotment Account 

To Share Capital Account 

(Being the amount due on allotment of 20,000 shares at 
Rs. 2 per share as per Board’s Resolution dated ). 

Dr. 


40,000 

40,000 


Bank Account 

ITo Share Allotment Account 
(Being the amount received on allotment of 20,000 
shares). , 

Dr. 


40,000 

1 60,000 

40,000 

• 

1 Share First Call Account 

To Share Capital Account 

(Being the total amount due on First Call on 20,000 

1 V®’ ^ ®’^3re as per Board’s Resolution 

j dated ). 

Dr. 


1 

1 

60,000 
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JOURNAL ENTRIES.— (Contd.) 



Bank Account 

To Share First Call Account 
(Being the amount received on First Call). 

Dr. 

L.F. 

Ks. 

58,200 

Ks. 

58,200 


Share First Call Account 

To Calls in Advance Account 
(Being the amount received in advance of Calls on 300 
shares). 

Dr. 



1,200 


BALANCE SHEET OF THE CO,, LTD. 


Capital and Liabilities 


Rs. 


Authorised Capital — 

50.000 shares of Rs. 

Rs. 10 each ... WO.OOO 

Issued Capital — _____ 

20.000 shares of 

Re. 10 each ..^2,00,000 

Subscribed Capital — " | 

20,000 shares of !! 

Rs. 10 each .,._2.00,000|' 

Paid-up Capital — 

20,000 shares of 
Rs. 10 each, Rs. 6 per 
share called up ... 1,20,000 

Less Calls in arrears ... 3,000 

Calls in Advance 

R..i 


11,17,000 
1,200 


1,18,200 


Assets 


Cash at Bank 


Rs. 
...jjl,18,200 


Rs. 


1,18,200 


ILLUSTRATION 107. 

A Limited Company issued 100 G% Debentures of Rs. 1,000 each, at par, payable 
10% on Application, 20% on Allotment, 30% two months later, and the balance after 
further two montlis. All the money was duly received by the Company. Make the 
necessary Cash and Journal entries. 

CASH BOOK. 


Date. 


Particulars. 

Bank. 

Date. 

Particulars. 

Rs. 



To Debenture Application 



By Balance 

Account 

(Being Cash received on 

10,000 



Application of 100 De- 
bentures). 




„ Debenture Allotment 




Account 

20,000 



(Being Allotment money 
received on 100 Deben- 
tures). 




„ Debenture First Call 




Account 

30,000 



(Being First Call money 
received on 100 Deben- 
tures). 

„ Debenture Final Call 

• 



Account 

40,000 



(Being Final Call money 
reed, on 100 Debentures). 

, 



Rs. 

1,00,000 


Rs. 1 




I" 


Bank. 

Rs. 

1,00,000 


1,00,000 
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JOTJKNAI. ENTRIES. 


1 

Debenture Application Account 

To Debentures Account 

(Being the amount received on application of 100 
Debentures at Re. 100 per Debenture transferred). 

Dr. 

L.F. 

Rs. 

10,000 

Rs. 

10,000 


Debenture Allotment Account 

To Debentures Account 

(Being the total amount due on Allotment of 100 Deben- 
tures at Rs. 2Dt) per Debenture as per Board’s 
Resolution dated ). 

Dr. 


20,000 

20,000 


Debenture First Call Account 

To Debentures Account 

(Being the total amount due on First Call on 100 Deben- 
tures at Rs. 300 per Debenture, as per Board’s Re- 
solution dated ). 

Dr. 


30,000 

30,000 

! 

; 

«> 

Debenture Final Call Account 
fo Debentures Account 

(Being the total amount due on Final Call on 100 Deben- 
tures at Rs. 400 per Debenture as per Board’s Reso- 
lution dated ). 

Dr. 


40,000 

40,000 

_ 


..-•<rteliininary Expenses.— These are the expenses which must necessarily 
he incurred for the purpose of forming a new company. The following items 
are usually included under this head : — 

(1) '^ost of registering the company. 

(2) v^tamp Duty and Fees on the Nominal Capital. 

(3) ^-Fees and Stamp duties on the documents filed with the Registrar. 

(4) t<''Cost of preparing and printing the Memorandum and Articles of 

Association, 

(Sl-'tiost of preparing all preliminary agreements including stamp duties. 
(G)^Cost of preparing, printing and circulating the Prospectus. 

(7) '^aluers’ fees for valuing assets proposed to be acquired. 

(8) NAccountants charges for certifying profits. 

(9) sCost of preparing and printing Share Certificates, Letters of Allot- 

ment, Debentures, Trust Deed, etc. 

(10)VCostcOf^me^Books of Accounts, Statutory and Statistical Books and 




andts £ -n a non-recurring nature 

dSrSle nSt subscribed, it is deemed 

bS to distribute Rnv» it to the first year’s Revenue Account, 

er a reasonable ntxmher of yeax-s, say from 3 to 5 years. 

i" ^^thing in the Companies Act to 
number of years and ^ Preliminary Expenses withto any stat^ 

capitalised and Lv, expenditure under this head may be permanently 

S?lres L anv ^ Shee^if a company so 

y ase, It would be a fictitious and an intangible asset, and as 
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the permanent capitalising of such an item cannot be said to be a sound or 
a prudent measure from the view-point of finance or accounting, it would 
seem desirable to extinguish it from the boolcs as early as the net profits 
would admit. 

The total amount of Preliminary Expenses or so much of it as has not 
been written off must be shown separately on the assets side of the Balance 
Sheet. 

Commission or Brokerage on Shares. — A company can pay a commission 
to any person for subscribing or agreeing to subscribe or procuring or agree- 
ing to procure subscriptions for any shares in the company, if the payment 
of the commission is authorised by the Articles and the commission paid or 
agreed to be paid does not exceed the amount or rate so authorised and 
as disclosed in the Prospectus or the Statement in lieu of Prospectus. 

The treatment of this item in accounts is similar to that of the Preli- 
minary Expenses Account as discussed above. 

In the Prescribed Form of Balance Sheet, the unwritten off balance of 
such Commission and Brokerage is required to be shown on the assets side 
quite distinct from Preliminary Expenses. 

ISSUE OF SHARES AT A PREMIUM. 

A company can issue its shares at a premium, i.e., at a higher price 
than the face value, provided there is a public demand* for such shares at 
a higher value. The Premium received on issue of shares must not be mixed 
with the Share Capital moneys, but must be credited to a separate account 
styled “Premium on Issue of Shares Account”, and shown as 'a separate 
item on the liabilities side of the Balance Sheet 

The amount earned by a company on issue of its shares at a premium 
cannot be said to be profits earned in the usual course of its business, and 
as such, must be treated as Capital Profits and not 'transferred to Profit & 
Loss Account. It should be noted, however, that unless the Company’s 
Articles prohibit such a procedure, there is nothing to prevent a company 
from crediting such gain to Profit & Loss Account, and thus distributing it 
by way of dividend, although from the view-point of finance and accounting 
such a measure may seem to be unsound and imprudent. The best method 
of dealing with such an extraneous source of gain would be to utilise it in 
writing down fictitious assets such as Preliminary Expenses, Brokerage or 
Underwriting Commission on Shares, Discount on Debentures, or Cost of 
Issue of Debentures. It may be even utilised in writing down 'Goodwill 
Account, if any. If there be none of these accounts left to be written down, 
the credit balance on Premium on Shares may be transferred to a Capital 
Reserve Fund which may be utilised in writing off Capital Losses, if any 
arise in futtire. 

ILLUSTKATION 108. 

A liiinited Company issued 5,000 Preference Shares of Rs. 10 each at a premium 
of Es. 4 per share payable Re. 1 per share on Application, Rs. 6 per share on Allotment 
(induding premium), Rs. 3 on First Cali and Rs. 4 on Final Call. The shares were 
all subscribed and the money duly received except the First Call on 1,000 shares and 
the Final Call on 1,500 shares. Give Journal Entries to record the above transactions 
and open Ledger Accounts. 
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JOURNAL ENTRIES. 



Bank 

To Preference Share Application Account 
(Being the amount received on application of 5,000 Pre- 
ference Shares at Re. 1 per share). 

Dr. 

L.F. 

Rs. 

5,000 

Rs. 

5,000 


Preference Share Application Account ... 

To Preference Share Capital Account 
(Being the transfer of Application money to Share 
Capital Account). 

Dr. 


5,000 



Preference Share Allotment Account 

To Preference Share Capital Account 
„ Premium on Shares Account 
(Being the total amount due on allotment including 
Rs. 4 per share payable as premium on 5,000 shares 
allotted). 

Dr. 



1 


Bank Account 

To Preference Share Allotment Account 
(Being the receipt of total amount due on allotment). 

Dr. 



30,000 


Preference Share First Call Account 

To Preference Share Capital Account 
(Being the amount due as First Call on 5,000 shares at 
Rs. 3 per share). 

Dr. 


15,000 

15,000 


1 Bank Account 

1 To Preference Share First Call Account 

' (Being the First Call amount received on 4,000 shares). 

Dr. 



12,000 


Preference Share Final Call Account 
' To Preference Share Capital Account 

(Being the amount due in respect of Final Call of Rs. 4 
per share on 5,000 Preference Shares). 

Dr. 



20,000 

1 


Bank Account 

To Preference Share Final Call Account 
(Being the receipt of Final Call on 3,500 shares at Rs. 4 
per share). 

Dr. 


I 14,000 

i 

1 

i 14,000 


PREFERENCE SHARE APPLICATION ACCOUNT. 


To Preference Share Capital Account 
—Transfer 

' Rs. 

5,000 

\ 

By Bank 


Rs.„ 

5,000 

Rs. 

5,000 


Rs. 



PREFERENCE SHARE ALLOTMENT ACCOUNT. 


To Preference Share Capital Account .. 
” » >■ Premium Account 

Re. 


Rs. i 



10,000 1 

By Bank 

.. 

20,000 I 


30.000 

1~ 


Rs. 


Rs.„ 

30,000 
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PREFERENCE SHARE PREMIUM ACCOUNT. 





Rs. 



By Preference Share Allotment 




Account 

20.000 


PREFERENCE SHARE FIRST CALL ACCOUNT. 



' Rs. 


Rs. 

To Preference Share Capital Account ... 

15,000 

By Bank 
„ Balance c/d. 

BP 

Rr. 

15,000 

Rs. 

15,000 

To Balance b/d. 

3,000 




PREFERENCE SHARE FINAL CALL ACCOUNT. 






To Preference Share Capital Account ... 


By Bank 


„ Balance c/d. ' ... 

■iSiljli 

Rs. 

20,000 

Rs 

20.000 

To Balance b/d. 

6,000 

1 




PREFERENCE SHARE CAPITAL ACCOUNT. 


To Balance c/d. 


Rs, 

50,000 

By Preference Share Application 
Account 

„ Preference Share Allotment 
Account 

„ Preference Share First Call 
Account 

„ Preference Share Final Call 
Account 

j KS. 
j 5,000 

10,000 

! 15,000 

20,000 


Rs. 

50,000 

Rs. 

50.000 




By Balance b/d. ...I 

1 

50,000 


Forfeited Shares. — Directors are usually authorised by the Articles to 
forfeit the shares of those shareholders who fail to pay the calls, after due 
notice has been given to them of such forfeiture. The defaulting share- 
holder ceases to be a member after such forfeiture and loses all his rights 
on the shares held by him, whereas the moneys paid by him on the shares 
prior to the forfeiture belong absolutely to the rompan}'. 


Forfeited Shares are those shares rvhich are declared by the Directors 
to have been forfeited by any shareholder on account of non-payment of calls 
due by the latter. Tire procedure to be followed in case of ^ch a 
js usually laid down in the Articles and the same must be rigidly obscn'^^' 

When imy member fails to pay the call or other instalment on 
date, the Directors may thereafter serve a notice on him requiring 















^Qg advanced accotinting 

of the coll or tetalmcnt togetlicr with any which may 1'“^ 

The notice must also name a further day, not earlier than 14 ^ ^ 

the requirements of the notice, the ^ member concerned, 

the shares and give notice of sucli ,, , . and interest 

As a result of such forfeiture, the member loses all his lights a 

in the shares forfeited. 

Entries on Forfeiture of Shares.— Tlie following entries are necessary on 
Forfeiture of Shares : , ^ 

Debit the Share Capital Account with the 
those shai-es; credit the Forfeited Shares Account wi h the amoun^ a 
received by the company on those shares, and credit the Shale A 
Account or the Share Call Account, as the case may be, with the am 
owing on. those shares. , > 

The Share Capital Account will thus be written back to t le 
the amount called on the forfeited shares, and ^edit ^^1^=® ® ^.^^pect 
Shares Account will represent the amount received by the or 

of the forfeited shares. The debit balance on the Allotment Acco 
Urn Call Account will be wiped off by the credit given to such accoun 
the amount outstanding, as a result of the above entry. 

The nominal amount of Forfeited Shares would be shmvn as a 
from the total Issued Capital and ftc cahed up amount on the 
Shares as a deduction from the total called up Capital. The cred a 
of Forfeited Shares Account must appear as a separate item on 
liabilities side immediately underneath the Share Capital item, unt 
re-issue of such shares. 

ILLUSTRATION 109. 

A Limited Company has an Issued Capital of Rs. 50,000 in shares of Rs. 5 
which were fully caUed. The Directors resolve that 100 ^ares necessary 

of Re. 1 per share had not been paid, should be forfeited. Make the ne 
Journal entry to record the forfeiture. 


JOURNAL ENTRY. 



L.F. 

Rs. 1 

Share Capital Account ... ... Dr. 

To Forfeited Shares Account 
„ Final Call Account 

(Being the forieiture of 100 Shares of Rs. 5 each fully 
called up, for non-payment of Final Call of Re. 1 per 


500 

share as per Board's Resolution dated ). 


J 


Rs. 


400 

100 


ILLUSTRATION 110. 


The Directors of a company with a registered and subscribed Capital <,£ 

Ordinary Shares of Rs. 25 each and 10,000 Preference Shares of Rs. 25 each, on bo® 
which Rs. 20 per share were called up, forfeit 100 Ordinary Shares held by 
which be failed to pay First and Second Call of Rs. 5 per share each. They also lor ^ 
200 Preference Shares of Green who failed to pay Rs. 5 per share on Allotment, ^ 
per share on First Call and Rs. 5 per share on Second Call. Pass the neces® ; 
Jpuvnal entries as to forfeiture and show the Capital in the Balance Sheet. 
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JOURNAL ENTRIES. 


Ordinary Share Capital Account ... ... Dr. 

To Forfeited Shares Account (Ordinary) 

„ First Call Account (Ord. Shares) 

„ Second Call Account (Ord. Shares) 

(Being the forfeituie of 100 Ordinary Shares of Rs. 25 
each with Rs. 20 per Share called up, for non-payment 
of First and Second Call of Rs. 5 each, as per Board’s 
Resolution dated ). 

L.F. 

1 

1 Rs. 

j 2,000 

f 

1 

[ 

Rs. 

1,000 

500 

500 

Preference Share Capital Account ... ... Dr. 




To Forfeited Shares Account (Preference) 



1,000 

„ Allotment Account (Preference Shares) 



■ mm 

„ First Call Account ( do. do. ) 




„ Second Call Account ( do. do. ) 



■ ^ 

(Being the forfeiture of 200 Preference Shares of 




Rs. 25 each with Rs. 20 per share called up, for non- 




payment of Allotment, First Call and Second Call 


1 


money at Rs. 5 per share each, as per Board's 




Resolution dated ). 


1 

! 

! 



BALANCE SHEET. 


Capital and Liabilities 


Authonscd Capital ; — 

10,000 Preference Shares of Rs. 25 each 

10,000 Ordinary „ „ 25 „ 

Issued and Subscribed Capital : — 

10,000 Preference Shares of Rs. 25 each 

10,000 Ordinary „ „ 25 „ ... ... 

Amount Called up : — 

9,800 Preference Shares of Rs. 25 each, Rs. 20 per share called up ... 
9,900 Ordinary „ „ 25 „ „ 20 „ „ „ „ ... 

Forfeited Shares (amount paid up) 

Preference Shares 
Ordinary „ 


Rs, 

Rs, 

2,50,000 

2,50,000 

5,00,000 


2,50,000 

2,50,000 

5,00,000 


1.96.000 

1.98.000 

3,94.000 


1,000 

1,000 

2,000 



Note. — When the whole of the Capital offered for subscription, has been taken up 
by the public, the Issued and Subscribed Capital need not be shown separately. 

When shares have been forfeited, the Issued and Subscribed Capital will show 
the number of shares originally offered and taken up, and the present number of 
shares held will appear under the heading Called-up Amount as above. 

ILLUSTRATION 111. 

The X, Y, Z Company Limited, witir a Registered Capital of 20,000 Shares of 
Rs. 10 each has issued 10,000 Shares on which Rs. 7-8 per share have so far been called 
up. Of the total shares subscribed, all the shareholders paid the calls made on them 
with the exception of the following whose instalments as marked hereunder were in 
arrears and whose shares were therefore forfeited : — 

A holding 200 shares — (Allotment Rs. 2 per share, First Call Rs. 2 per share 
and Second Call Rs. 2-8 per share). 

B holding 300 shares — (1st and 2nd Call). > 

, C holding 400 shnrss — (2nd Call), 
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JOURNAL ENTRIES. 


Share Capital Account 

To Forfeited Shares Account 
„ Final Call Account 

(Being the forfeiture of 50 Shares of Rs. 10 each fully 
called, for non-payment of Final Call of Rs. 2 per 
share as per Board’s Resolution dated' ). 

Dr. 

L.F. 

Rs. 

500 

Rs. 

400 

100 

Bank Account 

To Share Capital Account 

(Being the amount received from the new allottee on 
re-issue of the 50 forfeited shares of Rs. 10 each as 
fully paid for Rs. 7 per share, as per Board’s Resolu- 
tion dated ). 

Dr. 


350 

350 

Forfeited Shares Account 

To Share Capital Account 

(Being the discount of Rs. 3 per share on the re-issue of 

50 forfeited shares made good out of the Forfeited 
Shares Account). 

Dr. 


150 

150 

Forfeited Shares Account 

To Preliminary Expenses or Goodwill Account or 
Special Reserve Fund 

(Being the transfer of credit balance standing to the 
Forfeited Shares Account af ter the re-issue of shares). 

Dr. 


250 

250 


ILLUSTRATION 113. 

The Hindustan Manufacturing Co., Ltd., had a total Subscribed Capital of Rs. 10.00,000 
in Ordinary Shares of Rs. 10 each on which Rs. 7-8 'had been called up. A Final Call of 
Rs. 2-8 per share was made and all amounts were paid except the two Calls of Rs. 2-8 
each in respect of 100 shares held by D. Roy. These shares were forfeited and re-issued 
at Rs. 8 per share for cash. Make Journal entries necessary to record the above. 

JOURNAL ENTRIES. 



Share Final Call Account 

To Share Capital Account 

(Being the amount due on Final Call of Rs. 2-8per 
share on 1,00,000 shares as per Beard’s Resolution 
dated ). 

Dr. 

L.F. 

Rs. 

2.50,000 

Rs, 

2,50,000 


Bank 

To Share Final Call Account 
(Being Cash received on Final Call). '' 

Dr, 


2,49,750 

j2,49,750 


Share Capital Account ... ... ... 

To Forfeited Shares Account 
„ Share First Call Account 
„ Share Final Call Account 

(Being the forfeiture of 100 Shares owned by D. Roy for 
non-payment of First and Final Calls of Ks. 2-8 each 
per share as per Board’s Resolution dated ). 

Dr. 

. 

1,000 

1 


Hank 

Forfeited -Shares Account 

To Share Capital Account 

(Being the re-issue of 100 Forfeited Shares at Rs. 8 pet 
share). 

Dr. 

tl 


800 

200 

1,000 
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balanM of Ks. 300 on Forfeited Shares Account should now be 
Premium on Forfeited Shares Account and may then be utilised in 
ivipmg off such fictitious assets as Preliminary Expenses or Brokerage 
Debentures or Goodwill. Legally, however, unless the 
^ proceduM, there is nothing to prevent a company from trans- 
Forfeited Shares to the Profit and Loss Account, although 
tais cannot be said to be a sound procedure to follow. 

Discount on Issue of Shares. — Shares can now be issued at a discount 
conditions as laid down in Sec. 105 of the Indian Companies Act, 
aoo. On such an issue of Shares, the entry to be passed will be as under ; — 
Bank Account . . . , _ _ _ Pj. 

(with the actual amount received) 

Discount on Issue of Shares Account . . . . ,, 

(with the discount allowed by the Co.) 

To Share Capital Account 
(with the value of the shares issued) 

There is no legal compulsion on a Company to write off the Discount 
on ssue of Shares within any stated number of years, but inasmuch as it 
j -u^j. revenue loss, it seems desirable and sound to write 

TT t-i charging it to revenue over a reasonable number of years. 

Until this amount is thus entirely written off, the balance remaining will 
heading Balance Sheet under its distinct 


STATUTORY BOOKS. 

book^'^— ^ limited company must compulsorily maintain the following 

(1) Register of Members. 

(2) Index of Members. 

(4) MtaS Sok”' »' Share Capital. 

Sr! of Directors, Managers and Managing Agents 

SS£ SthaSeT” ” 

(5) Register of Debenture-holders^ 

register of MEMBERS. 

and entef Sefn thi' folbwFn^pS^^ register of its members, 

fnd^Tp’.f occupations, if any, of the members 
of tile having a share capital, a statement 

bv its niimVia by each member distinguishing each share 
sideSdTSMTn tb to be con- 

the date at wblr u member; 

a memherl '' 

It a “““ “> I"' » »«"'=“■ 

Seetton, it shall be hablJIri* ? with the requirements oi lb“ 

during which the default” continiiP^^ -exceeding fifty rupees every daj 

knowingly and wilfullv autborip^f ’ the company who 

e like penalty. (See 31 permits the default shall be liable W 


(b) 

(c) 
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The Register o£ Members is the most important of Statutory Books and 
the greatest possible care should be taken to see that it is -written up correctly 
and kept up to date. The necessai'y particulars that this book must contain 
Avill be found on pages 415 and 416. In actual practice, ho-wever, many 
additional particulars are usually given and the Book is more generally kno-wn 
as a Share Ledger or Shareholders’ Register. The law does not prescribe 
any particular form, and in consequence, there is no standard ruling. The 
forms given on pages 415 and 416 may, however, be conveniently used by 
any company. All the various entries in the Register of Members are 
practically posted from the Share Application and Allotment Book, the Cali 
Books and the Register of Transfers. 

It is the entry in this book which is the prima jade evidence of member- 
ship. The Register facilitates the making of Calls, payment of Dividends, 
Transfer of Shai’es, verification of the voting of each member, and the 
settlement of the List of Contributories in the event of liquidation. 

INDEX OF MEMBERS. 

Every company having more than fifty members shall, unless the 
Register of Members is in such a form as to constitute in itself an index, 
keep an index of the names of the members of the company and shall -within 
14 days after the date on which any alteration is made in the register of 
members make any necessary alteration in the index. 

The Index, which may be in the form of a card index, shall in respect 
of each member contain a sufficient indication to enable the account of that 
member in the register to be readily found. 

If default is made in complying with this Section, the company and 
every officer of the company who is kno-wingly and wilfully in default shall 
be liable to a fine not exceeding fifty rupees. (Sec. 31A.) 

ANNUAL LIST OF MEMBERS AND SUMMARY 
OF SHARE CAPITAL, 

Every company having a share capital shall within 18 months from its 
incorporation and thereafter once at least in every year make a list of all 
persons who, on the day of the first or only ordinary general meeting in 
the year, are members of the company, and of all persons who have ceased 
to be members since the date of the last return or (in the case of the first 
return) of the incorporation of the company. 

The list shall state the names, addresses, and occupations of all the past ■ 
and present members therein mentioned, and the number of shares held by 
each of the existing members at the date of the return, specifying the shares 
transferred since the date 6f the last return or (in the case of the first 
return) of t^e incorporation of the company by persons who are still members 
and persons who have ceased to be members respectively, and the dates of 
regisfiation of the transfers, and shall contain a summary distinguishing 
between shares issued for cash and shares issued as fully or partly paid up 
otherwise than in cash, and specifying the following particulars : — 

(a) the amount of the share capital of the company and the number 
of the shares into which it is divided; 

(b) the number of shares taken from the commencement of the’ 
company up to the date of the return ; 
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(c) the amount called up on each share ; 

(d) the total amount of calls received ; 

(e) the total amount of calls unpaid ; 

(/) the total amount of the sums (if any) paid by way of commission 
in respect of any shares or debentures, or allowed by way of 
discount in respect of any shares or debentures, since the date 
of the last return, or so much thereof as has not been written 
off at the date of the return; 

(g) the total number of shares forfeited ; 

(ft) the total amount of shares or stock for which share warrants are 
outstanding at the date of the return ; 

(i) the total amount of share warrants issued and surrendered res- 
pectively since the date of the last retum ; 

(j) the number of shares or amount of stock comprised in each share 
warrant ; 

(k) the names and addresses of the pei'sons who at tire date of tlie 
return are the directors of the company and of tire persons (if 
any) who at tlie said date are the managers or managing agents 
of the company, and tire changes in the personnel of the directors, 
managers and managing agents since the last return together 
with the dates on which they took place ; and 

(l) the total amount of debt due from the company in respect of 
all mortgages and charges which arc required to be registered 
with the registrar under this Act. 

The above list and summary .shall be contained in a separate part of 
the register of members and shall be completed toithin 21 days after the day 
of the fust or only ordinary general meeting in the year, and the company 
shall forthwith file with tlio registrar a copy signed by a director or by tlie 
manager or the secretary of the company, together with a certificate from 
such director, manager or secretary that the list and summary state the iacls 
as they stood on the day aforesaid. 

A private company .shall .'■■end with the annual return required as above, 
n ccrtmc.tlc signed by a director or other officer of the company that th*^ 
Company has not, since the dale of the last return or, in the case of a first 
r.'Uirri. since the date of the incorporation of the company, issued any 

mv.ta.5on to the public to subscribe for anv shares or debentures of 
ronspany. 


'** makes dciault in complying with the requirements of this 

k hablo to a fine not exceeding fifty rupees for every day 

continues, and every officer of the company v.;i;.o 

Summary of 


faH - 5 ’ ■, leujiTi; nu uie u 

ACn r:'*! *'• it mm-tako 

* • • j » -5..1 cxi?tmc mi-mbur ypeeUjrintj foe she 


1 Sill; ciaic oi mo nr.si o? a 
i-t ako .-talr tt:e mnnbir^’n 

fnc shares transk-rred tlur.ny 


REGISTER OF MEBffiERS. 

Name: S. B. Subedar. When entered on Register: 2nd July 1937. 

Address ; 65, Porsi Colony, Dadar. When ceased to be a Member 

Occupation : Bar-at-Law, 



22-9-37 N. V, Khareghat 
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the period covered by the return by all persons who are existing members 
or have ceased to be members. 

The Return must contain a summary of shares issued for cash' and those 
issued as fully or partly paid up otherwise than in cash. Besides that, it 
must contain particulars as to the share capital and its division, '^the total 
number of shares issued, amormt of calls made, received and unpaid, amount 
of underwriting commission, commission paid on placing shares, and dis- 
count on shares allowed and not written off, shares forfeited, share warrants 
outstanding, issued and surrendered, names, addresses and occupations of 
directors and managers or managing agents and changes in the persoimel since 
the last Return, and the amount of debt secured by mortgages and charges. 

Under the English Act, the Annual Return is required to be made up 
as on the fourteenth day after the meeting and further 14 days’ time is 
then allowed to complete the list and summary^ 

MINUTE BOOKS. 

Section 83 enacts as rmder in regard to minutes of proceedings of general 
meetings and meetings of directors : 

(1) Every company shall cause minutes of all proceedings of general 
meetings and of its directors to be entered in books kept for that purpose. 

(2) Any such minute, if purporting to be signed by the chairman of 
the meeting at which the proceedings were had, or by the chairman of the 
next succeeding meeting, shall be evidence of the proceedings. 

(3) Until the contrary is proved, every general meeting of the company 
or meeting of the directors in respect of the proceedings whereof minutes 
have been so made shall be deemed to have been duly called and held, and 
all proceedings had thereat to have been duly had, and all appointments 
of directors or liquidators shall be deemed to be valid. 

(4) The books containing the minutes of proceedings of any general 
meeting of a company held after the commencement of the Indian Companies 
(Amendment) Act, 1936, shall be kept at the registered office of the 
company and shall dvu'ing business hours (subject to such reasonable res- 
trictions as the company may by its articles or in general meeting impose, 
so that not less than two hours in each day be allowed for inspection) be 
open to the inspection of any member without any charge. 

(5) Any member shall at any time after seven days from the meeting 
be entitled to be furnished within seven days after he has made a request 
in that behalf to the company wth a copy of any minutes referred to in sub- 
section (4) at a charge not .exceeding six annas for every hundred words. 

(6) If any such inspection is refused or if any copy required is not 

furnished wthin the time specified, the company and every officer of the 
company who is knowingly and wilfully in default shall be liable to a heavy 
fine. ' 

The Minute Booh does not call for any special rulings as only proceedings 
at the meetings of the Board of Directors and those at the meetings of 
shareholders are required by tlie.Act to be recorded therein. In practice, 
it is foinad convenient to keep two separate Minute Books, one to record 
Minutes of proceedings at Board Meetings and the other for Minutes of 
Shareholders’ Meetings. / 

2T 



418 


ADVANCED ACCOUNirNG 


REGISTER OF DIRECTORS, MANAGERS AND 
MANAGING AGENTS. 

Every company shall keep at its registered office a register of its directors, 
managers and managing agents containing the following particulars : 

In the case of an individual, his present name in full, any former name 
or surnam.e in full, his usual residential address, his nationality and, if that 
nationality is not the nationality of origin, his nationality of origm and 
his business occupation, if any, and if he holds any other directorship or 
directorships, the particulars of such directorship or directorships; 

In the case of *a corporation, its corporate name and registered or 
principal office ; and tlie full name, address and nationality of each of its 
directors ; and 

In the case of a firm, the full name, address and nationality of each 
partner, and the date on which each became a partner. 

The company shall within the periods respectively mentioned. below 
send to the registrar a return in the prescribed form containing the 
culars specified in the said register and a notification in the prescribed 
form of any change among its directors, managers or managing agents or 
in any of the particulars contained in the register. 

The period within which the said return is to be sent shall be a period 
of 14 days from the appointment of the first directors of the company and 
the period within which the said notification of a change is to be sent shall 
be 14 days from the happening thereof. 

The register to be kept under this Section shall during business hoims 
(subject to such reasonable restrictions" as the company may by its artides 
or in general meeting impose, so that not less than two hours in each day 
be allowed for inspection) be open to the inspection of any member of the 
company without charge, and of any other person on payment of one rupee 
or such less sum as the company may impose for each inspection. , 

If any inspection required under this Section is refused or if default 
is made in complying with any of the above requirements, the company 
and every officer of the company who is knowingly and wilfully in default 
shall be liable to a fine of fifty, rupees. (Sec. 87.) 

From the above, it will be seen that tlie Register of directors, managers 
and managing agents is a Statutory Book and will have to be maintained 
giving more detailed information than before. . 

Tire original appointment of each director as also any changes therein 
will have to be filed with the Registrar within 14 days from the date e 
such appointment or change in the prescribed form. 

" Such Register will be open to inspection of members during business 
hours without any charge and of other persons on pasmient of a fee no 
excluding one rupee for each inspection. 

REGISTER OF CONTRACTS IN WHICH DIRECTORS 
ARE INTERESTED. 

Every company must keep a Register in which should be entered f^ 
paruculars o£ all contracts or agreements in which any director is direc / 
or indirectly interested or concerned. This Register must be open w 
m^cUon by jmy shareholder at the registered office during business hours- 
locc. 31 A (3)1. 



REGISTER OF DIRECTORS, MANAGERS OR MANAGING AGENTS. 
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REGISTER OF MORTGAGES AND CHARGES. 

Every company shall keep a register of mortgages and enter therein 
all mortgages and charges specifically afi'ccting the property of the company 
and all floating charges on the undertaking or on any property of the 
company, giving in each case a short description of the property mortgaged 
or charged, the amount of the mortgage X)r charge and (except in case of secu- 
rities to bearer) the names of the mortgagees or persons entitled thereto. 

If any director, manager or other officer of the company knowingly and 
wilfully authorises or permits the omission of any entry required to be made 
in pursuance of this Section, he shall he liable to a fine not exceeding five 
hundred rupees. (Sec. 123.) 

This hook must contain a short description of the property mortgaged 
or charged, the amount of the mortgage or charge and the names of the 
mortgagees or persons entitled thereto. 

The book is of utmost importance from the point of view of the creditors 
of the company. Hie existence of this hook enables a loan creditor or a 
creditor for goods "supplied to see what assets of the company have been 
mortgaged or charged, and whether the remaining assets are sufficient or 
not to cover the unsecured liabilities of the company. In the absened of 
such a book, there is nothing to prevent a company from creating more than 
one floating charge over the same assets. The interest of the loan creditors 
would thus be jeopardised^ 


REGISTER OF DEBENTURE-IiOLDERS. 

Every register of holders of debentures of a company shall, except 
when closed in accordance wth the articles during such period or periods 
(not exceeding in the whole thirty days in any year) as may be specified i^ 
articles, be open to the inspection of the registered holder of any such 
debentures, and of any holder of shares in the company, but subject to such 

the company may in general meeting impose, so 
^ ® ™ appointed for inspection, and every 

r^ett of ^ ^^S^^ter or any pa?t thereof on pay- 

required to b™ier Tsea P""' 

ComparSs*!Ac^to^p^?i!^^tt^ clear that this register is required by the 
i^ Mgwt ntessarv niaintenance of such a register 

partifulLs relating to \ separate page is devoted to record 

to die n"^Lr a& °an?nP^"^^^^ I* '=°^tains full particulars as 

' allotment, tlie number of 

' the amounts paid upon each dp1-.n ^ j distinctive numb^s, 

in respect of debentures tnadp when paid and the transf^ 

the inspection of everv itoV. holder. This record must be open t 

- during a part of the bLiiesrhouS°^^^'' of the company 

STATISTICAL BOOKS." 

"'“iSd St"'" “ *!»* '“S- 

foUowing StatSacl Eec»i S”? to niaintata 

serve to give det^Ied sS’io Statistical Records as they 

n e aeiaiieu statistical information in regard to the holdings and 
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transfers of shares and debentures, the calls made on the shareholders and 
debenture-holders, dividends to shareholders and interest to debenture- 
holders, etc., and are quite distinct from'the Financial Books which maintain 
a record of the financial transactions of the company. 

The following statistical books are usually maintained : — ' 

(1) Share Application and Allotment Book. 

(2) Share CaU Books. 

(3) Debenture Application and Allotment Book. 

(4) Debenture Call Boolcs. 

(5) Register of Share Transfers. 

(6) Shareholders’ Dividend Book. 

(7) Debenture Interest Book. 

(8) Register of Certifications and Balance Tickets. ^ 

(9) Debenture Transfer Register. 

(10) Agenda Book. 

(11) Directors’ Attendance" Book. ^ 

(12) Register of Sealed Documents. 

(13) Register of Powers of Attorney. 

(14) Register of Share Certificates. 

(15) Register of Probates. 

(16) Register of Share Warrants, etc., etc. 

WRITING UP OF STATISTICAL RECORDS. 

The recording /of the Application and Allotment Book and also the Call 
Book has already been explained in the previous pages. It now only remains 
to add, in connection with these books, fiaat where there are different classes 
of shares, there must he separate Application and Allotment and CaU Books 
for each class. Besides, there must he a separate CaU Book for each of the 
CaUs made by the directors. Furtlier, it must he noted that these books are 
not compulsorily required by the law, hut are maintained simply as a matter 
of convenience to facilitate the writing up of the Register of Members. 

REGISTER OF SHARE TRANSFERS. 

The Register of Share Transfers, although not a Statutory Book in the 
sense that it is compulsorily required to he maintained by every company, 
is a very important book which would serve as a useful purpose of main- 
taining a complete record of each Transfer of Shares. 

The articles of a company usuaUy prescribe the mode of Transfer of 
Shares, and it is the duty of -the Secretary to see that each Transfer Form 
lodged with the company is properly fiUed in and signed by the transferor 
and the transferee, and is duly stamped. At regular intervals, these Transfer 
Forms are placed before the Board of Directors who formally sanction the 
transfers by passing a resolution and recording the same in the Directors’ 
Minute Book. FuU particulars of each transfer, viz., the number of transfer, 
the date, transferor’s and transferee’s names, addresses, occupations, and 
folios in Register of Members, as also the distinctive numbers of the shares 
transferred, am then- entered in the Register of Transfers. The ruling of 
this book is illustrated on page 423. 
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STATISTICAL EECORD OF DEBENTURE-HOLDERS. 

Where a company has issued Debentures, it will be necessary to maintain 
several other Statistical Books, such as Debenture Application and Allotment 
Sook, Debenture Call Books. Debenture Transfer Register, etc., in 
to have a detailed record as to the holding of each debenture-holder and to 
serve as a medium for posting entries into the statutory record known as 
the Register of Debenture-holders. The rulings of these boote follow 
practicdly on the same lines as the Share Stotistical Boolcs. 

Debenture Application and Allotment Book. Tliis book serves to record 
full details of applications for debentures and their subsequent allotment. 

It contains columns for the serial number of each application, the date or 
application, the name, address and occupation of each applicant, tlie number ^ 
of debentures applied for, the amount deposited on application, the date 
of allotment, the number of debentures allotted, their distinctive numbers, 
the amount received on allotment, the date of receipt and the arrears m 
that respect, if any. 

Debenture Call Book. This book records full details as to the amount 
due from each debenture-holder in respect of the call made, the amoimt 
actually paid, the date of payment and the amount of call in arrears, if any. 

”” Debenture Transfer Register. This book serves the same purpose as 
the Share Transfer Register. It records full details of every transfer or 
Debentures indicating the names of the transferor and the transferee m 
each case, -the number of debentures transferred and their distinctive num- 
bers, the date of registration of each transfer, etc. 

Debenture Interest Book. This book gives particulars at tire end of 
each half-year as to the names of the debenture-holders, the amount oi 
debentures held by each of them, the gross amount of interest due, the 
amount of tax to be deducted and the net amount of interest payable to each 
debenture-holder. 


REGISTER OF SHARE WARRANTS. 

A company limited by shares, if so authorised by its articles, may with 
respect to any fully paid up shares, or to stock, issue under its common 
seal a share warrant stating tliat the bearer of the warrant is entitled to 
the shares or stock therein specified, and may provide' by coupons or 
wise, for the payment of the future dividends on the shares or stock includen 
in the warrant. 

A share warrant 'shall entitle the bearer tbmreof to the snares or stock 
there'm specified, and the shares or stock may be transferred by delivery 
of the warrant. 

The hearer of a share warrant shall, subject to the articles of the com- 
pany, be entitled, on surrendering it for cancellation, to have his name 
entered as a member in tlie register of members. 

Where there are many transactions in Share Warrants, the maintenance 
of a Register of Share Warrants becomes necessary for the record of parh' 
culare relating to the issues and surrenders of share warrants Jn exchange 
^or^ Share Certificates. The form of this Register is shown on the opposite 



REGISTER OF SHARE TRANSFERS. 
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ACCOUNTS AND BALANCE SHEET. 

Under the New Act, the provisions for maintaining proper boolM of 
accounts and 'the preparation and submission of Balance Sheet to shareholders 
have been verj' much amplified. 

BOOKS OF ACCOUNTS. 

Section 130, as amended, particularises the transactions that should be 
recorded in the books of account of every company, as shown below.f 

Every company must maintain proper books of accounts having due 
regard to the nature of its business and must record therein every transac- 
tion, whether cash or credit, so as to be able to prepare at periodical intervals 
a Profit & Loss Account indicating the correct figure of profit or loss made 
during any given period, and, a Balance Sheet presenting the true financial 
condition of the business as reflected by its assets, liabilities and capital. 
There must be a complete system of account-keeping which should embody 
the whole of the transactions recorded imder duly classified Ledger Accounts 
after their having first passed through the appropriate subsidiary journals, 
and no account or figure should find its place in the Profit & Loss Account 
or Balance Sheet, unless it comes from one of the Ledger Accounts. 

The books of account are required to be kept at the registered office 
of the company, and should be open to inspection by the , directors during 
business hours. ‘ ’ ‘ 

The managing agents, or, where there are no managing agents, ffie 
directors are liable to penalty for any default by the company in comply*^8 
with the above requirements. 

Section 130. — ^Every company shall cause to be kept proper books of 
accounts with respect to — 

(a) all sums of money received and expended by the company 
the matters in respect of v.hich the receipt and expenditure takes 
place ; 

(b) all sales and purchases of goods by the company ; 

(c) the assets and liabilities of the company. 

The books of account shall be kept at the registered office of the com- 
pany or at such other place as the director’s think fit, and shall be open o 
inspection by the directors during business hours. 

In the case of a company managed by a managing agent, the managing 
agent, or where the managing agent is a firm or company, tire partner or 
director of such firm or company and in any other case the director o 
directors who have Imowingly by their act or omission been the 
my default by the company in complying with the requirements of tm 
Section, shall in respect of such offence be liable to a fine not exceeding 
one thousand rupees. 


BALANCE SHEET AND PROFIT & LOSS ACCOUNT, 
directors of everv comnanv irmRi; Im? hefnro tho shareholders i*' 


The directors of every company must lay before the shareholders m 
meeting a Balance Sheet and a Profit & Loss Account, and a Balan=® 
firsf Expenditure Account in case of a non-trading comp^^y 

SVry 1 incorporation, and subsequently, once at least m 
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The Balance Sheet and accounts must relate to a period not earlier tlian 
nine months from the date of the meeting, and in case of a company carrying 
on business outside British India, not more than 12 months. 

Hie Balance Sheet together with the Profit & Loss Account (or the 
Income and Expenditure Account) shall be audited by the auditors of the 
company appointed under Section 144 of the Act, and the Auditor’s Keport 
will have to be attached thereto. Such. Report should be read before the 
shareholders in general meeting and should also be open to inspection of 
the members.. 

Copies of- the Profit & Loss Account and Balance Sheet including the 
Auditor’s Report must be sent to every member 14 days before the general 
meeting. 

A copy of such accounts must also be available at the registered office 
of the company for inspection of the members at least 14 days before the 
general meeting. 

Section 131. — (1) Tlie directors of every company shall at some date 
not later than eighteen months after the incorporation of the company and 
subsequently once at least in every calendar year lay before the company 
in general meeting a Balance Sheet and Profit & Loss Account or in the case 
of a company not trading for profit an Income and Expenditure Account for 
the period, in the case of the first account since the incorporation of the 
company and in any other case since the preceding account, made up to a 
date not earlier than the date of the meeting by more than nine months 
or in the case of a company carrying on business or having interest outside 
British India by more Jhan twelve months. 

Provided that the registrar may for any special reason extend the peiiod 
by a period not exceeding thi’ee months. 

(2) The Balance Sheet and the Profit’ & Loss Account or Income and 
Expenditure Account shall be audited by the auditor of the company as 
hereinafter provided, and the auditor’s report shall be attached thereto, or 
there shall bo inserted at the foot tliereof a reference to the report and 'the 
report shall be read before the company in general meeting and shall be 
open to inspection by any member of the company. 

(3) Every company other than a private company shall send a copy of 
such Balance Sheet and Profit & Loss Account or Income and Expenditure 
Account so audited together TOth a copy of the auditor’s report to the 
registered address of every member, of the company at least fourteen days 
before the meeting at which it is to be laid before the members of the com- 
pany, and shall deposit a copy at the registered 0*1500 of the company for the 
inspection of the members of the company during a period of at least fourteen 
days before that meeting. 

CONTENTS OF PROFIT & LOSS ACCOUNT. 

Section 17(2) requires that Clause 107 of Table A must be included in 
the articles of every company. The Clause reads as under: — 

“Tile Profit & Loss Account shall show, arranged under the most 
convenient heads, the amoimt of gross income, distinguisliing the 
several sources from which it has been derived," and the amount of 
gross expenditure distinguishing the expenses of .the establishment, 
salaries and other like matters. Every item of expenditure fairly 
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chargeable against the year’s income shall be brought into account, 
so that a just balance of profit and loss may be laid before the 
, meeting, and, in cases where any item of expenditure which may 
in fairness be distributed over several years has been incurred in 
any one year, the whole amount of such item shall be stated, with 
the addition of the reasons why only a portion of such expenditure 
is charged against the income of the year.” 

Section 132, as amended requires that the Profit & Loss Account must 
show the remuneration paid to managing agents and directors, whether as 
fees, percentages or otherwise, and the total amount written off as deprecia- 
tion. If. a director of a company is by virtue of the nomination, a toector 
of any other company, then tlie remuneration received from the latter com- 
pany must be stated by way of a footnote. 


DIRECTORS’ REPORT AND OPINION ON 
COMPANY’S AFFAIRS. 

Section 131A inserts a new provision to the effect that the directors 
report must be attached to every Balance Sheet, and such report must iu- 
elude their opinion as to the state of the company’s affairs as also their 
recommendations with regard to dividends and reserves. Such report may 
be signed by the Chairman, if so authorised. 

Section 131A. — (1) Tlie directors shall make out and attach to every 
balance sheet a report with respect to the state of the company’s affairs, 
the amount, if any, which they recommend should be paid by way of dividend 
and the amount, if any, which they propose to carry to the Reserve Fund, 
General Reserve or Reserve Account shown specifically on the balance sheet 
or to a Reserve Fund, General Reserve or Reserve Account to be shown 
specifically in a subsequent balance sheet. 

_ C2) The report referred to in sub-section (1) may be signed by the 
chairman of the directors on behalf of the directors if authorised in tha 
behalf by the directors. 

(3) The provisions of sub-section (3) of Section 130 shall apply to any 
person bemg a director who is knovnngly and wilfully guilty of a default 
in complying %vith this Section. 


FORM F— PRESCRIBED FORM OF BALANCE SHEET. 

^6^^h-ed under Section 132, representing the pre- 
^ Sheet, provides for much greater details in regard 

liabilities to be embodied therein so as to present to the average 
^areholder a fairly accurate perspective of the true financial condition ot 



Balance Sheet shall contain the summary of tb® 
acii ^ ® liabilities of the company 

^'‘ture of those liabilities and 

u. and how ihe value of the fixed assets has been arrived at. 
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(2) The Balance Sheet shall be in the Form marked F in the Third 

Schedule or as near thereto as circumstances admit. <* ' . - 

(3) The Profit & Loss Account shall include particulars showing the 
total of the amount paid whether as fees, percentages or otherwise to the 
managing agent, if any, and the directors respectively as remuneration for 
their services and, where a special resolulioA passed by the members of the 
company so requires, to the manager, and the total of the amount written 
off for depreciation. If any director of the company is by virtue of the 
nomination, whether direct or indirect, of the company, a director of any 
other company, any remuneration or other emoluments received by him 
for his own use, whether as director of, or otherwise in connection with the 
management of, that other company, shall be shown in a note at the foot 
of the accomit or in a statement attached thereto, 

SIGNING OF THE BALANCE SHEET AND . 

PROFIT & LOSS ACCOUNT. 

f ^ 

“ Section 133 provides as under: — 

(1) Save as provided by sub-section (2) the Balance Sheet and Profit 
& Loss Account or Income and Expenditure Account shall — 

' (i) in the case^of a banking company, be signed by the manager 
or managing agent (if any), and, where tlrere are more than 
three directors of the company, by at least three of these direc- 
tors and, where there are not more than three directors, by all 
the directors ; 

(ii) in the case of any other company, be signed by two directors or 
when there are less than two directors, by the sole director and 
by the manager or managing agent (if any), of the company. 

' (2) When the total number of the directors of the company for the 

time being in British India is less than the number of directors whose signa- 
tirres are required by sub-section (1), then the Balance Sheet and Profit & 
Loss Account or Income and Expenditure Account shall be signed by the 
directors for the time being in British India, or, if there is only one director 
for the tme being in British India, by such director, but in such a case there 
shall be sub-joined to the Balance Sheet and Profit & Loss Account or Income 
and Expenditure Accoimt a statement si^ed by such directors or 
director explaining the reason for non-compliance with the provisions of 
sub-section (1). 

(3) If any default is made in laying before the company or»^in issuing 
a Balance Sheet and Profit & Loss Account or Income and Expenditure 
Account as required by Section 131 or if any Balance Sheet and Profit & 
Loss Account or Incota§ and Expenditure Account is issued, circulated or 
published which does not comply with the requirements laid down by and 
under Sections 131, 132, 132A and this Section, the company and every officer 
of the company who is knowingly and wilfully a party to the default shall 
be punishable with fine which may extend to five hundred rupees. 

FILING OF BALANCE SHEET. 

Section 134 lays down as under: — 

(1) After the Balance Sheet and Profit & Loss Accormt have been laid 
before the company at the general meeting, a copy of the Balance Sheet 
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signed* by the manager or secretary of tlie company shall be filed with the 
registrar at the same time as the copy of the annual list of members and 
summary prepared in accordance with the requirements of Section 32. 

(2) If the general meeting before which a Balance Sheet is laid does 
not adopt tlie Balance Sheet, a statement of tlie fact and of the reasons 
therefor shall ^be annexed to the Balance Sheet and to tlie copy thereof 
required to bo 'filed wth the registrar. 

(3) This Section shall not apply to a private company. 

(4) If a company makes default in complying with the requirements of 
this Section, tlie company and every officer of the company who knowingly 
^d wilfully authorises or permits the default shall be liable to the 
like penalty as is provided by Section 32 for a default in complying v.dth 
the provisions of tliat Section. 


FILING OF PROFIT & LOSS ACCOUNT. 

■^Itliough Section 134 does not provide in so many words for the filing 
of Profit & Loss Account along with tho'Balance Sheet, the intention of the 
seems ®to be otherwise, and tlie absence of tlie words 
Pr(mt & Loss Account ” may be taken as an omission due to oversight. As 
the Section stands, however, the Profit & Loss Account need not be filed. 


RIGHT OF hlEMEERS TO COPIES OF ANNUAL ACCOUNTS. 

Save as oAenvise provided in this Act; any member of a company shaU 
be entitled to be furnished vdth copies of the Balance Sheet and the Profit & 
Loss Accoimt or Income and Expenditure Account and the auditor’s report at 
a^charge n^ exceeding six annas for every hundred words or fractional part 


AUDIT AND AUDITORS. 

« company and every private company being subsidiary oj 

Accounts Jd the Balance Sheet 
audited by an auditor quahfied under Section 144. ' • 

StatSrv Melw dhectors before the 

annu^'SSSl ^ or auditors at each 

and fix &eir-remunerftion^°^'^ general meeting 

a*. 

the vf 

to the nominate such person must give notice 

general SSg; ^ ^^^s-than 14 days before the date of the annual 

md send a copy of such notice to the retiring 
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(3) The company should also give notice of not less than seven days 
thereof to the members either by advertisement or in any^ other mode 
allowed by the articles. 

If the appointment of an auditor is not made at any annual general 
meeting, the Local Government will appoint an auditor and fix his remu- 
neration, on the application of any member of the company. 

The following persons are not eligible to act as auditors: — 

(1) a director or officer of the company ; 

(2) a partner of such director or officer ; 

(3) any person in the employment of such director or officer- (in case 
of public companies or subsidiaides of public companies) ; and 

(4) any person indebted to the company. 

An auditor is disqualified, if he becomes indebted to the company even 
after appointment. 

Section 144. — (1) No person shall be appointed or act as an auditor of 
any company other than a private company not being the subsidiary com- 
pany of a public company unless he holds a certificate from the Governor- 
General-in-Council entitling him to act as auditor of companies : 

Provided that a firm whereof all the partners practising in India hold 
such certificates may be appointed by its firm-name to be auditor of a 
company, and may act in its firm-name. 

(2) The Govemor-General-in-Council may, by notification in the Gazette 
of India and after previous publication, make rules providing for the grant, 
renewal or cancellation of such certificates and prescribing conditions and 
restrictions for such grant, renewal or cancellation: 

Provided that nothing contained in such rules shall preclude any per- 
son from being granted a certificate merely by reason that he does not 
practise as a public accountant. 

(2A) In particular, and wthout prejudice to the generality of the fore- 
going power, such rules may— 

(c) provide for the maintenance of a Register of Accountants entitled 
to apply for such certificates ; 

(b) prescribe the qualifications for enrohnent on the Register and 
the fees thereof; 

(c) provide for the examination of candidates for enrolment, and 
prescribe the fees to be paid by examinees ; 

(d) prescribe the circumstances in which the name of any person 
may be removed from or restored to the Register; 

(c) provide for the establishment, constitution and procedure ‘of an 
Indian Accountancy Board, consisting of persons representing 
the interests principally affected or having special knowledge of 
accountancy in India, to advise him on all matters of adminis- 
tration relating to accountancy, and to assist him in maintaining 
the standards of qualification and conduct of persons emroUed ' 
on the Register ; and 

(j) provide for the establishment, constitution and procedure of local 
accoimtancy boards at such centres as the Govemor-General-in- 
Council may select, to advise him and the Indian Accountancy 
Board on any matter that may be referred to them. 
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'(2B) The holder of a certificate granted under this Section shall be 
entitled to be appointed and act as an auditor of companies thrdughout 
British India. 

(3) Every company shall at each annual general meeting appoint an 
auditor or auditors to hold oflSce until the next annual generS^ meeting. 

(4) If an appointment of an auditor is not made at an annual general 
meeting, the Local Government may, on the application of any member of 
the company, appoint an auditor of the company for the current year, and 
fix the remuneration to be paid to him by the company for his services. 

(5) The following persons: that is to say. 


(i) a director or officer of the«.company ; 

(ii) a partner of such director or officer ; 

(iii) in the case of a company other than a private company not being 
the subsidiary company' of a public company any person in the 
employment of such director or officer ; and 

(iv) any person indebted to the company 

shall not be appointed auditors of the company, and if any person after 
being appointed auditor becomes indebted to the company his appointment 
shall thereupon be terminated. 

(6) A person, other than a retiring auditor, shall not be capable of 
being appointed auditor at an annual general meeting unless notice of an 
intention to nominate that person to the office of auditor, has been given 
by a member of the company to the company not less than 14 days before 
such annual general meeting, and the company shall send a copy of any.sucb 
notice to the retiring auditor, and shall give notice thereof to its members 
either by advertisement or in any other mode allowed by the articles not 
less than 7 days before the annual general meeting : 

Provided that, if after notice of the intention to nominate an auditor 
has been given to the company, an annual general meeting is called for ^ 
date 14 days or less after the notice has been given, the requirements ot 
ffiis Section.^ to time in respect of such a notice shall be deemed to have 
been satisfied, and the notice to be sent or given by the company ra^i 
instead of being sent or given withiii the time required by this Section,^ 
sent or given at the same tune as the notice of the annual general meeting-^ 
auditors of the company may be appointed by the direct^ 
before the statutory meeting, and if so appointed shall hold office until the 
tost annual general meeting, unless previously removed by a resolution o 
the ^^bers of the company in general meeting, in which case such menioe 
at that meetmg may appoint auditors. 


u <■ directors may fill any casual vacancy in the office of auditor 

but wMe any such vacancy continues, the smwiving or continuing auditor 
or auditors (if any) may act. \ 

tb.. remuneration of the auditors of the company shall be fixed 

SnofnTfrfT general meeting, except that the remuneration of any audito^J 

rS ™ “''•“““I 


RIGHTS- AND DUTIES OF AUDITORS. 

clearly specified in Section 145, it has been 
necessary to quote the section in its entirety herein. 


thougW 
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Section 145. — (1) Every auditor of a company shall have a right of access 
at all times. to the books and accounts and vouchers of the company, and 
shall be entitled to require from the directors and officers of the company 
such information and explanation as may be necessary for the performance 
of the duties of the auditors. j. 

(2) The auditors shall make a report to the members of the company 
on the accounts examined by them, and on every balance sheet and profit 
and' loss jaceount laid before the company in general meeting during their 
tenure" of office, and the report shall state : — 

(a) whether or not they have obtained all the information and expla- 
nations they have required ; and 

(b) whether or not in their opinion the Balance Sheet and the Profit 
& Loss Account referred to in the report are drawn up^in con- 
formity with the law ; and 

(c) whether or not such Balance Sheet Exhibits a true and correct 
view of the state of the comparfy’s affairs according, to the best 
of their information and the explanations given to them, and as 
shown by the books of the company ; and 

(d) whether in tlieir opinion books of account have been kept by 
the company as required by ’Section 130. 

(2A) Wliere any of the matters referred to in clauses (a), (b), (c) and 
(d) of sub-section (2) is answered in the negative or with a qualification, 
the report shall state the reason for such answer. 

(3) In the case of a banking company, if the company has_branch banks 
beyond the limits of India, it shall be sufficient if the auditor is allowed 
access to such copies of and extracts from the books and accounts of any 
such branch as have been transmitted to the head office of the company 
in British India. 

(4) The auditors of a company shall be entitled to receive notice of and 

to attend any general meeting of the company at which any accounts which 
have been examined or reported on by them are to be laid before the 
company and may make any statement or explanation they desire \vith respect 
to, the accoimts. ^ 

(5) If any auditors’ report is made which does not comply with the 
requirements of this Section, every auditor who is knowingly and wilfully 
a party to the default shall be punishable with fine which may extend to 
one hundred rupees. 


EXAMINATION QUESTIONS. 

Note.— The figures in bold type at the end o£ most of tlie problems 
indicate their corresponding numbers in the Author’s “TYPICAL 
PROBLEMS IN ADVANCED ACCOUNTING” where full solutions of 
these wUl be found. 

1. What are the preliminaries to registration of a Public Company? ‘ 

2. Mention the main points of difference between a limited company and an 
ordinary partnership. 

3. What is a private company and how does it differ from a public company? 

4. Define Memorandum of Association and state its contents. 
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5, What are Articles of Association and what Table A ? 

C, What is a Prospectus and what should he its contents ? 

7. What is Minimum Subscription and what arc the x’cquircmenls under the. 

New Act m regard to it ? . , 

8. What restrictions arc imposed on Public Companies in regard to Allotment 

of Shares ? ^ 

9. Mention the restriction imposed on Public Companies in regard to Commence- 
ment of Business. 

10. Name the Statutory Books compulsorily required to be maintained by every 
company. 

11. What Statistical Boolts arc usually kept by Companies? 

12. Describe the different classes of shares into which Share Capital is usually 
divided. 

13. What are the provisions in the New Act in regard to Redeemable Preference 
Shares ? 

14. Mention tire conditions under which a company can issue Shares at a discount. 

_ 15. State the entries that would usually be passed in jclation to Share Capital 
issue. 

16. Define Preliminary Expenses and state how this item ''should be dealt with 
in Accounts. 

17. When can a company allow brokerage or under-rvriting commission on its 

Shares ? < 


18. Can shares be issued at a premium, and, if so*, how should Premium on 
Shares be dealt with? 

19. \/Wlien would shares be forfeited, and how should such forfeiture be dealt 
with in accounts ? 

20. What is the difference between a Shareholder and a Debenture-holder? 

21. What entries are made on re-issue of forfeited Shares ? 

22. What is the best method of dealing with any credit balance on Forfeited 
Snares Account left after the re-issue of such shares ? 

23. What restrictions are imposed on the appointment of Directors in a Public 
Lompany ? 


24. What is a Statutory Meeting and when should it be held? 

25. State 4he contents of a Statutory Report. 

26. How should Calls in Advance be dealt with in Accounts ? 


you ascertain if there are any CaUs in Arrear and where would 
you show these m Final Accoimts ? 

Share Application and Allotment Book, and (b) 
anare l,all Book. Give also the Forms of these books. 


Form o^f tp^^booL"^°^“ Register of Share Transfers ? Give a suitable 

form. contents of the Register of Members together with a suitable 


31. What is a. Minute Booh, and what purpose does it serve? 

Register' oPMmtgagS.^ contents of a (o) Register of Directors and Managers, and 

Directors ? requirements under the New Act in regard to Contracts ' 


ivith 


Dividend!^ ^ position o£ Preference Shareholders^ in regard to their rigi^^ 

• «) H...- 
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ISSUE OF SHAKES" AND DEBENTURES.^ 

ChUwdrth Motor Co., Ltd,, registered in 1903, witli nominal Capital of 
2,00,000 6 per cent Preference Shares of £1 each, and 2,00,000 Ordinary Shares of £1 
ea(*. During the year 1903, the whole of the Preference Shares and 1,00,000 of the 
Ordinary Shares were issued to the public and fully paid up, with the exception of £100 
calls in arrear on the Ordinary Shares. The company was very successful, and during 
the year 1906, offered the balance of the Ordinary Shares to the public at a premium 
of lOs, per share. All-fthe issue was taken up and duly allotted, payablevas to 12s. Gd. 
per share on application (including the premium) and 7s. 6d, per share one month after 
allotment. No further calls were made during the year. Set out the Capital of the 
Co., as it would appear in the Balance Sheet as on 31st December 1906. 

I ' (London Chamber of Commerce.) . 198 

V (Subscribed Share Capital, £349,900.) 

37. The Birget Engineering Co., Ltd. purchased certain patents from Short and 
Sharp, imder an agreement, dated 30th June 1906, at a cost of £40,000 ; £1,000 of this 
sum was to be paid to the vendors in cash, and the balance in fully paid £10 Ordinary 
Shares. Including the shares allotted as fully paid to the vendors, the Company issued 
Capital to the extent of £75,000 consisting of £50,000 in Ordinary Shares of £10 each 
(£1 on application, £4 on allotment, and £5 at the end of three months), and 
£25.,000 in 5 per cent Preference Shares of £5 each ( £l on application, £2 on allotment, 
and £2 at the end of three months). Under the agreement with Short and Sharp, the 
patents passed to the Comply on 3tli July 1906 which date was also the date of allot- 
ment. All the shares issued* to the public were fully subscribed and duly paid for with 
the exception of £200 calls in arrear on tire Preference Shares. All cash was paid direct 
to the Company’s Bankers. Make tire entries in the books of the Co , to- give effect 
to the above and show how they would appear in the Company’s first Balance Sheet. 

, (London Chamber of Commerce.) 199 

• (Balance Sheet Total, £74,800 ; Issued and Subscribed Capital', £74,800.) 


38. Enter the following transactions of the Hindustan Mines Company, Limited, in 
proper books, and prepare Balance Sheet. The Company was formed on the 2nd of 
February and 50,000. shares of Rs. 20 each were offered to the public for subscription: — 

February 2 Received applications for 1,20,000 shares with a payment of Rs. 2-8-0 on^ 
each share. « v_ ' , , ' 


ft 


March 

tf 

April 

ft 

ft 


May 

tf 

ft 

June 
Sept. ^ 


15 Allotted 50,000 shares (due on allotment Rs. 2-8-0 per share) retaining out 
of amount over-paid on applications, on account of allotment Rs. 40,000; on 
account of First Call Rs. 40,000 ; on Second CalURs. 10,000 and returning 
Rs. 85,000 to those applicants who received no allotment. 

1 Balance of amount due on allotment received this day. i 

15 Made Call of Rs. 5 per share, iue 1st April. ’ 


1 Received on account of Call due this day, Rs. 1,57,760. - ( 

16 Made CaU of Rs. 5 per share, due 1st May. 


27 Received on account of • Calls 'Rs. 52,000. Of this amount one shareholder 
paid off the balance on his shares in full, that is, on Second Call Account 
Rs. 1,000 'and on Final Call Account Rs. 1,000..,^ 

1 Received on account of Second Call, Rs. 1,36,840. 

17'Final Call of Rs! 5 per share made, due 1st June. 

27 Received on account of Second Call, Rs. 88,420. — 

1 Received on account of Final Call due this day, Rs. '2,09,520. 

17 Received on account of Second Call Rs. 11,500, on Final Call Account 
Rs. 37,240. ^ 200 


(Balance Sheet Total, Rs. 9,93,280.) 


39, The prospectus of Messrs. Blade & Tan, Ltd., was publicly advertised on ‘21st 
January, 1902, with the following loan and share issues. Debentures — ^1,000 4 per cent 
Debentures of £100 each, the whole of which were offered and fully subscribed and paid 
up. Preference Shares — ^20,000 6 per cent Preference Shares of £5 each, the whole of 
which were offered and fully subscribed and paid_ up. Ordinary Shares — Nominal 30,000 
^ares of £5 each, of which 10,000 shares were issued* as fuUy paid to the vendors as 
part ■payment of the purchase-price of the business, pf the remaining 20,000 shares, the 
public subscribed, for 15,000 shares the whole of which were in due course fully paid 
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up, witli tlie exception of Uve last call of £2 per share on 500 shares which were sub- 
sequently forfeited by resolution of the directors. Pass the necessary entries tlunugh 
the Company’s books to record tliose transactions, and state how they should appear 
in the Balance Sheet. (London Chamber of Commerce.) 201 

(Total of Liabilities side of Balance Sheet, £349,000.) 


40. The Timbuctoo Railway Co. issued its prospectus on Isi January, 1910, inviting 

applications for 20,000 shares of £5 each, payable £1 per share on application, £1 on 
allotment on 10th January, and £3 on 1st March. In addition, there was an issue of 
£1,000,000 3 per cent Redeemable Debentures, payable as to 5 per cent upon applica- 
tion, and 95 per cent on 31st January, The whole of tlic issues were applied for and 
the cash duly received, with the exception that, on 25th March, the directors resolved 
that the 10 shares upon which application and allotment money had been paid should be 
forfeited for non-payment of the call of £3 per share on 1st March. Give the Journal 
entries for the above, omitting Cash. (National Union of Teachers.) 202 

41. The Weyside Co., Ltd., was formed to pm'chasc the business of Ridiard Blank, 
and was registered with a Capital of £200,000 in 200,000 shares of £1’ each, which 
was divided into 100,000 Ordinarj' Shares, and 100,000 C per cent Preference Shares. 
The whole of the preference and 52,000 of Uio ordinary were offered for public sub- 
scription, payable in both classes of shares as follows: — * 


2s. 6d. per sliare .on application, 2s. Gd. per share on allotment and 5s. per'Share 
on 15tli Januai'y 1905 (1st call) , 5s. per share on 15th February 1905 (2nd call) ; the 
balance as and when required. TIic whole of the shares ottered to tire public were 
applied fot and allotted in duo course ; tire balance of the ordinary shares being issued 
as fully paid to tire vendor as part purchase price of Iris business. 500 Ordinary Shares 
applied for by John Smith upon which the application money only had been paid were 
subsequently forfeited in accordance with the Articles. Malte the entries necessary to 
record the above and show how they would appear in the Balance Sheet. ^ 


(London ..Chamber of Commerce.) 203 
(Issued and subscribed Capital, £161,625) 

42. On 1st January 1912, a Company with a Nominal Capital of £20,000 divided 
into 10,000 Ordinary Shares of £1 each, and 1,000 6 per cent Preference Shares of filO 
each, was formed to acquire the business of^Alberf Durand. It was agreed to allot as 
fully paid to the vendor, as purchase consideration of the assets acquired, 5,000 Ordinary 
Shares and 500 Preference Shares. On tlje 5th January 1912, tlie balance of the Ordinary 
Shares was issued to the public at a premium of 5s. per share and 75 per* cent of this 
issue was duly applied^ for, the terms of subscription being 10s. per share (including 
&e i^n^m) on applfCation, 7s. 6d. per share on allotment and the balance on 31^ 
March. The Company carried put its agreement with Albert Durand and went to all“*' 
ment on 12th January. All cash due on application and allotment* was paid with the 
exception of that due on allotment of 500 shares to Victor Verdier, These shares were 
resolution of the Directors on 15th March 1912, and were re-issued on 22nii 
March to Hugh Dickson on payment of the amount due on the shares. Show how these 

books- of the Company assuming that the cali f 
on 41st March has been made, but that no cash has been received in reject of A 

* ' 20 ^ 
- (London Chamber of Commerce.) 

£1 Nominal Capital of the Richmond Co., Ltd. consists of 10.000 shares f 

four ^ Aares were issued in 1910, and were fully called up 

a rrVoPir^T r ^ February 1911, -after due notice, the Directors passj 

due ^ tbe 1.000 shares held by Mr. W. A. Richardson, the final instahnen 

,PD his holding not having been paid. On 1st May 1911, tlie 1.000 shares th^^ 
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forfeited were issued as fully paid to Captain Heyward, who paid £500 for them. Give 
the entries necessary to record tliese transactions in the Company’s books. 

(London Chamber 0 / Commerce.) 205 


44. John Jones was the holder of 200 £1 shares in the Goodly Iron Co., Ltd;j upon 
which 10s. a share had been called up ; but he had only paid 2s. Cd. a share thereon. 

The Company forfeited tlio shares, and afterwards sold them to James Arkle, 
credited with 10s. a share paid for £90. 


How should tlie forfeiture and sale be recorded in the Company’s books and 
shown in the Balance Sheet? 


{Chartered Accountants.)' 20G 


45. One thousand shares of £1 each in the Eldorado Mining Co., Ltd. were allotted 
to John Jones, of Bangor, Shipowner, on March Slst, 1911. 

He paid 5s. per share on application and 5s. per share on allotment. A first call 
of 5s. per share was made, payable on June Isf, 1911. This he failed to pay, and the 
Directors of the company decided to forfeit his shares. Notice of the intention to forfeit 
was given on August Ist, 1911, and as the call still remained unpaid, the shares were 
duly forfeited on 1st September 1911. In tlie meanwhile, d second call of 5s. per share 
had been made, paj’able on 1st September 1911. v-- 


le- le 


On 1st October 1911, the forfeited shares were I'c-issued as fully paid to William 
Wilson, of Exchange Street, Liverpool, Cotton Merchant, at the price of 15s. per share. 

Describe the usual course of procedure' in forfeiting shares, and make the entries 
in the books of the Company necessai'y to show tlm full effect of tlie above transactions. 

(Clwrtercd Accountants.) 207 


46. The Directors of a Company witli a rcgisteicd and subscidbed Capital of 20,000 
Ordinary Shares of Rs. 25 each and 20,000 Preference Shares of Rs. 25 each on both of 

1 which Rs. 20 per share wore called up, forfeit 200 shapes held by A on which he had 
failed to pay First and Second calls of Rs. 5 per share each. They also forfeit 400 
Preference Shares of B who faded to pay Rs. 5 per share on allotment, Rs. 5 per share 
on First Call and Rs. 5 per .share on Second Call. The Directors further re-issued the 
forfeited shares of A at Rs. 15 per share and those of B at Rs. 17-8-0 per share, all 
of which were taken up and paid up by C. 

Pass the necessary Journal Entries to record the above transactions in the books 
of the Company. • •' 208 ^ 

47. A holds 100 Shares of Rs. 10 each, on which he has paid Re. 1 per shai'e 
as Application money. 

B holds 200 shares of Rs. 10 each and has paid Re. 1 and Rs. 2 per share as 
Application and Allotment moneys respectively. 

C holds 300 shares of Rs. 10 each and has paid _ Re. 1 on- Application, Rs. 2 on 
Allotment, and Rs. 3 per share for the First Call. ^ 

They all fail to pay their arrears and the Final Call of Rg. 4 per share and the 
Directors, therefore, forfeit their shares. These shares are, subsequently, i'c-issued 
' for cash at a discount of 10%. , | 

Pass Journal Entries in the books of the Company to give, effect to the above. 

State also in what manner the amount, if any, standing to the credit of Forfeited Shares ; 

Account can b^ utilised. ^ . 209 j 

V 


o 


CHAPTpi XI, 


ACCOUNTS OF JOINT STOCK COMPANIES. 

(OTHER PROBLEMS PECULIAR TO COMPANIES.) 


Purchase ol Business hy a Company. — ^Not infrequently, a company is 
formed to take over a running business, and the opening entries to record 
such a purchase would take the following shape : — 

/(I) Entry to record the purchase of the business and indicating the 
full purchase-price agreed upon; — 

Business Purchase Account . . . . . . Dr. 

To Vendors . \ 


(2) Entry recording the several assets and liabilities of the business 
taken over and explaining how the total purchase price is made up:-" 
Each Asset' Account . . . , . . . , Dr. 

To Each Liability Account ' . 

„ Business Purchase Account 

Notes. — (a) When the net intrinsic worth of the business as represented 
by the total worth of its assets minus the liabilities is less than the purchase 
price the company has agreed to pay, the excess amount must be debited 
to Goodwill Account. ^ 

(b) If the net inU-insic worth of the business as determined by its total 
assets minus the liabilities^ comes to more than the purchase consideration) 
the company stands to gain on the purchase, and such a gain (not being ® 
profit earned in the usual course of the business) must be credited to Capita ^ 
Reserve Ftmd Account. 


(3) Entry to record the payment of purchase price 
Vendors’ Account 
To Share Capital Account 

(to the extent to which the shares issued to the 
Vendors are considered as paid up). 

To Bank Account 
(for any payment in cash). 


paid, the issue of such shares either as fully or par*' 

to a Share Premium Account! such premium must be credited separa y 


ILl-USTRATION 114. 


of Rs. S^olooo'^dii^ed^^into 2 000 January 1929 with . 

and 0,000 Ordinary Sharpe of ’rs 50^ Preference Shares of Rs. _ 

at the following valuation:- ° eoch to take over the business of Messrs. B 


100 


J'i'r'd Buildings 
Machmety and Plant 

Woric-in-proires: 

Goodwill 


Rs. 

.. 1,50,000 
. . 60,000 
. . 30,000 

. . 15,000 

. . 95,000 


Rs. 3,50,000 
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The consideration was to be the issue to the Vendors of 500 Preference Shares, 
4,000 Ordinary Shares and the balance was to be paid in cash. 

Of the remaining Capital, 1,500 Preference Shares and 1,500 Ordinary Shares 
were issued to the public, payable one-fifth on application, two-fifths on allotment and 
two-fifths on a call to be made on February 15th. Subscriptions were received for 
1,600“ Preference Shares and 1,300 Ordinary Shares, the application payments on 100 
Preference Shares' being returned to the applicants. All the remainder were allotted 
on January 25th. The payments due on allotment were received, and settlement made 
with the Vendors. The Call was made in due counse and on March 1st Rs. 20,000 had 
been received on account of same from Preference Shareholders and Rs. 18,000 from 
Ordinary Shareholders. The Preliminary Expenses amounted to Rs. 4,500. Write up 
the books and accounts necessary to give effect to these 'transactions and show the 
statement of the Capital in the Balance Sheet as at March 1st. 


Solution. 


JOURNAL ENTRIES.' 


1929 
Jan., 25 


25 


25 


25 


25 


25 


25 


Preference Share Application Account ... 

To Preference Share Capital Account 
(Being the transfer of application money received on 
1,500 Preference Shares). 


Dr. 


Ordinary Share Application Account 
To Ordinary Share Capital Account 
(Being the transfer of Application money received on 
1,300 Ordinary Shares). 


Dr. 


Preference Share Allotment Account 
To Preference Share Capital Account 
(Being the amount due at Rs. 40' per share on 1,500 
Preference Shares allotted as per Minute dated Janu- 
ary 25th). 


Dr. 


Ordinary Share Allotment Account 
To Ordinary Share Capital Account 
(Being the amount due on 1,300 Ordinary Shares at 
Rs. 20 per share allotted as per Minute dated January 
25th). 


Dr. 


Business Purchase Account 
To Vendors' Account 

(Being the purchase consideration payable to the Ven- 
dors for the asset? acquired by the Company as per 

agreement dated ‘and adopted by the Board 

op ). 


Dr. 


Land and Buildings Account ... 
Plant and Machinery „ ... 

Stock-in-trade „ 

Sundry Debtors 

Goodwill ,> 

To Business Purchase Account 
(Being the incorporation of the 
from the Venders). 


Dr. 


assets taken over 


Vendors’ Account 

To Preference Share Capital Account 
„ Ordinary Share Capital Account 
(Being the allotment to the Vendors of 500 Preference 
and 4,000 Ordinary Shares, all as fully paid up in part 
payment of purchase consideration as per Board’s 
Resolution of———). 


Dr. 


L.l . 
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JOURNAL ENTRIES.— (Contd.) 


Feb. 15 


1 

i 


L.F, 

Re. 

Rs. 

! Preference Share Call Account ... ... Dr. 

To Preference Share Capital Account 
(Being the amount due on Call on 1,500 Preference 

Shares made as per Board’s Resolution of February 

15th). 


60,000 

60,000 

Ordinary Share Call Account ... — Dr. 

j To Ordinary Share Capital Account 

I (Being the amount Hue on Call on 1,300 Ordinary Shares 
j as per Board’s Resolution of February 15th). 


26,000 

26,000 

1 

1 

CASH BOOK. 

- 



1 Rs. 


* Re. 


To Preference Share Application j 
Account 1 

(Being Application Deposit of j 
Rb, 20 per share on 1,600 
Shares applied for) .. I 

• „ Ordinary Share Application Account 
(Being Application Deposit of ' 
Rs. 10 per share on 1,300 ' 
Shares applied for) 

„ PreferenceSharc Allotment Account' 
(Being the Allotment Money re- 
ceived on 1,510 Shares @ Rs. 

4(1 per sharcl .. i 

„ Ordinary Share Allotment Accountj 
(Being Allotment Money received j 
on L31 j 0 Otrimary Shares at 
Rs. 20 per f hare) ' 

„ Preference Share Firtt C^ll Account 
(Being the amount rccciard on 
account of First Call on Pre- i 
ference Share*) 

Ordinary Si^are Firtt Call Aeeciint* 
(Ueirg the amount received on 
r.ccf.*mt of r irU Cal! cn OrJI- I 
nary Shatea) 


32.000 

13,010 

60.000 

20,000 

20,000 

18,000 


By Preference Share Application 
Account . 

(Being return of Application De- 
posit) 

„ Preliminary Expenses 
(Being the amount expended on 
Registration and Promotion) 

„ Vendorb’ Account 
(Being the payment to Vendors 
on hnal settlement) 

„ Balance c/d. 


[ 2,OC0 

4.500 

45 

1,00,000 

62,500 


! 


Rs. 1,69,16-0 


To Ihlanee l/J. 


62,500 


PREFDRnNCD SHARE APPLICATION ACCOUNT. 


To tT Acca-jut' 

Trar-vtf-f 


r.n 


p*. 






By Pioh 


fT~ 
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ORDINARY SHARE APPLICATION ACCOUNT. 


. 

Rs. 

By Bank 

Rs. 

To Ordinary Share Capital Account- 
Transfer , 

13,000 

13,000 

Rs. 

t- 

13.000 

Rs. 

13,000 


PREFERENCE SHARE ALLOTMENT ACCOUNT. ^ 


- 

Rs. 



Rs. 

To Preference Share Capital Account .. 

60,000 


... 

^ 60,000 

Rs. 

60,000 


Rs. 



ORDINARY SHARE ALLOTMENT ^ACCOUNT. 


To Ordinary Share Capital Account ... 

j Rs. 

j 26,000 

By Bank 


Rs. 

26,000 

Rs. 

26.000 


Rs. 

26.000 


PREFERENCE SHARE CALL ACCOUNT. 


\ 

To Preference Share Capital Account... 

Rs. 

60,000 

By Bank 


Rs. 

20,000 

. " Rs. 

60.000' 

„ Balance c/d. 

• •• 

Rs. 

40.000 

60.000 

To Balance b/d. 

40,000 


i 



ORDINARY SHARE CALL ACCOUNT. 


To Ordinary Share Capital Account ... 

Rs. 

26,000 

By Bank 

„ Balance c/d. , ...1 

ml 

Rs. 

• 26,000 

' Es. 

26,000 

To Balance b/d. .7. 

8,000 




PREFERENCE SHARE CAPITAL ACCOUNT. 


To Balance c/d. 

... 

■ 

Rs. 

2,00,000 

’ 

By Preference Share Application 
Account 

„ Preference Share Allotment 
Account 

„ Vendors' Account 
„ Preference -Share Call Account... 



Re. 

2,00,000 

Rs. 

2,00,000 

' 


i 

By Balance b/d. 
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ORDINARY SHARE CAPITAL ACCOUNT. 


To Balance c/d. , 

Ks. 

2,65,000 

By Ordinary Share Application Ac- 
count 

„ Ordinary Share Allotment Account 
„ Vendors' Account 
„ Ordinary Share Call Account 

Ks, 

13.000 

26.000 
2,00,000 

26,000 

Rs. 

2 65,000 

Rs, 

2,65, (IM ’ 

t 

1 ^ t 


By Balance b/d. 

2,65,000 

BUSINESS PURCHASE ACCOUNT. 

To Vendors’ Account 

1 Ks. 
3,50,000 

1 

1 

1 

By Land and Buildings 
„ Plant and Machinery 
„ Stock-in-trade and Work-in- 
progress.. 

„ Sundry Debtors 

„ Goodwill -• 

Ks. 

11,50,000 

1 60,000 

30,000 
15,000 , 

1 95,000 

Rs. 

3,50,000 

Rs. 

13,50,0^. 

.... 


— 

— ====^ 


[For VENDORS’ ACCOUNT see p. 4^^ 


THE INDIAN INDUSTRIES, LTD. 
BALANCE SHEET as at 1st March 1929, 


Capital and Liabilities 
Authorised Capital ; Rs. 

2.000 7J% Cumulative Pre- 
ference Shares of Rs. 100 

each ... 2,00,000 

6.000 Ordinary Shares of 

Rs. 50 each ... 3,00,000 


Rs. 5.00,000 

Issued Capital; 

2,000 7J% Cumulative Pre- 
ference Shares of Rs. 100 

each ... 2 , 00 , 000 ! 

5,500 Ordinary Shares of 
Rs. 50 each ... 2,75,000 


Rs. 


Rs.' 4,75,000 

Subscribed and Called up ' 

Capital : 

1,500 7i% Preference Shares 
of R^. 100 each, fully called 

500 7i% Preference Shares' 
of Ks. 100 each issued to 
the vendors as fully paid up 50,000 

1,300 Ordinary Shares of 
Rs. 50 each, fully called up 65,000 
4,000 Ordinary Shares of 
Rs. 50 each, issued to the 
vendors as fully paid up ... 2 , 00,000 

Less Calls unpaid as under : — 

On Preference Shares 40,000 
On Ordinary Shares 8,000 


4,65,000 


48,000 


Rs. 


4,17,000 


4,17,000 


Property and Assets Rs- 

Goodwill at cost ... 95,000 

Land and Buildings at cost... L50,OOOj 
Machinery and Plant atcost... 60,000 

Preliminary Expenses 
Stock-in-trade and Work-in- 
progress at cost 
Book Debts 
Cash at Bank 


Rs. 


'3,05.000 

' 4,500 

,30,000 

15.000 

62,500 
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VENDORS’ ACCOUNT. 


To Preference Share Capital Account... 
„ Ordinary Share Capital Account ... 
„ Bank 

Rs. 

50,000 

2,00,000 

1,00,000 

By Business Purchase Account 

Rs. 

3,50,000 

Rs. 

3,50,000 

Rs. 

3,50,000 

, _ 





ILLUSTRATION 115. 


The Bengal T’roducts, Ltd. was registered with a Capital of Rs. 10,00,000 consisting 
of 50,000 Ordinary Shares of Rs. 10 each and 50,000 7J% Preference Shares of Rs. 10 
each. It purchased the going concern of Messrs. Black and Brown for Rs. 2,50,000 
on the basis of the foUowing Balance Sheet. 


BALANCE SHEET OF BLACK AND BROWN. 


Liabilities 


Rs. 

Assets 

Rs. 

Bills Payable 


19,000 

Cash at Bank 

4,000 

Sundry Creditors 


80,000 

Bills Receivable * ... 

5,000 

Capital ... 


2,20,000 

Book Debts ' _ ... 

Stock 

Furniture & Fixtures ... «... 

Plant & Machinery 

Freehold Premises ' ... 

50.000 

70.000 
10,000 

1,20,000 

60,000 

- 

Rs. 

3,19,000 

Rs. 

3.19000 




The purchase price was to be paid Rs. 50,000 in fully paid Ordinary Sha^, Rs. 50,000 
in fully paid Preference Shares, Rs. 50,000 in fully paid Debentures and the* balance in 
cash. The remainder of the shares were offered to the public payable Rs. 2 per share 
on Application, Rs. 3 on Allotment and Rs. 4 on First Call, and were taken up and paid 
for. 'Die vendors were duly paid the purchase consideration. Record the above trans- 
actions by means of Journal Entries and draw up the Company’s Balance Sheet. 


Solution. 


JOURNAL ENTRIES. 



y 

L.F. 

Rs. 

Rs. 


Business Purchase Account ... ... Dr. 


2,50,000 


' 

To Black and Brown (Vendors) 



2,50,000 


(Being the agreed consideration for the purchase of * 




business taken over from the Vendors). 1 

1 



Freehold Premises ... ... ... Dr. * 

1 60.000 



Plant and Machinery ... ... 

1,20,000 



Furniture and Fixtures ... ... ... ., 1 

10,000 



Stock ••• ••• I. 

1 70,000 



Book Debts ... — ... ,, | 

, 50,000 



Bills Receivable ... ••• — >, ! 

! 5,000 



Cash at Bank ... — ... „ i 

, 4,000 



Goodwill — »• — » j 

' 30,000 ' 



To Bills Payable 1 

i , 

19.000 


„ Sundry Creditors 


80.000 


„ Business Purchase Account . 


250,000 


(BeinK the incorporation of the Sundry Assets and ' 

1 

Liabilities making up the purchase consideration). 
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JOURNAL ENTRIES. 


i 

t 



L.F. 

Rs. 

Rs. 


Business Purchase Account ... 

To Vendors iX and Y) 

(Being the purchase of the entire business at the 
agreed pnee). 

Dr. 

• 

40,000 

40,000 

t 

Stock 

Sundry Debtors 

Fixtures 

Plant ... ... — 

To Creditors 

„ Capital Reserve Account 
„ Business Purchase Account 
(Being the incorporation of the assets and liabilities 
taken over). 

Dr. 

$t 

it 

tt 


25.000 

5.000 

1.000 

30.000 

11,000 

10,000 

40,000 


Vendors' Account 

To Share Capital Account 
„ Premium onShares Account 
„ Bank Account 

(Being the full payment in satisfaction of the purchase 
price as per agreement dated ). 

Dr. 

‘s 

40,000 

10,000 

2,500 

27,500 


Notes. — ( a) In this case, as the purchase price is less than the value 
mtntis the liabilities taken over, the diflerence has been credited to Capital n 
Account 

(b) As the shares have been issued at a liigher price than the face value, 
excess has been credited to Premium on Shares Account. 

Premium on Issue of Debentures. — When debentures ate issued at ^ 
premium,^ such a premium should be credited to a Debenture 
Account. As this is a profit earned outside the usual course of the p 

it is advisable not to transfer it to Profit & Loss Account for 
in the shape of dividends. The proper treatment of this item 
utilize it in uoriting off expenses of issuing the Debentures, or in 
or wiling off any fictitious assets such as Preliminarj’^ Expenses or Goo > 
or to credit it to Debenture Redemption Fund Account. 

There is nothing, however, in the Companies Act to prevent a 
from treating this item as a Revenue Profit, unless the Articles forbid s 
a course. 


ILLUSTRATION U7. 

A Limited Company issued Rs. 50,000 Debentures at a premium of 5% 
repay tlie same at par at the end of five years. 209£> was to bo paid witir oppi''^ 
25% on allotment mcluding the premium, and 00% on First and Final Call, 
money w.as duly received. Pass the entries as to the issue through the Jovn* 


Solution.” 


JOURNAL ENTRIES. 


t 

I Bank Account 

) To Debenture AppUcatlon Account 
j (Bfns The amount received on application ot Deben- 


Dr. 


L.F.(i Rs. 

li 10,000 


Rs. 


10, K® 


i turcs). 
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JOURNAL ENTRIES/- (Confd) 


> 

Debenture Application Account ... ... Dr. 

To Debentures Account 

(Being transfer of the Amount received by way of 
application mbney on Debentures). 

L.F. 

Rs. 

10,000^ 

Rs. 

10,000 

Debenture Allotment Account ... ... Dr. 

•' To Debentures Account 

„ Debenture Premium Account 
(Being the money due on allotment of Debentures, 
including the premium as per Board’s Resolution 
dated ) 



1 

Bank Account ... ... ... Dr. 

To Debenture Allotment Account 
(Being the amount received in respect of allotment of 
Debentures, including Premium). 

; 


12,500 

Debenture First and Final Call Account ... f?,. ,Dr, 

To Debentures Account 

(Being the amount due on First and Final Call on De- 
bentures as pet Board's Resolution dated ). 



-30,000 

Bank Account ... ... ... Dr. 

To Debenture First and Final Call Account 
(Being the amount received on First and Final Call on 
Debentures). 



30,000 


Discount on Issue of Debentures. — ^Debentures can be issued at a discount, 
i.e., at a price less than the face value, unless the Articles forbid such an 
issue. When Debentures are issued at a Discount, Bank Account is debited 
with the actual amount received, Discount on Debentures Account is debited 
with the total discount allowed on the whole issue, and Debentures Account 
is credited with the full nominal value of the Debentures issued. The 
Discount on Debentures is a loss, but it should not be completely written off 
in the year in which the Debentxures are issued, since the benefit to be 
derived from the amount borrowed by such an issue will continue till the 
Debentures are redeemed. Where the Debentures are redeemable at the end 
of a fioced period, a proportionate amoimt of the Discount should be written 
off out of revenue every year during which the Debentures are outstanding. 
The debit balance left on the Discoimt on Debentures Accoimt will continue 
to be shown separately on the assets side of the Balance Sheet until it is 
completely written off. 

Where the Debentures are irredeemable, the Discount on Debentures 
should not be allowed to stand in the books permanently, but should be 
written off within a reasonable period/ While writing up the Books of 
Accotmts, care should be taken to distinguish Cash Discounts from the 
Discount on Debentures, since the latter needs special treatment as described 
above. 

^ Where any 'other expenses are incurred on the issue of Debentures, it 
is usual to debit such expenses as well as the Discount on the Debentures 
to one account called “ Cost of Issue of Debentures.” The %vhole of the cost 
of issue shouild then be spread equally over the number of years for which 
' the Debentures are to run and a proportionate amount charged off to Profit 
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off appearing in the meantime on the assets side of the Balance Sheet, 
under its distinct heading. 

The Premium on Redemption of Debentures Accoimt will appear as a 
distinct liability apart from the Debentures Account, year after year, during 
the period the Debentures are running. When the Debentures become 
repayable, the credit b^ance of Premium on Redemption of Debentures 
Account will be transferred to the Debentures Account, and on the Deben- 
ture-holders being paid out the whole amount including the premium, the 
Debentures Account will be debited and thus closed. ’ 

It must be noted that the provision to be made in respect of redemption 
of the Debentures must be inclusive of the premium amount. 


ILLUSTRATION 120. 

issued Rs. 1,00,000 worth of 6% Debentures at par repayable 'after 
10 years at a premium of 5%. Pass the necessary entry to record the transaction. 

Rs. Rs. 

Bank Account ^ . .. .. .. ..Dr. 1,00,000 

Loss on Issue of Debentures .. .. „ 5,000 

To Debentures Account .1,00,000 

„ Premium on Redemption of Debentures • 5,000 

Nom.— A s the Debentures are to last for 10 years, one-tenth of the Loss on 
wm be diarged off to revenue each year, so that by the time the Debentures expne, 
tire whole of the loss would be equally distributed. 

debentures issued at Discount and Repayable at Premiuin. — ^When 
Debentures are issued at a discount and are repayable at a premium, m® 
\vhole of the difference /represented by the actual amount realised at the • 
tirne of issue and the amount repayable inclusive of the premium 'vvill be 
debited to Loss on Issue of Debentures Accouht. 


ILLUSTRATION 121.' 


A Company issued Rs. 
repayable after 10 years at a 
transaction. 


1,00,000 worth of 6% Debentures at a discount of 5.^ 
premium of 5%. Pass the necessary entry to recora 


Dr. 


Rs. 

95.000 

10.000 


Rs. 


Bank Account 

Loss on Issue of Debentures , , 

To Debentures Account ' ” ” joq^oOO 

„ Premium on Redemption of Debentures 5,000 

T ? of Debentures.— As Debentures issued by * 

Limited Company are usually redeemable at the end of a specified pof 
1 ^ that some provision should be made for their redempb®^; 

during the term covered by the Debentures, as otherwise it would be vcO 
wiblc amount at the ti^ when they becoo^® 

by tSatCfiinWne ^^'^bontures is therefore usually 
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Under the first method, a certain fixed' sum is set aside out of profits 
every year and a corresponding amount is invested in gilt-edged securities, 
which when allowed to accumulate with compound interest will produce 
the amount required to redeem the Debentures on their due date. 

The entry necessary to make provision for the Redemption of Debentures 
is to debit the Profit & Loss Appropriation Accoimt and credit the Sinking 
Fimd Account or the Debenture Redemption Fund Account at the end of 
every year, with the amount ascertained for the purpose. * When a corres- 
ponding sum is invested in gilt-edged securities. Debenture Redemption 
Investment Account will be debited and Bank Account will be credited. 

. The periodical interest when received on these investments will be cre- 
dited to the Debenture Redemption Fund Account and not to Interest Account. 
The amount received in respect of Interest would also be immediately invested 
in the same class of securities, the entry being to the debit of Debenture 
Redemption Investment Account and to the credit of Bank Account. 

Year after year, this procedure would be followed, and at the end of 
the term of Debentiures, the Redemption Fund Account and the Redemption 
Fund Investment Account would be accumulated to an amount sufiicient 
for the repa3mient of the Debentures. 

^ On the sale of the specific Investmente, Bank^ Account will be debited 
and Debenture Redemption Investment Account will be credited with the 
sale proceeds. The b^ance on the latter account will represent profit or 
loss on realisation of investments and should be transferred to Debenture | 
Redemption Fund Account. This will close the Debenture Redemption 
Investment Account. 

"When the Dpbenture-holders are paid off. Debentures Account will be, 
debited and Bank Account credited. / 

The purpose for which the Debenture Redemption Fund Account was 
created having been fulfilled, it is no longer necessary to allow this account 
to stand in the books under the same old name, and the balance on this 
Account should, therefore, be transferred to General Reserve Fimd. 

The method of Sinking Fund Insurance Policy is, perhaps, a bit more 
costly, but is becoming more popxilar with large companies on accoimt of 
its simplicity and also due to the fact that the policy is not subject to any 
risk of depreciation due to market fluctuations to which gilt-edged securities 
are open. 

The entries for the. creation of the Sinking Fund are similar to those 
described above in respect of Debenture Redemption Fund Account. But 
instead of investing the annual sum set aside out of profits in gilt-edged 
securities, the same is paid by way of premium to an Insurance Company, 
which issues an endowment policy for an amount equal to the sum necessary 
to redeem the Debentures and maturing on the date when the Debentures 
become repayable. The premium paid annually will be debited to Sinking 
Fund Policy Account and credited to Bank. On the maturity of the policy, 
the ammmt will be received from the Insurance Company and the entry 
would be to debit Bank and credit Sinking Fund Policy Account. The 
balance on the latter [account, if any, will be transferred to Sinking Fund 
Accoimt. On payment to the Debenture-holders, Debentures Account will 
be debited and Bank Account credited. After the payment of the Deben- 
tures, die credit balance on the Sinking Fund Account is transferred to the 
General Reserve Fund. 
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When the Debentures are repayable by annual drawings out of 
and not out of profits, there is no necessity for creating a Redemption Fund. , 
At the end of each year when the Debentures are paid off, the entry woul 
be to debit Debentures Account and credit Bank. 


ILLUSTRATION 122, 

A Company issues 7^%, Debentures of Rs. 6,00,000 witli a condition tbat^V 
should be redeemed by setting aside at the end of every year Rs. 20,000 
and investing the amoimt in 4% Government Securities (Free of Tax), iniK^ 
received at the end of every year should also be invested in the same secunities. o 
the Debenture Redemption ]^nd Account and the Debenture Redemption 
Accoimt for the three years after the issue of Debentures. The investments are m 
in multiples of Rs. 100 only. 


DIBENTURE REDEMPTION FUND ACCOUNT. 


1st Year 

To Balance c/d. 


Ks.' 

20,000 

1st Year 

' By Profit & Loss Appropria- 
tiort Account 

m 



Rs. 

20,000 


Rs. 


2nd „ 

To Balance c/d. 


Rs. 

40,800’ 

2nd „ 

By Balance b/d. •• 

„ Interest on Rs. 20,000 
„ Profit and Loss Appro- 
priation Account 

1 



Rs. 

40,800 


Rs, 

3rd If 

To Balance c/d. 

\ 

-••• 

Rs. 

62,432 

\ 

3rd „ 

By Balance b/d. ••• 

„ Interest on Rs. 40,800 •• 

„ Profit and Loss Appro- 
priation Account 

1 



Rs. 

62,432 


Rs, 





4th „ 

By Balance b/d. 

I 62,t32 


DEBENTURE REDEMPTION INVESTMENT ACCOUNT. 


1st Year 

To Bank 


Rs. 

M,000 

1st Year 

By Balance c/d. 


2na „ 

To Balance b/d. 

„ Bank — 
Interest 
Instalment 

Rs. 

800 

20.000 

Rsj^ 

20,000 

20,800 

2nd I, 

By Balance c/d. 

... 









Rs. 

40.800 


- 

Rs. 

3rd „ 

To Balance b/d. 

„ Bank — 
Interest 
Instalment 

Rs, 
1,600 
. 20,000 


3rd „ 

By Balance c/d. 

... 



Rs. 




Rs. 

4lh „ 

To Balance b/d. 

... 

62,400 



' 


RS. 

Rs. 

40,800 


3 ^ 
62, too 


62 , €. 
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Note.— S ince ihe first instalment will be invested at the end of the first year, 
no intePest in respect thereof will be received in the first year. 


ILLUSTRATION 123. 

The X Company Ltd. issued Debentures for Rs. 5,00,000 redeemable at a premium 
of 5% at the end of 10 years. .The directors decided to apply a part of the annual profits 
to raise a Debenture Redemption Fund to redeem the Debentures including the pre- 
mium payable. 

Di'aft the Journal Entries required to be passed ‘each year (excluding tlie figiues) 
to bring this arrangement into effect. Show also how the Ledger Accounts will appear 
at the end of the 10 years, before and after the redemption takes place. Give further 
Journal Entries showing the final redemption of Debentuifcs. 


Solution. 


JOURNAL ENTRIES. 


First Year 

Profit and Loss Appropriation Account ... ... Dr. 

To Debenture Redemption Fund - 

(For amount of profits set aside for redemption of 
Debentures). 

LrF. 

Rs. 

... 1 

i 

Debenture Redemption Investment Account ... Dr. 

To Bank Account 

(Being the investment of the above amount set aside 
out of profits for redemption of Debentures). 


1 *** 

Second and Subsequent Years 

Bank Account ... ... ... Dr. 

To Debenture Redemption Fund 
(For the amount of Interest realised on the specific 
investments). 

' 


/ 

Profit and Loss Appropriation Account . ... ... Dr. 

To Debenture Redemption Fund 
(For the annual amount set aside out of profits to build 
up the Debenture Redemption Fund). 


• «» 

•> 

Debenture Redemption Investment Account ... Dr. 

To Bank 

(Being the investment of the sum set aside each year 
out of profits as also the interest realised on specific 
securities). 




• 

. LEDGER ACCOUNTS BEFORE REDEMPTION. 

DEBENTURES ACCOUNT. 

A 

*1 

— 

y < 

By^ank 

' . 



PREMIUM ON REDEMPTION 

OF DEBENTURES ACCOUNT. 



' 

By Sundries 

^ "J 
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DEBENTURE REDEMPliON FUND ACCOUNT. 


By Sundries 


DEBENTURE REDEMPTION IimSTMENT ACCOUNT, 



Rs. 



To Sundries 





1 




JOURNAL ENTRIES TO EFFECT REDEMPTION. 


Bank Account 

To Debenture Redemption Investment Account 
[For amount realised (assumed figure) on sale of 
Investments], 

Dr. 

L.F. 

Rs.' 

5,23,500' 

Debenture Redemption Premium ... 

To Debentures Account 

(For transfer of the premium payable.on redemption 
to the Debentures Account). 

Dr. 


25,000 

Debentures Account 

To Bank 

(For payment to the .Debenture-holders inclusive of 
the premium). 

Dr. 


5,25,000 

Debenture Redemption Fund ... 

To Debenture Redemption Investment Account 
(For transfer of loss on sale of Investments to the 
former Account). » 

Dr. 


1,500 

Debenture Redemption Fund ... 

To Reserve Fund 

balance on the former 
Account to the General Reserve Fund), '' 

— •" - , ^ 

Dr. 

• 

5,23,500 


LEDGER ACCOUNTS AFTER REDEMPTION. 
PREMIUM ON redemption OF DEBENTURES ACCOUNT. 


To Debentures Account— Transfer 


Rs. 

/ 


25,000 

By Sundries 

. 


DEBENTURBS ACCOUNT. 


To Bank 


Rs.- 


Rs. 
5,25,000 


|5,25,000 


By Balance , 

Premium on Redemption-Transferj 

Rs. 
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Rs. 


Rs. 

To Debenture Redemption Investment 
Account — Transfer 
„ Reserve Fund — ^Transfer 

1,500 

5,23,500 

By Sundries 

1 

5,25,000 

Rs. 

5,25,000 

Rs. 

. 

5,25,000 


DEBENTURE REDEMPTION INVESTMENT ACCOUNT. * 


To Sundries 

•• 

Rs. 

5,25,000 

By Bank 

„ Debenture Redemption Fund 
Account— Transfer 

Rs. 

5,23,500 

1,500 


Rs. 

5,25.000 


5,25,000 







RESERVE FUND ACCOUNT. 


• 

Rs, 

/ 

By Debenture Redemption Fund 

H 


1 

Account — Transfer 
/ 



Debentures as Collateral Securities. — When Debentures are issued by a 
company as a collateral security against a loan or a bank overdraft, they 
serve as an additional security to the ’creditor and can be realised by the 
possessor in case the loan is not repaid at maturity and the principal security 
proves insufficient. Ordinarily, such Debentures vrill be withdrav/n on the 
repa3mient of the loan. 

No entry need be passed in the financial -books of the Company, but the 
fact of such Debentures having been issued must be clearly stated in the 
Balance Sheet under the liability in respect of -which they are so issued. 

Redeemable Preference Shares.— These shares can only be redeemed out 
of the proceeds of a fresh issue of shares made solely for the purpose of 
redemption or from divisible profits. The provision for redemption out of 
distributable profits should be made b^ either debiting Profit and Loss 
Appropriation Account or Reserve Fund, as the case may be, and crediting 
Capital Redemption Reserve Fund. 

ILLUSTRATION 124. 

The Hard and Fast Co., Ltd. had, as a part of its Share Capital, 500 Rcdeemahle 
Preference Shares of Rs. 100 each f^Uy paid and these have become due for redemption. 
The Company having Rs. 45,000 to its itoerve Fund, Issued Ordinary Shares of the face 
value of Rs. 30,000 at a premium of %per cent specifically for the purpose of such 
redemption and received cash for the full amount of the issue. TIio Redeemable Pre- 
ference Shares arc tlicn paid out of the proceeds of the new issue, the balance having 
been met out of the balance to the credit of the Resorve Fund. Pass Journal Entries 
and show Ledger Accounts recording the above transactions. 
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JOURNAL ENTRIES. 



L.F^ 

Rs. 

Ks. 

Bank Account ... ... Dr. 

To Ordinary Share Capital Account 
„ Premium on Shares Account 
(Being the amount realised on the issue ol Ordinary 

Shares). 


31,500 

L 

30,000 

1,500 

Redeemable Preference Shares Account ... ... Dr. 

To Preference Shareholders' Account 
(Being the transfer entry prior to redemption of the 

- 

50,000 

50,000 

■ Shares). 




Reserve Fund ... ... ... Dr. 

To Capital Redemption Reserve Fund 


18,500 

18,500 

(Being the amount set aside from distributable pro6ts 
to provide for redemption). 




Redeemable Preference Shareholders' Account ... Dr. 

To Bank 

(Being the entry for payment). 

/ 

50,000 

j 50,000 


\ 


REDEEMABLE PREFERENCE SHARES ACCOUNT. 


1 Rs. 

To Preference Shareholders’ Account— ' 

Transfer ...1 50,000 


Rs. 


50,000 



PREFERENCE SHAREHOLDERS’ ACCOUNT. 


To Bank 

... 

Rs. 

50.000 

By Redeemable Preference 
Account — Transfer 

Shares I 

' 

Rs. 

50,000 

- 

Rs. 

1 


Ks. 

50,000 

50,000 


RESERVE FUND ACCOUNT. 


To Capital Redemption Reserve Fund — 
Transfer 
„ Balance c/d. 

I 

! 18,500 
26,500 

\ 

By Balance b/fd. 

- 


Rs. 1 



E 


f 

! 1 
\ 

By Balance b,'d. 




Rs. 


26,500 


CAPITAL REDEMPTION RESERVE FUND. 


By Reserve Fund Account-Transfer 


18,5E 
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ORDINARY SHARE CAPITAL ACCOUNT. 




By Bank 

PRERUUM ON SHARIS ACCOUNT. 


Rs. 

30.000 


By Bank 


Rs. 

1.500 


Note. — ^As R.s. 31,500 have been realised frona tlic issue of new Ordinary Shares, 
it has become necessary to provide Rs. 18,500 only from the Reserve Fund in order to 
secure Rs. 50,000 for the redemption of the shares. If the shares had to bo redeemed 
at a premium, tire latter would also have to be providcd«for from the Reserve Fund, 

Sub-divnsion of Shares. — On a sub-division of Shares being duly author- 
ised and resolved upon, the necessary enlrjf would be as under : 


ILLUSTRATION 123. 

The X Co., Ltd., resolves to sub-divide its 5,000 fully paid Ordinary Shares of 
Rs. 100 each into 50,000 Ordinary Shares of Rs. 10 each fully paid. Pass the nccgssaiy 
Journal Entry to igive effect to this. 


Solution. 

Ordinary Share Capital Account (Rs. 100) .. ..Dr. 

To Ordinary Share Capital Account (Rs. 10) 

(Being tire sub-division of 5,000 fully paid Ordinary Shares 
of Rs, 100 each into 50,000 Shares (fully paid) of 
' Rs. 10 each as per the Shareholders’ Resolution dated 
Minute Book folio ....). 


Rs. Rs 
5,00,000 • 

5,00,000 


The original Share Certificates will have to be called back and cancelled and 
10 new Shares of Rs. 10 each fully paid will be issued in place of cafch of the old 
shares of Rs. 100, 


Consolidation of Shares. — ^In case of a consolidation of shares, the reverse 
entry to the above will be passed. Thus, ‘if 50,000 fully paid shares of Hs. 10 
ea^ are consolidated into 5,000 fully paid shares of Rs, 100 each, the entry 
will he ; — 

Rs. Rs. 

Ordinary Share Capital Account (Rsv 10) Dr. 5,00,000 
... To Ordinary Share Capital Account {Rs. 100) 5,00,000 

(Being the consolidation of 50,000 fully paid shares 
of Rs. 10 each into 5,000 fully paid shares of 
R.S. 100 each) . 

Profit and Loss Appropriation Account. — The net profit made by a com- 
pany as appearing from its Profit and Losg Account is transferred to the 
( credit of another account styled Profit and Loss Appropriation Accoimt. The 
object of this account is to show the amount of the net profit available for 
' disposal and Kow the same has been appropriated. Any balance of profit 
left from the previous year will appear as the fii'st item on the credit side of 
this account. On the debit side of this accoimt will appear all such items as 
represent allocations or appropriations of net profits, such as dividends 
declared, amounts set aside for Debenture Redemption Fund, Reserve Fund, 
Dividend Equalisation Fund, etc. Provisions made in respect of Income-tax 

/ 
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payable, as also any percentage of net profits payable to the general manager, 
should be charged to this account. TIris account must always show a credit 
balance representing profits not disposed off and will appear on the liabilities 
side of the Balance Sheet. 


r DIVIDENDS. 

Dividends are proportions of profits distributed to the shareholders 
according to their holdings. The declaration of a dividend may be by way 
of either a fixed amount per share or a percentage on the Capital of the 
Company. 

The power to declare a dividend rests with the company in general meet-’" 
ing, but unless the Directors recommend a dividend, the shareholders have 
no right to declare it. Besides, dividends can be declared and made payaWe 
only from out of net profits. An Ordinary Tlesolutifti is sufficient for th<: 
purpose of declaring a dividend, and once the dividend is declared, it 
becomes a liability of the company to the shareholders. 

Share Dividend Book. — Immediately after the declaration of a dividend, 
a statistical book called Share Dividend Book is written up in orde^o 
ascertain the exact amount of dividend payable to each shareholder. The 
details to be entered in this book are ascertained from the Register of Me®' 
hers. Tlie.form of this book is given on page 461 and the columns are self- 
explanatory. If any instructions ai'e received from a member <fs to the 
payment of a dividend direct to his bankers, such instructions will be noted 
m the Remarics column. Dividend Warrants are then issugd to the shaW* 
holders, requesting them to cash these either at the Registered Office of the 
company or at the bankers specified tlierem. In the latter case, arrange- 
ments would be made with the bankers to transfer the whole amount of the 
tovidend paj'able from the Current Account to a separate Dividend Account. 
At periodical intervals, the paid warrants woidd be obtained from the bankers 
^d would be debited to the Dividend Account and credited to the special 
Accost aft^ bemg checked witli the Pass Book entries. The balance ou 

Pass Book will represent vnpaJd 
tovidend and shotod tally with the* credit balance on tlie Dividend Account 
Dividend Account of each year is given a consecutive 
AcTorats'''' distinguish it from the previous or futu^e Dividend 


Dividend Book as and when 

ffivSnS f l^elp do ascertain as to whose 

dividends are m arrears, from time to time. 

give?fv to declare Interim Dividends is generajly 

Dividers at Veh discretion birectors to^pay 

Directors witliout the sanction of dividend is usually dedared 
Interim Dividend i«! 5r, x- - company in general meeting. 

tl.. of the profits for the whole financial 


outil 
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Before declaring an interim dividend, interim financial accounts should 
be prepared in which all the usual provisions in respect of outstanding 
liabilities for Expenses, Depreciation, etc., should he made. > Although the 
accounts may disclose large profits, it is always desirable that the interim 
dividend be declared on a very conservative basis, leaving a major portion 
of the profits undistributed to provide for contingencies. 


Dividend Entries'. — When a dividend is declared Free of Income-tax, it 
means that the gross amount of the dividend declared should be paid to the 
shareholders without deducting any income-tax. On a dividend being declar- 
ed, the entry would be to debit Profit and Loss Appropriation Account and 
credit the particular Dividend Account witli the total amount of the Dividend 
payable. ' Separate Dividend Accounts should be kept for the dividends on 
different classes of shares. As and when the dividend is paid, Dividend 
Account is debited and Bank Account is credited. If some of the shareholders 
have not^claimed their dividends, the Dividend Account will show a credit 
balance '^representing dividends unpaid. This is a liability of the company 
to the shareholders and will appear on the liabilities side of the Balance 
Sheet under, the heading of Unclaimed or Unpaid Dividends? , 

When a dividend is declared Jess Tax, it means that each shareholder will 
receive only the net amount after deducting from the gross dividend the 
amount of Income-tax at the appropriate rate ruling at the time of declaration 
of dividend. Unless a' dividend is specifically declared to be free of tax, it is 
always assumed to be less tax. The dividend on preference shares, in the., 
absence -of any provision in the Articles to the contrary^ should always be 
paid less tax. The Income-tax deducted from a dividend declared less tax is ■> 
not to be paid to the Inland Revenue authorities, since a company always 
pays Income-tax on its entire net profits for the year irrespective of whether . 
these are distributed to* the shareholders or not. The company by declaring 
a dividend less tax simply recoups aj)ortion of the tax from the shareholders. 


In the books of accounts, the following entries will be necessary on the 
declaration of a dividend less tax: — 


Rs. Rs. 

Profit and Loss Appropriation Account Dr. 

To 'Dividend Account 

(With the gross amount of Divi- 
dend declared). < 


Dividend Account . . ' • . . • Dr. 

To Income-tax Account 

(With the amount of Income-tax 
calculated at the appropriate ratd 
on the gross dividend). 


The second entry has the effect of reducing the debit already given to 
the Income-tax Account in respect of Income-tax paid by the company on 
the whole of its profits. 


The credit balance of Dividend Account will nov/ stand at the total 
net figure of dividend payable, and on each shareholder being paid his net 
amoimt of ividend (after deduction of Income-tax) , Dividend Account will 
be debited and Bank Account credited. The account will be closed when 
all the shareholders have received their dividend. 
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. Dividend on partly-paid Shares. — (1) Dividend may he payable on the 
Nominal, Called up or paid up amount of the shares > as laid down m me 
Company’s Articles. 

(2) Where there is no specific mention in the Articles in reg^d to 
Dividends and the corresponding clauses in Table A are not excluded, 
provisions in Table A wiU hold good, and dividend would then become p y 
able on the paid up amount of the Shares. Calls paid .in advance, howev , 
vnll not be considered for this purpose, but the same may carry mtere 
the Company’s Articles so allow. 

(3) Where the Company’s Articles are silent on the matter 

and the corresponding Clauses in Table A are specifically eimlude , 
Dividend will become payable on the nominal amount of the Shares. 

The following Clauses in Table A are obligatory on every Company 

'(Clause 95) .jj The Company in general meeting may declare dividen s; 
but no dividend shall exceed the amount recommended by the direc or . 

(Clause 97) . No dividends shall be paid otherwise than out of pro Is 
of the year or^my other undistributed profits. 

Interest on Debentures. — ^As Interest on Debentures is a chmge 
profits, a provision shoidd be made in respect of any such 
at the end of the financial period, by debiting Debenture Interest Acc 
and crediting an account styled “Debenture-holders for Interest. 

The detailed record in regard to the amount of interest due to 
Debenture-holder at the end of each half-year or year as the case m^ 

' is kept in a Statistical Book called Debenture Interest Book, the iorm 
which is illustrated on the opposite page. 

Deduction of Income-tax from Dehentiure Interest. — A company is 
to deduct income-tax at the current rate before paying interest to 
debenture-holders. The income-tax thus collected wiU have to be nan 
over to the Revenue Authorities together with the tax the company nas 
pay on its o^vn assessable profits. 

In examination papers and exercises, whenever a Trial Balance 
the item of Debentures, the student must carefully look for the i ® 
Debenture Interest to see if fuU one year’s interest is brought into 
or not. If the debit to Debenture Interest is not shown at the full 
balance must be provided for by charging the amoxmt to Debenture Inte ^ 
and crating the same to Outstanding Creditors’ Account. Even if there 
no debit to Debenture Interest and the exercise is silent on the^provisio 
be made in this respect, the item should be provided for inasmuch as i 
as good a charge on the company’s profit as any otlier business expen 

The entries in connection with' Debenture Interest are : — r 



Debenture Interest . . . . . . , . Dr. 

(Eor the gross annual Debenture Interest) 

To Income-tax CoUector 

(^r the amount to be handed over to him) 

To Debenture-holders 


^ (For the net amount payable to them). 

bold^A^nn^^f amount of interest, Debenthr^' 
holders Account would be debited and Bank credited 


f 



SHARE DIVIDEND BOOK (Ordinary Shares). 

Dividend at per cent per annum payable on 19 , in respect of the year ended 
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At balancing time, if the income-tax thus deducted lias not been handed 
over to the Collector, and if any debenture interest remains unpaid, both 
these items will figure in the Balance Sheet as Outstanding Liabilities. 


Dividend Equalisation Fund. — Dividend Equalisation Fund is created 
by some companies for the purpose of equalising the distribution of profits 
as between lean and prosperous years. It is a pimdent fmancial policy for. 
a ^mpmy to distribute only a part of the profits made in prosperous years 
ana to hold back a portion thereof in reserve to be drawn upon in the years 
m w ich the profits are not sufficient to declare the usual dividend. In this 
company is enabled to pay a fixed rate of dividend for all the years 
whether bad or good, thereby preventing wide fluctuations in' the market 
value of its shares. 

by debidng Profit & Loss Appropriation Account and 
Tnni * A + Equalisation Fund Account vnih. the amount of profits 

ft fund may be citlier invested outside the 

business or left m the business at the discretion of the directors. 


nf drawn upon in less prosperous years for the purpose 

r ® ^ dividend, the entry necessary would be to debit Dividend 
Account and credit Profit & Loss Appropriation Account 
with the amount required to be ti-ansferred from the^nl 


~ lliU X' UllU. 

created out of distributable profits 
nuroose nf .^^®^2then the financial position of the company or for the 

contingency that may arise. Tffie entry neces- 
Pr?fit A sum from divisible profits to Reserve Fund is to debit 

i^roht & Loss Appropriation Account and credit Reserve Fund. 

Fund a^ahnvp absence of a Dividend Equalisation 

if need be for ^ can fall back upon its Reserve Fund, 

dividend. ’ ^ purpose of enabling it to pay a dividend or to equalise 


Fun?Jr nf V The question as to whether the Reserve 

invested in specific seen- 

by the Reserve amoimt of undistributed profits as represent 

to £t mSe?in the *%Dividend Equalisation Fund should be^ allo^^ 
financial condition assets of the company, would depend on th 

capitalised Sffie sense Sat ^he company is sufficienj; 

employed in the business it ^ ^^rtional worldng capital cannot be usefu y 
gilt-edged securities Wli’erp"!?^^'^ seem advisable to invest these Funds 

capital; lZ7Z’ SL? ^!lr£y 


for want of worldn’g capital it°wf m’ company seems to be 

to deplete its cash resoSS’S, • he a bad financial Pph« 

When anv TnL t S ^ mvestmg these Funds in outside securities. 

Fund or Dividend sSSisatbS purchased to represent ^eseg'® 

amount is debited be taken to see that ^ 

Equalisation Fund Invpc+p,...,.. ® Fund Investment Account or Dwiden 


amount is debited to a Reserv f should be taken to see 

Equalisation Fund Investment A Investment Account or 

these investments from thoso he, so as to distingo 

.n-TTTo quired for any other purpose. 

ttiUSTBATION 126. 


^'tlO I^lTGCtorS of fl 

of 10%^ Be?n to capital of 5,00,000 Ordinaiy .S® 

reco^ th^r,?™'™ of tax. Give ^Oth June 19^ an Interim 

record the payment of the Inteim ^ the financial books 
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The following Journal Entries are necessary: — 



L.F. 

Rs. 

Rs. 

Profit and Loss Appropriation Account ... Dr. 


25,000 


To Interim Dividend Account , 

(Being Interim Dividend for the halt year ended SOfh 


j 

25,000 

June 1932 at 10% per annum, free of tax on 5,00,000 
Ordinary Shares of Re. 1 each fully paid, declared 


1 


by the Board on ). 




Interim Dividend Account ... ... ... Dr. ^ 

To Bank 

(Being payment of the Interim Dividend). 


25,000 

25,000 

1 




BALANCE SHEET. 

Definition of Balance Sheet. — ^It is necessary for the student to under- 
stand at this stage of his progress, that a Balance Sheet is not only a mere 
statement of assets, liabilities and capital of a concern at any one date. It 
includes, no doubt, all the assets and liabilities of the concern, but in many 
cases it also includes items on both sides which may neither be called assets 
nor liabilities. For example, items such as preliminary expenses, brokerage 
on shares, cost of issue of debentures, discount on issue of debentures or 
shares and other items of deferred revenue expenditure such as abnormally 
heavy advertising or repairs and renewals which are v/ritten off over a period 
of years, necessarily_appear on the right-hand side of a Balaitce Sheet until 
written off, and it would be incorrect to term them “ Assets Besides, in 
a Company Balance Sheet, the debit balance on the Profit & Loss Account, 
if any would also appear on its right-hand side, and this item surely cannot 
be termed an “ Asset On the other hand, items such as Reserve Fund, 
Amount received on' accoimt of Forfeited Shares and balance on Profit and 
Loss Appropriation Account appear on the left-hand side of the Balance 
I Sheet, and these cannot be scheduled as “ Liabilities ' 

For the above reasons, it is desmable that the sides of a Balance Sheet 
) should not be headed “ Assets ” and “ Liabihties ”, If the right-hand side 
j, be headed “ Assets ”, it must necessarily mean that every item shown under- 
neath is an asset, and the total of this side Inust represent the total value 
I of the assets at the date of the Balance Sheet, whereas, in a majority of 
* Company Balance Sheets it is not so. The same argument, of course, holds 
good in regard to the heading “Liabilities” on the left-hand side of the 
■' Balance Sheet. 

j ' 

t A Balance Sheet. may, therefore, properly be defined as a classified 
■’. summary of assets, liabilities and all other balances remaining in the Ledger 
after all the nominal accounts have been closed by transfer to the Profit and 
Loss Account, the balance of net profit or net loss as shown by the latter 
' , account being also included therein. A Balance Sheet includes the net 
./.result of the Profit & Loss Account, whereas the latter account serves to- 
give detailed information as to how such profit or loss has arisen. 

Object of a Balance Sheet.— The main object of every Balance Sheet 
/ should be to indicate clearly and concisely the true financial position of the 
je. undertaldng at one, particular date. As the„capital of any undertaking is 
represented by the excess of assets over liabilities, a Balance Sheet serves 
,to indicate what capital there is in the concern at the date of such Balance 
oi; Sheet, how it stands invested and whether such capital has increased or 
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decreased as compared with tlie capital at the ^Qj-responding 

peHoa, Furte, since a true profit resuH^a 


periooe j;ui.uici, otisv-e. ^ jr* — I - pnriHal investea lu “ 

increase of capital, and a loss m a decreas check on the correct- 

business, it follows that a Balance Sheet a so ac . £ Profit & Loss 

ness of the trading result as disclosed hy the ® tas been 

Account. Thus, if the Profit & Loss Account shows ^^ppeariDg 

made during a given period the excess o f corresponding 

from the Balance Sheet at the end of that penod previous 

increase over the excess of assets 

Balance Sheet. On the other hand, if the ^^^al as disclosed 

period shows that a loss has been incurred, then P decrease as 

by the Balance Sheet at the end of that commence- 

compared with the capital indicated by the Balance Sheet at tbe coim ^ 

ment of that period. ^ - oi, t -c to reflect 

Valuation of Assets.— The main object of a .garv, there- 

the true financial condition of the undertaking, and i is ^^eir -proper 
fore, to see that all assets and liabilities are „nder correct 

values, that all the items are properly classified and ^hov^ ^ ^ a 

headings, and that no material fact is suppressed ot is repr ^^^^^tion 
manner as would create a misconception ^as to tne true 
of the concern in question. - ^jate 

As has been said above, the capital of any undertatog any 
is represented by the surplus of its assets over habiiities ^ .gj 

Further, since any increase or decrease of capital curing a & ^jie 

would indicate the profit or loss made during that period, it is ci ggjaflce 

ascertainment of the true profit or loss as also the copectaess “ assets 
Sheet depend considerably upon the manner in which^e As 

have been valued for the pmpose* of inclusion in such ^ part k 
the question of proper valuation of assets plays such an thoUgb* 

the preparation of the periodical accounts of any concern, it has De 
proper to consider it here in detail. 

There appears to be a considerable misconception iu the u 
regarding the meaning to be attached to the figures in the Ba j.galise 
The opinion is held by some that if the assets of a company ^ sud* 

the values stated in the Balance Sheet in the event' of liquid of 

Balance Sheet is unreliable and that it Tails to indicate the true P gjj the 

the concern. The true value of an asset does not necess^ny .^oul° 

amoimt that the asset, if offered for sale by auction or otbervvi js 

realise. That would be difficult to' arrive at, in almost all ’ ^glu® ® 
aime'd at in drawing up a Balance Sheet is a fair estimate of the 
assets of a company as a going concern,. A company’s Balance ’d .£ 
drawn for the purpose of showing what the capital would the 

assets were realised and the liabilities paid off, 'but rather to .®b*^'^ggiueralf5' 
capital stands invested. If the values shown are based on principles S 
recoenised as sound and corrent nnil if tho l-iacic of valuation 


aa auuxiu. uxiu corieci, ana u xne Dasis oi vitiucjv* — cjieei " 
indicated on, the face of tlie Balance Sheet, then such Balance 
^ “properly drawn up so as to exhibit a true and correct view or n 
' of the company’s affairs ’’ as required by the Act. jg but 

Ordinarily, Fixed Assets -which are held not with a;* view to 
which have been acquired by a company by way of permanent equ r ^ 
to enable the company to earn prohts for a period of years by tbeir “ 
valued at original cost less an estimated amenrit nf deterioration suc» 
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are deemed to have undergone in each period owing to the use made thereof. 
On the other hand, Floating Assets which are produced or acquired by a 
company in course of its business and are held with a view to re-sale or 
immediate realisation into cash, should always be valued on the basis 6f 
either- cost or market price, whichever is lower at the date of the Balance 
Sheet, 

In other words, whereas fixed or permanent assets are unaffected by 
, market fluctuations and are always valued on the standpoint of their utility 
to the concern owning them, the value of floating or circulating assets is 
always modified by jnarket fluctuations for the reason that, as it is the 
intention of "the company to convert these assets into cash, they Should not 
be assessed in the Balance Sheet at more than they are likely to realise, 
even though they may have cost more. \ 

,It is now proposed to deal in detail with the valuation of some of the- 
important assets which are constantly met with in Company Balance Sheets. 

Goodwill . — As a rule, goodwill should not be shown as an asset in a 
Balance Sheet, except in case of purchase of an established business when 
a price has been paid for goodwill. In such a case, it should appear at cost 
price, and must be clearly set out as a separate item. 

There is no legal obligation, on a company to provide for the redemption 
of goodwill out of revenue, and the writing off. of goodwill, therefore, becomes 
a mere matter of policy. If times are good and profits are on the upgrade, 
there is no necessity to write down goodwill, for, it is not subject to wear 
and tear or to obsolescence and it does not require to be renewed. It is, 
however, an asset of doubtful value inasmuch as it retains its value so long 
as profits continue to be made, but disappears altogether when depression 
of trade sets in. In practice, therefore, it is either written, off over a term 
of years or a reserve is built up against it during years of prosperity. 

Land and Buildings.— These assets should- be stated at cost minus some 
reasonable depreciation in respect of wear and tear of Buildings. All repairs 
and renewals should be charged to revenue and only actual additions, extent 
sions or structural alterations and improvements to properties as would add 
to their revenue earning capacity should be capitahsed. If the property in 
question is a leasehold, the percentage, of depreciation to be provided for 
annually should be such as would bring n down the book value of leasehold 
to zero by the time the lease expires. Whilst considering the amount of 
depreciation to be witten off the lease, the question of the amount to be 
provided for dilapidations at the end of the term should also be borne* in 
mind. The Articles of the company must also be consulted to ascertain if 
any provision for redemption of the lease is to be made prior to distribution 
of profits. It is never desirable to write up the book value of any asset until 
realisation, although it may have actually increased in value. 

Plant and Machinery. — ^This asset must also be shown at its original cost 
with the provision for depreciation as a deduction. All additional capital 
•expenditure during the year must be represented by actual additions or 
improvements and must be shown distinctiy. Repairs and renewals should 
always be barged to revenue. The question of depreciation must receive 
most careful attention. The provision should be such as to reduce the book 
value of the plant to its residual value at the end of its estimated life. The 
depreciation may be calculated in any one of the various ways, but it must 
be seen that the same method is utilised year after year. If the plant is of ’ ’ 
30 - " ^ ‘ 
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a heavy nature, which will be required to be renewed in full at the end of 
a lengthy period, the Depreciation Fund System should be adoptea. 

In large undertakings, where the machinery is very costly, Ae amount 
of depreciation would make a material difference in the net profit. In su 
cases, a Machinery Register is kept in which separate accounts are 
of differen.t sections of machinery requiring different rates of deprecia • 
As the rates of depreciation vary according to the dm'abUity and class o 
machinery and the use it is subjected to in each particular business, i 
necessarj' that these should be fixed by the engineer or the works manag 

In v/riting off depreciation, no regard need be taken of aiiy. fiuctuati^ 
in the market price of similar plant, whether such, price be up or ao' ) 
as the plant is held as a fixed asset and not for the purpose of re-sale. 

In case of re-sale of any old macliine or part thereof, care must be tak^ 
to see that the item js not credited to Sales but to Plan,t and 
Account, and that any difference between the book value aud the rea 
price is written off. 

Patents. — ^The cost of a patent should be written off in the course 
life. It may be, that the patent might become valueless due to 
or failure to create a demand of the patented article, and iu such a c 
it should be seen that its value is written off even before the expiration 
the period covered by the patent. 

-In a business where patents .form valuable assets, periodical 
becomes necessary. It is never desirable, however, to ■write up the va 
of any patent, even if on a revaluation it is found to be in excess or 
book value. 


Patterns ,ancl Drawings.— Tlie values of only such patterns and 
as are in fairly constant use should be shown in thb Balance Sheet. 
depreciation should be prowded each year and the patterns that have 
obsolete should be entirely written off. Expenditure in respect of 
and drawings made for any special contract or job should be charge 
to that particular contract or job. 

Loose Tools. — It is usual to have a revaluation made of these at 
stock-taking, the schedules being properly certified by some 
manager. The difference between the actual value as ascertained from 
inventory end the book value must be written off as depreciation. 

should be scheduled and certified by a respons^^ 
oiiicsal, and brought into each Balance Sheet at a fresh valuation. 

Stock-in-Tradc.— Tlic valuation placed on the Closing Stock must rccci^ 
most enreful attention, as the correctness of the profit of a business ■wo'J ; 

extent on the accuracy wth which this ass^ti 

iton ' I'n.u f asset and, therefore, the basis of 

l.on should be co-t price or market price, whichever be the lower at m 

til 1 “Slf ^Suia « be v.->!ucd eW ; 

re.ahsed * emit m anticipating profits which may or m<7y ” 
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the actual cost price. The cost price would consist of the net invoice price 
(after deduction of trade discounts and allowances) plus all direct charges 
such as freight, duty, clearing charges, carriage, etc., as may have been’ 
incurred before the materials reach the factory. If, however, the market 
value of raw materials at the date of balancing has fallen to an extent as „ 
would affect the sale price of the manufactured articles, then it is desirable- 
to value these at market price. ^ 

As to the valuation of partly finished and finished goods, the basis 
generally accepted as sound and correct is tlie cost of the raw materials 
consumed, the productive wages and a percentage to cover factory expenses, 
such as the wages of foremen, supervisors, store-keepers, time-keepers; 
cleaners, etc,, motive-power, factory rent, lighting, heating and depreciation, 
of plant arrived at on some reasonable basis. It is not desirable, tmder any 
circumstance, to add any percentage in respect of office establishment and 
administration expenses for the purpose of inclusion of these items in the 
Balance Sheet. If, however, the cost of the goods m process of manufacture 
or of finished ^oods ascertained as above exceeds their market price, then 
it would be necessary to value them'' at the market price and not at the cost 
price. 

Tlie further important points to be borne in^ mind while valuing Stock- 
in-Trade are ; — « 

““ 1 

(1) That the Stock Sheets are subjected to a good internal check, i.e., 
they are certified as to take, prices, extensions and addition, s, and are approved 
as correct by tHe managing director or some responsible official ; 

(2) That obsolete and unsaleable Stock is \vritten down; 

(3) That goods entered as sold and not delivered are not included ; 

(4) That goods bought and not entered in the Invoice 'Book are not ’ 

' includ^; , 

(5) Tliat goods sent out on consignment, on sale or return, or with 
branches are not valued at a price higher than the cost ; and 

(6) That the goods received on consignment or on sale or return, are 
not included in the stock figure. 

In no event should stock be valued at higher than cost, as the effect 
of this will be to bring into account a purely fictitious afid unrealised profit. 

, Goods on Consigmnent. — ^The basis of valuation of any unsold' balance 
of outward consignments should be cost or market price, whichever is the 
lower. The cost price of the unsold portion would no doubt include the 
'* proportionate expenses incurred by the consignor, such as freight, etc., but 
' it is most undesirable to include in this valuation the proportionate expenses 
incurred by the consignee. JFurther, while valuing the unsold balance of 
' consignments, due allowance must be made for deteriorated or damaged goods. 

Stmdry Debtors. — ^The amount apjiearing under this head must represent 
'i bona fide Debts, after all known Bad Debts have been written off and a 
sufficient reserve is provided for doubtful debts and discounts. Statute- ’ 
barred debts and debts under dispute should be reserved for in full. The ‘ 
item of Sundry Debtors should include only balances owing by customers 
and should not include any debtors for loans. If there are any amounts owing 
^ by directors or managers, the same should be shown separately on the Balance 
{<'» Sheet. It must be seen that goods sent out on consignment, or sale or 
return, and goods sent to branches are not included in this item. 
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BiUs Receivable.— The amount appearing under this head m the 
Sheet must consist of only unmatured Bills Receivable, all overdue ^ 
'honoured biUs being written back to the personal accounts of tlie accepiui 
or endorsers concerned. Full provision should be niade m ° j 

honoured bills as also in regard to weak bills as are not Idcely to be bon ■ 
The contingent liability on account of Bills Receivable discounted s 
stated by way of a foot-note on the face of the Balance Sheet. 

feivcstnients. — ^^^Hiere there are many investments, a schedule shoidd^be 
prepaied giving particulars of each investment, the actual cost, ^ . 

market value as at the date of the Balance Sheet. It is a prudent po 
write the investments down to market value, if that is lower ^nvest- 

temporary market fluctuations may, however, be disregarded. If the 
ments are taken at cost and no provision is made for the fall in marke > 
it is best to show on the Balance Sheet what tlie market value was. . , 

case, the basis of valuation should be clearly stated on th? Balance 
i.e., as to whether Investments have been valued at cost or niax'Ke P 
The Investments should be subdivided in such a manner as to give n 
idea of their true nature. In other words, gilt-edged Securities shou 
be mixed up with Investments of, a speculative nature, such as sna 
joint stock companies, but both these should be grouped separate y 
shown distinctly under the heading of “ Investments ”. 

Where the market value of the Investments at the date of 
Sheet has fallen below the cost price and there is no 
its going up, the best method of providing for such a loss is to 
ciation, Account and credit Investment Fluctuation Account, 
on this latter Account must bo shown by way of deduction from the 
Investments on the assets side. 

Deferred Revenue Expenditiurc.— In case any amount is expended ^ 
way of abnormally heavy advertising, unusually heavy repairs or repi 
ments or expenses on removal of business, there can be no 
spreading such an expenditure over a term of years, provided the . ^ 
to be derived from it is likely to last for such period. Such items „t 

\ the heading of Deferred Revenue Expenditure, and until the whole -a 
^^P^’^ded is written off, the debit balance will appear on the asse ® ^ 

of the Balance^ Sheet. Care must, however, be taken to see that they 
under a heading clearly indicating the nature of the expenditure so 
no one reading tlie Balance Sheet may mistake them for any tangible as® 


PRESCRIBED FORM OF BALANCE SHEET. 

ina/f “ F-f rescribed Form of Balance Sheet.— The Indian Companies M 

improvements regarding information Le 

sWholders and others to enable them to 'ascertain the 
'the ^ company. Thus, in the matter of accounts, apart & 

renresSa ^ & Loss Account, the New For^, 

tailed inform-if Form of Balance Sheet, provides 

SSI to Sheet so as to he^ 

comSSv V® accurately the exact financial- condition of 

472 to 475, and all additional^, 

improvemmte amended- form is shmvn in itahes, so tha , 

provements made on the Old Form may be seen at a glarice. 
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The following important points need to be carefully noted: — 
Property and Assets Side; — 

It would be noticed from this Form tJiat -the Assets and Liabilities arc 
arranged in order of permanence, the Fixed Assets being shown above the 
Floating Assets and the Fixed Liabilities over the Floating Liabilities. 

Fixed Capital Expenditure. — ^The Fixed Capital Expenditure is required 
to be distinguished as far as possible between the several assets acquired, 
namely, Goodwill, Land, Buildings, Leaseholds, Railway Sidings, Develop- 
ment .of Property, Plant, Machinery, Furniture, Patents, Trade Marl«, 
Designs^ etc. 

Each Fixed Asset will have to be shown a't its original cost and under 
its appropriate heading. Any additio-ns thereto or deductions therefrom dur- 
ing the year will ^ve to be clearly indicated. The total Depreciation written 
off under each head will also have to be shown by way of deduction from the 
asset in question. 

Where any assets have been written down on a reduction of capital or 
on a revaluation, every subsequent Balance Sheet will have to disclose the 
date of such reduction and the amount of the reduction, made.. 

Interest paid out of Capital during Construction. — ^A company can pay 
Interest out of capital during the period of construction under the following 
circumstances, and the amount thus paid is allowed to be capitaUsed and 
shown under Fixed Capital Expenditure, under its distinct head. The 
Balance Sheet must clearly set out the Share Capital on which and the 
rate at which such interest has been paid during each period. 

Where any shares of a company are issued for the purpose of raising 
money to defray the expenses of the construction of any worlcs or buildings 
or tlie provision of any plant which cannot be made profitable for a length- 
ened period, the company may pay interest on so much of that share capital ' 
as is for' the time being paid up for the period, and may Charge the same 
to capital as part of the cost of construction of the work or building or the 
provision of plant, provided that : ' 

1. No such payment must be made unless the same"' is authorised by 
the Articles or by Special Resolution ; 

2. No such payment, whether authorised by the Articles or by Special 

Resolution, must be made without 'the previous sanction of the Local 
Government ; . ' 

3. The payment should be made only for such a period" as may be 
determined by the Local Governrnent ; 

4. The rate of interest shall in no case exceed four p6r cent per annum ; 

and ■ 

5. The accounts of the company shall show the share capital on which, 
and the rate at which, interest has been paid oiff of capital dui-ing the period 
to which the accounts relate. (Sec. 107). 

Preliminary Expenses, Brokerage on Shares or Debentures, Discount 
on Issue of Shares pv Debentures, or Under-writing Coimnission.— Such items 
are required to be shown under their distinct heads imtil written off. It 
may be mentioned in connection with these items that inasmuch as they are 
of the nature of deferred revenue expenditure and do not represent any 
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tangible assets, it would seem desirable and sound not to permanently 
capitalise them, but to write tliem off as soon as circumstances would permit. 

Stock-in-Tradc, — The mode of. valuation, i.e., cost price or market value 
will have to be clearly stated on the face of tlie Balance Sheet. 

Book Debts. — These will have to be distinguished-betwcen good, doubt- 
ful or bad ; further, debts fully secured and unsecured will ha^?e to be 
separately stated. Debts due by Directors or other officers of the company 
\vill also have to be specifically disclosed. 

Advances. — ^Under this head will appear pre-paid expenses by wy of 
Rates, Taxes, Insurance, etc., as also loans, if any, given to Subsidiary Com- 
panies under distinct heads. 


Any loans, even by way of temporary advances, if made to Directo^ or 
Managers, at any time during the year, will have to-be disclosed. 
where such a loan has been repaid before the end of the financial periooi 
the fact will have to be stated by way of a note. 

Investments. — The mode of valuation of Investments, viz., cost or market 
value, must be clearly ‘ mentioned. Further, the different classes of invesi- 
ments must be distinctly showm as under ; — 

in Government or Trust Securities, . . 

(b) Investments in shares, debentures or bonds (showing separate, 
shares fully paid up and partly paid up), 

(c) Investments in shares, debentures or bonds of subsidiary com- 
panies, and 

(d) Immovable properties. 


• Accrued on Investments.— Under this head, any interest on 

investmente calculated from the date upto which it was last received • 
the date of the Balance Sheet will have to be brought in. 

.u — While showing the Ba7}k Balances, it must be stated 

whether tney arc on CuiTent or Fixed Deposit Accounts. 


if r^Bde bv a Limited Compel 

iTst ^ Account and will appear as 

St Item on the assets side, under the heading of Profit & Loss Account. 


Capital and Liabilities Side: 


are 

tienX'r 

to 

, Bel aualr' aha;& are teraea, * 

to be redeemed. date on or before, which the shares are b‘ 
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Eesen-cs. — Under this head will be shown such Reserves as may have 
been built up by way of appropriations out of undistributed profits, such 
as Reseiwe Fund, Dividend Equalisation Fund, etc. 

Any provision, if made, for decline in market value of securities and 
styled either Investment Depreciation Fund or Investment Fluctuation Fund 
should preferably be sho\vn as a deduction from the asset in question. 

Provision for Bad and Doubtful Debts. — This item, altliough required to 
be shown on the liabilities side of the Balance Sheet, would be more correctly 
shown as a deduction from the item Book Debts on the assets side. 

Debentures,— jWhen these arc secured, the nature of the security should 
be stated. 

Sinking Fund. — Debenture Redemption Fund, or Sinking Fund for the 
redemption of Leasehold, if any, would appear under this head. 

Secured Loans. — ^These-ore required to he classified as under: — 

(i) loans on mortgage of fixed assets, 

(ii) loans on debentures, 

(ill) loans from banks, stating the nature of security, 

(iv) liability to subsidiaiy companies, 

(u) other secured loans, stating the nature of security, and 

(ui) interest accrued on mortgages, debentures or other secured loans. 

Note. — As the liability on account of Debentures is shown os a separate item, it is 
assumed that Loans on Debenturef appearing as item (ti) would moan Loans on the 
collateral security of debentures. - > ^ 

Unsecured Loans. — ^Tbese have also been classified as under : — 

(i) loans from banks, 

(ii) fixed deposits, 

(iii) short-term loans, 

(in) advances by directors or managers and managing agents, 

(u) interest accruing bvil not due and interest accrued and due, and 
(ui) liabilities to subsidiary companies. 

Advance Payments. — Under this head, would appear pny amount received 
by the company in return for which it has not rendered full benefit or service 
in the current period. For instance, a newspaper company might have 
received annual subscription, and advertisement moneys in' advance frpm 
subscribers and advertisers, but the whole of the period covered by such 
subscription and advertisement moneys may not have expired concurrently 
with the date of the financial closing. Under such a circumstance, 'subscrip- 
tion and advertisement moneys applicable to the period covered by the 
accounts only would be transferred to Revenue and the balance in respect 
of which the benefit is still to be imparted will be carried forward as a 
liability, under the heading of Advance Payments. 

Unexpired Discounts. — ^This item would only arise in case- of Banks or . 
Finance Companies whose business would be to discount Bills of Exchange 
on a large scale. In this case, the proportionate discounts on sucJi BdJs as 
remain unmatured at the date of the Balance Sheet will have to be trans- 
ferred from the credit of Discount Account to an Account styled Rebate on 

► I nil 47. 47S 
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INDIAN COMPANIES ACT, 
(See Section 


Balance Sheet as at 


CAPITAL AND LIABILITIES! 


Capital — ' 

Authorised Capital shares of Rs each .. 

{Distinguishing between the various classes of 
Capital.) 

i 

Issued Capital Shares of Rs.'. . . . .each 

(i) Shares issued as fully paid up pursuant to 

any contract without payments being re- 
ceived in cash shares of Rs each. 

(ii) Shares issued for payments in cash 

. shares of Rs each. •. 

» 

Subscribed Capital. . . .shares of Rs each . . 


.^ourft called up at Rs per share 

Less — Calls xmpaid — 

(i) dite from Managing Agknts 

(ii) due from others . . ^ [ 

Add— Forfeited shares (amount paid up). 

Note.— Where circumstances permit, issm 
and subscribed capital and amount calk 
up may be shown as one item.'eq, 

Issued and Subscribed Capital !. shares 

-Rs paid up. 

Reserves 

Any oTHra Fund CRbATED out of Net Profits 
deuelopment fund 
Any Pension or Insurance Fund 
Profusion for Bad and Doubtf^Debts* ' 

Loans — 



(a) Secured — 

/") !»“>“ on ’dSS’ZZs'^' ■ I 

S%°"“ '““Kns a,' nature of I 
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SCHEDULE HI, FORM F 
132) 

Limited. 


.19 


PROPERTY AND ASSETS. 

T 

Fixed Capital Expenditure — 

(Distinguishing as far as possible between expen- 
diture upon goodwill, land, buildings, lea^e- 
hol9s, railway sidings, plant, machinery, funii_ 
ture, development of property, patents, trade 
marks and designs, interest paid out of Capital 
during construction, etc., and stating in, every 
case the original cost and the additions thereto 
and deductions therefrom during the year, ahd 
the total Depreciation written off imder each 
head. Where sums have been written off on a 
reduction of capital or a revaluation of assets, 
■> every balance sheet after the first balance sheet 
' subsequent to the reduction or revaluation shtill 
' show the reduced figures, with the date of a'ad 
the amount of the reduction made.) 

Preliminary Expenses . . ; • • 

V 

/ Commission or Brokerage 

(Commission or Brokerage paid for'underwritihg 
or placing far subscribing shares or debentures 
until written off.) 

Discount Allowed on the issue of shares or so mu^h 
as has not been urritten off at the date of the 
, balance sheet. 

'/stores and Spare Parts 
'Loose Tools 
'Live-Stock and -Vehicles 
I 'Stock-in-Trade 

(Stating mode of valuation, e 
value.) 


g., cost or market 


Bills of Exchange .. .. 

Book Debts (other than, had and doubtful debts 
I' of a Banlc for which provision has been ma^e 
to the satisfaction ofgjthe auditors) 
(Distinguishing between those considered gocjd 
and in respect of which the company is fully 


',,n italics: 
J 
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INDIAN COMPANI£S ACT, 


CAPITAL AND LIABILITIES— Contd. i 

(in) liabilities to sttbsidiary coDipanics 
(i>) other secured loaus stating the iifttnre of ' 
security ^ . . • • , , ‘ ' 

(i?i) interest acorued on mortgages, debcn- 
tures or other secured loans 

(b) Unsecured — 

(i) loans from banlcs . . t ■ 

(ii) fixed deposits 
(Hi) short-term loans 

(iv) advances by directors or managers and 

managing agents . . _ • • 

(v) inteT-est accruing Init not due and inte- \ 

rest accrued and due . . • • 

(oi) liabilities *10 sttbsidiary companies 

UNCLAI^TED Dividends 

Liabilities — 

Eor Goods supplied 
For Expenses 
For Acceptances 
For Other Finance 

Advance payments and unexpired discounts 
(For the portion for which value has still to he 
given, e.g., in the case of the following classes 
of companies — ^Newspaper, Fire Insurance, 

, Theatre, Club, Banking, Steamship Companies, 
. etc.) , 

Profit and Loss 


Contingent Liabilities — 

Claims against the company not acknowledged 
as debts 

^ Money for which the company is contingently 
' liable 

(Showing separateli; the amoinit of any guaran- 
tees given by the company on behalf of, 
directors or officers of the' company.) 

Arrears of Cumulative Preference Dividends . . 


i— ' 


or to be given under any of the items oi 

to be attached to and to form part of the Balance Sheet. 
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SCHEDULE III, FORM F— (Contd.) 


» PROPERTY AND ASSETS— Contd. 

secured and those considered gpbd for which 
the company holds no security other than the 
- debtors’ personal security, and distinguishing 
between, debts considered good and -debts con- 
sidered doubtful or bad. Debts due by direc- 
.tors or other officers of the company or any 
of them either severally or Joinuy with any 
other persons to be separately stated.)' 

Advances . . . . . . ' . . 

(Recoverable in cash or in Idnd or for value to 
be received, e.g., Rates, Taxes, Insurance, etc., 
showing separately) — 

(i) loans given to subsidiary companies . . 

(ii) loans including temporary advances 
■ made at any time during the year t(\ 

directors or managers d/ the company , . 

Investments . . . . ^ 

[Showing nature of investments and mode of 

' valuation, e.g., Cost or Market Value and dis- 
tinguishing — 

] (i) investments in Government or trust 

securities . . ‘ 

(ii) investments in shares, debentures or 

bonds (showing separately shares fully 

paid up and partly paid up) 

(iii) investments in shqj-es, debentures or 

bonds of subsidiary companies 

(iv) immovable properties] 


|/nterest accrued on Investments 

) 

pASH AND OTHER BALANCES 

I Amount in hand ' . . . . . • 

' Balances with Agents and Bankers (in detail 
showing whether on, deposit or currenti^ccount, 
etc.) 

’ROFIT AND Loss 


)rtn, if not included in the Bnlance Sheet itself, shall be furnished in a separate Schedule- ' 
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Bills Discounted and would then appear as a liability under the above head, 
representing discounts received in the current year but properly applicable 
to tlie next period. 

Profit & Loss Account.— The details of appropriation of profits are 
omitted as a separate Profit & Loss Account is now made compulsory. 

Contingent Liabilities. — Contingent Liabilities are liabilities which haw 
not arisen or have abeady accrued, but may arise out of transactions pending 
upon the happening of a certain event. Thus a contingent liability may 
may not/ involve the payment of money. 

* /j\ 

■^^ong instances of Contingent Liabilities may 'be quoted:—!/ 
Liability for Calls on partly paid shares held ; (2) Liability on Bills 
able discounted and not matured.; (3) Liabilities under a Guarantee ; U 
Liabilities for Penalties under Contracts ; and (5) Liability in respect o 
arrears of Dividend on Cumulative Preference Shares. 

Wliile preparing a Balance Sheet, only the liabilities that have 
accrued due to the date of the financial close should necessarily be 
into account. The Form of Balance Sheet prescribed under 'the m ‘ 
Companies Act, however, requires that Contingent Liabilities shoul 
stated in. the shape of a Note appended to the Balance Sheet, at the 
of the liabilities side. 

amount of any ^guarantees given by the Company on 
directors or officers is required to be separately shown under this he 

Arrears of Cumulative Dividend.— As the liability in respect of 
^re^s of Dividend on Cumulative Preference- Shares is a contmg^ 
habihty and does not arise until the Company has made sufficient P» . 
to enable such dividends to be 'paid, no entry should be hiade in the 
regai-dmg these. The form of Balance Sheet under the Indian Compa®,^ 
Act, however, requires such arrears to ,be sho^vn by way of a Note on 
liabilities side of the Balance Sheet. 

' Capital. — ^A company, if authorised by 

S:- ^^®°^^tion, alter its share bapital in any of the foUo"^' 

(a) increase its share capital by the issue ‘of new shares ; _ f 

■ largei « 'tn ?te^Sg1hSe:7 , 

that stock So'paffi up SresV^" 

than^is^ them, into shares of smalkn 

proportion between so however, that in the subdivis ^ 

each reduced share shalf^e”'^^ amount, if 

accordingly. ^ capital, thereby diminishing the nominal 

(S«c!^50.f by the company to generd 

nrnstbe givm?" f^-oMatton, conversion -.“SfiTl'* 

g trar ot Jomt Stock Companies within 15 d P 
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every copy of the Memorandum issued after the date of the alteration shall 
be in accordance with the alteration. (Sec. 51.) 


Note. — Joilrnal Entries in regard to Subdivision and Consolidation of 
Shares are given on page 457. 

Reduction of Share Capital. — Subject to confirmation by the Court, a 
3ompany, if authorised, by its Articles, may, by Special Resolution, reduce 
its share capital in any way, and in particular may. 

(a) extinguish or, reduce the liability on any of its shares in respect 
3f capital not paid up ; or 

(b) either with or without extinguishing or reducing liability on any 
of its shares, cancel any paid up share capital which is lost or unrepresented 
by available assets ; or 

(c) either with or without extinguishing or reducing liability on any 
of its shares, pay off any paid up share capital which is in excess of the 
wants of the company, and may, if and so far as is necessary, alter its 
Memorandum by reducing the amount of its share capital and of its shares 
accordingly. (Sec. 55.) 


Where a company has passed the necessary SpeSial Resolution, it must 
apply by petition to the Court for dn order confirming the reduction, 
(Sec. 56.) 


If tlie proposed reduction involves any diminution of liability in respect 
of unpaid calls or the repayment to shareholders of paid up capital, any 
creditor has a right to object to the reduction. * 


I The Court, if satisfied, with respect to every creditor of the company 
^who is entitled to object to the reduction, that either his consent to the 
^reduction has been obtained or his claim has been discharged or has been 
'Secured, may make an order confirming the reduction on such terms and 
'Conditions as it thinks fit. 


On and from the passing by a company of ,a resolution for reducing 
share capital, or where the reduction does not involve either the diminution 
<‘of any liability in respect of unpaid share capital or the payment to any 
itshareholder of any paid up share capital, then on and from the making of 
the order confirming tlie, reduction, the company shall add to its name 
until such date as the Court may fix, the words “and reduced” as the last 
‘'^ivords in nts name, and those words shall, until that date, be deemed to 
J’'De part of the name of the company. • ^ 


I Where the reduction does not involve either the diminution ‘ of any 
^lability in respect of unpaid share, capital or the payment of any shareholder 
)f any paid up share capital the Court may, if it thinks expedient, dispense 
'S^iltogether with the addition of the words “and reduced”. (Sec. ' 57 .) 

Redtiction of Capital for writing off Losses.— The following illustration 
erves to'^how the entries in a company’s books consequent upon reduction 
if capital to mate off heavy losses. 


LLUSTRAXION 127. 


, A company liaving sustained heavy losses obtained the sanction nf n , 

educe its capital from 10,000 shares of Rs. 20 each, Es. 15 per share nsfJ 

hares of Rs. 20 each, Rs. 10 per share paid up. The necessary Journal 10,000 
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j Share Capital Account 

To Profit and Loss Account 

(Being reduction of lO.OOt) shares'of Rs. 20 each, Ps. 15 
I ‘P !-hares*ol Rs. 20 each, 

1 Ks. 10 per share paid up, as per Special Ucsolution 
I dated... . confirmed by the Court’s order dated ) 


— ’ — 

— 

r:r-tr=rrsr 


L.F.I 

Rs. 

Dr. 

J 

1 

( 

1 

50,000 


1 

1 



Rs. 

50,000 


Each, page in the Register of Members will be impressed with a rubbi 
s amp as to the resolution. The Share Certificates may be dealt 'vit 
simi ar y or new ones may be h^sued cancelling the old ones. 

Reduction of Capital for wiping off Losses and wnriting doivn Assets. 

illustration 128. 


DecemW W37^"— Imperial Trading Co.. Ltd., showed as follows on 3h 


BALANCE SHEET. 

As at 31st December 1937r 


Capital and Liabilities 
Authorized Capital 

30 nnn ®ach .. 

30,000 Pref. Shares of Rs. 10 each 

Rs. 

Issued and Subscribed Capital •— 

Sundry Creditors 
Bank Overdraft 


13.00. 000 

3.00. 000 


'6,00,000 


il 

[ 2 . 00,000 

3.00,000 
45,000 
I 75,000 



PEOPEirry and assets 

Freehold Premises 
Plant and Machinery 
Slock ’ 

Sundry Debtors 
Prehminery Expenses 
Cash at Bank 
Profit and Loss Account — 
debit balance 



number of fully paid iiares of^^^ ^ Preference Shares be reduced fo 

nff “ writing off the dpVf 

Expenses AceoLf balpce of Profit & Loss Account; (b) w 
’^y -WTritmE writing down, the Machinery Account 

of Re. 4,000 for Doubtful UnL?!™ ’^y Rs. 5,000 ; and (C) in providing a Bes 


JOURNAL 'ENTRIES. 

■■■ ■ 

each, and 20,000 PreferKiS.'^qh”®*^^ Shares of Rs. 10 
paid to an equal number 

shares of Rs. 5 each fmL Preference 

J™-"' 


Dr. 


L,F. 
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L.F. 

Rs. , 

1 '’’Rs. 

Capital Reduction Account ... ... , ... Dr. 

ii2, 00,000 

t 

1 . 

To Profit and Loss Account 


' 

il,25,000 . 

„ Preliminary Expenses Account 



6.000-. 

' Plant and Machinery Account 



! 60,000 

Stock Account 



! 5,000; 

„ Reserve (or Doubtful Debts Account 
(Being the amount of losses wiped off, and the assets 



1 4,000 

written down, out o( the reduction of capital as 



j 

’above). 


• li 
)1 


THE IMPERIAL TRADING COMPANY LIMITED (and reduced). 
BALANCE SHEET. 


As at 31st December 1937. 


Capital and Liabilities 

Authorized Capital (and reduced); — 
30,000 Ordinary Shares of Rs. 

Rs. 10 each reduced to j 

Rs, 

PuoPEUTy AND Assets 

Rs. 

Freehold Premises 

Plant and Machinery ... 2,00,000 
Less reduced by Capital 

• Rs. 

1,00,000 

Rs. 5 each. 

30.000 Preference Shares 
of Rs. 10 each reduced to 

1,50,000 


Reduction .., 

Stock 

60,000 . 

1,40,000 

51,000 

Rs. 5 each 

1,50,000 


Sundry Debtors ... 32,000 

Less Reserve for Doubtful ' 

Rs. 

’stued and Subscribed Capital 
~ (and reduced) ; — 

3,00,000 


Debts 

Cash at Bank 

Profit and Loss Account .,. 

4,000- 

1,25,000 ' 

28,000 

.1,000 

20,000 Ordinary Sharesmf 



--Written off by Reduction 


Rs. 10 each reduced to 
Rs, 5 each, fully paid ... 

1,00,000 


of Capital . ... 

1,25,000, 

... 

20,000 Preference Shares of 





Rs. 10 each- reduced to 






Rs. 5 each, fully paid ... 

1,00,000 

2,00,000 




undry Creditors 


45,000 




lank Overdraft 

... 

75,000 

■ 



© 

Rs. 

3,20,000 


Rs. ’ 

3,20.000 . 


Capitalisation of Reserves. — Occasionally, in the case of a successful • 
ompany,. large reserves might have been accumulated’ out of profits as:. a 
esult of the directors’ policy, not to distribute: the .whole of the profits, .but' 
I lay aside something, to enable the company to meet any 'unforeseen con- 
ngency that may arise in the future or to serve as so much more working' 
apitai to cope with the increasing-business. . Besides, the Reserve Fund ihay'^ 
iave accumulated to an .amount far: in excess of -the present or . the .future* 
eeds of the company, and it would then be .deemed desirable to give benefit • 
|f a part of such reserve to the existing shareholders by way of compeusd- 
voh for the loss of dividends which they have suffered. -This deiire- on the ■ 
'art of the directors can be , given- effect- to by-.a Bonus ’to sh'aieholders' pSv-"'' - 
.ble.from out of the.Reserve Fund being proposed by the fonher>'and sahe-‘t^ 
jbhed .by the General Meeting of Shareholders. Instead, howe'\fer, of pavihir ' 5 

Ush and depleting . the financial resources\ of the company,, such- bdnhsiteay * ^ 
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be satisfied by the issue of additional shares considered as fully or partly 
paid up^ Thus the company is enabled to capitalise a part of its reserv 
by issuing Bonus Shares in lieu of cash. 

The capitalising of reserves by the above method benefits the 
inasmuch as the past accumulated profits are'permanently retained m ^ 
business. Further, the share capital is thus adjusted to a figure inore on « 
level with the actual capital employed in the undertaking. Where the P™“,- 
and the consequent dividends are large in. comparison "with the comp y * 
paid up capital, the inference of profiteering naturally follows ; but w 
the paid iip capital is increased by the issue of bonus shares, althoug 
profits will remain practically at about the previous level, the perc^ 
of dividend must necessarily be reduced, although the actual retain o 
individual shareholder wll remain the same. 

The shareholders will have no occasion- to be~ dissatisfied with suc^ 
a procedure, as they can easily realise their Bonus Shares, if they so wjs _ 
Besides, the fact that the Company was enabled to issue Bonus pjj 

of accumulated Reserves will tend to bring up the market value or 
shares at a premium. 

Bonus Shares issued at Par out of Reserve. — Sometimes a 
ing large reserves accumulated out of profits, issues fuUy paid Bonus o 
to its Shareholders so that the latter may enjoy some benefit by "W y ^ 
dividends on those shares and at the same time the money being 
capitalised may remain in the business as working capital. ^ 

The following illustration wiU show the entries to record su _ 
transaction. 


ILLUSTRATION 129. 


n 


A Limited Company having a paid-up Capital of Rs. 5,00,000 in shares ^ 
I. 3 Resewe of Rs. 90,000 built up out of profits. It was resolved to gacH 

5^00 of the Reserve by issuing 5,000 fully paid Bonus Shares of.Rs- ^ ^ny. 
shareholder to get one such share for every ten shares, held by him in the t. P 


JOURNAL ENTRIES. 


Reserve Fund 

To Bonus to Shareholders’ Account 
(Being Bon^.of 10% payable out of Reserve as per 
Shareholders’ Resolution dated ). 


Dr. 


^i'^'’®holders’ Account 
Snare Capital Account 

' Bonus'Shares of 

Bonus Shorn” of bonus, at the rate of 1 

companyh”^" Shares held in the 


Dr.' 


L.F. 


Rs. 

50,000 


50,000 


50,00li 


5001 , 


-When the 


pric^of ^ T’remium' out of Reserve. — ^When 

goneraUy issued at^a premium, the bonus 

HJt-USTRATION 130. 

a bonus of 30,M0* ut u ■i'' shares of Rs. 5 ca^ 

premium of Rs. 2-8 nor P^yahlo in fully paid-up shares of I^- ® ,-«■ 

shares that ho held i^lhe^^'Span* to'^gft one such share for 
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JOURNAL ENTRIES. 




Rs. 

Rs. 

Reserve Fund ... ... ... ... Dr. 

m 

30,000 


To Bonus to Shareholders’ Account 


30,000 

(Being the amount ofiBonus payable out of Reserve in 



* * 

fully-paid shares as per Shareholders’ Resolution 
dated ). 

■ 



Bonus to Shareholders’ Account ... ... Dr. 

■ 

30,000 


To Share Capital Account 

■ 

20,000 

„ Share Premium Account 
(Being the isssue of 4,000 fully-paid Bonus Shares of 

■ 


10,000 

Rs. 5 each at a premium of Rs. 2/8 per share in pay- 
ment of the Bonus at the rate of one Bonus Share for 

■ 



every four Shares held in the Company). 

1 




Bouus used in making partly-paid Shares fully-paid. — Occasionally, the 
existing shares are only partly cafled up, and. in such a case the Bonus is 
utilised in making the partly-paid shares fully paid up. ' ' 

ILLUSTRATION 131. ' ' 

A company witli a Subscribed Capital of Rs. 1,00,000 in shares of Rs. 10 each, had 
called up' Rs. 7-8 per share. A Bonus of Rs. 25,000 is now declared out of Reserve to 
be applied in making the existing shares fully paid up. 

JOURNAL ENTRIES. 



Final Call Account ... ... ' 

To Share Capital Account 

(Being the Final Call of Rs. 2/8 per share of 10,000 
Shares as per Board’s Resolution dated ~.). 

Dr. * 

L.F. 

Rs. 

25,000 

r 



Reserve Fund ... ... ... ... 

To Bonus to Shareholders’ Account 
(Being the Bonus of Rs.2/8 per share on 10,000 Shares, 
payable out of the Reserve as per Shareholders’ 
Resolution dated .). 

'Dr. 


25,000 

25,000 


Bonus to Shareholders’ Account 

To Final Call Account 

(Being the amount of Bonus applied towards the pay- 
ment of Final Call as per Resolution dated ). 

Dr. 

t 


25,000 

25,000 


Treatment of Profit Prior to Incorporation or Commencement Certificate. 
^When a company takes over a running business from a date prior to the 
'late of its own incorporation, the profits earned prior to incorporation cannot 
oe said to have been earned by the company, as it had no legal existence then, 
md such profits are, therefore, not legally available for the purpose of distri- 
mtion as dividend. In case of a public coihpany, it is not supposed to have 
egally earned profits rmtil it has received a Certificate entiding it to com- 
aence business. Evidently, therefore, such profits are in the nature of 
Capital Profits and should be transferred to Capital Reserve Fund. t 

It need be noted, however, that in return for the loss of profits which 
he vendors sustain from the date of 'sale of their business to the date of 
ctual payment of the purchase consideration by the company, the vendors 
jre entitled to a certain rate of interest on the purchase price from the date 
he sale is effected to the date of-payment; and, inasmuch as such interest 
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payable by the company is in return for the profits it enjoys from the date 
of purchase, it becomes necessary to see that the interest from the date of 
purchase to the date of 'incorporation or commencement .certificate is set off 
as a first charge against the profits, if any, made by the company, between 
the above two dates. The credit balance of such profils, if any, then left 
after" the cliarge in respect of the above interest, should be transferred to 
Capital Reserve Fund and not to Uie general or ordinary Reserve Fund, as 
the latter is available at any time for equalisation of dividend- If, however, 
the directors feel that tlie book values of some of the assets acquired are 
far in excess of their true piescnt worth, tliey can well utilise the balance of 
the above profits in -wi'iting down such assets so as ^o bring them on a par 
with their present values, or in reducing the value of goodwill account, if 
there is any. 

Ascertainment of Profit Prior to Incorporation or Commencement 
Certificate. — The ascertainment of the actual profits made before incorpora- 
tion is practicable .only provided stock is taken and valued as at the date 
of the compan3'’s incorporation, t As, however, in a majority of cases this 
is not done, the first Trading and Profit and Loss Account naturally includes 
the figures for the whole period, viz., from the date of purchase of the 
business to the close of the financial period..' The net profits thus ascertained 
would then have to be apportioned into two periods, viz., before and after 
the incorporation, on some equitable basis. This apportionment may be 
done either on the basis of the periods themselves or on the basis of the 
respective 'turnover of each of the periods. The only profits then available 
for dividend would be those ascertained to have been earned subsequent 
to incorporation, or in case of a public company, subsequent to receipt of 
its Commencement Certificate. 

A still more reliable and accurate method for approximation of profits 
prior to incorporation is.to apportion the gross profit between the two periods 
on the basis of their respective turnovers and then to set off against such 
gross profit the revenue expenses of each period. In so allocating the 
expenses, fixed expenses such as Office Rent, Staff Salaries, Rates, Taxes, 
Insurance, etc., should be apportioned on the basis of the time covered* by 
each period. On the other hand, expenses as have a direct bearing on the 
sales such as Commission to canvassers and sales managers. Travelling Ex- 
penses of canvassers, Advertising, etc., should be apportioned on the basis of 
the turnover of each period. The expenses of each period having thus been 
set off against their relative figure of gross profit,* the net profit made before 
and after the incorporation or Commencement Certificate will be ascertained. 

Loss Prior to .Incorporation or^ommencement Certificate. — ^If a company 
buys over a running business before the date of its registration and a loss is 
incurred prior to the date of Incorporation or the date of Commencement 
Certificate, such loss should be capitalised by adding it to the amotmt of 
Goodwill paid on the purchase of business, or if no Goodwill is paid for, by 
debiting the amoimt to Goodwill Account- If it is not desired to capitalise 
the loss, then the amount should be left on a Suspense Account, which should 
be written off out of -profits of a capital nature, e.g., Premium on Shares, 
Profit on Forfeited Shares, or Premium on Issue of Debentures, etc. 

n,t.USTBATION 132. 

"Toys, Ltd. was registered on 1st January* 1938, to buy over the business 
oi Messrs. Symington & Todd as on 1st October 1937, and obtained its”Certificate for 
Commencement of Business on 1st February 1938. - 
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' • The accounts of the company for the period ended 30th September 1938, disclosed 
the following facts:— - 


, ‘ (1) The turnover for the whole peripd amounted to Rs. 2,40,000 of which Rs, 40,000 

related to the period from 1st October 1937 to 1st February 1938. 

(2) " The Trading Account showed a gross profit of Rs. 96,000, 

(3) The following items appeared in the Profit and Loss Account: — 


Directors’ Fees 
Auditor’s Fees 
Rent, Rates, etc. 
Bad Debts 


1,50Q 

750 

4,800 

2,000(of which' Rs. 700 " 
related to Book' 
Debts created . 
before 1st Feb- 


ruary 1938X 


Staff Salaries 


12,000 

Debenture Interest ... _ . . 

, 4 

6,000 

Depreciation on Plant and Machinery 

4 4 

3,600 

Preliminary Expenses 

. • 

2,400 

General Expenses 


1,800. 

Commission on Sales ' . . 

. « 

3,600 

Printing and Stat'ionery 

. t 

2,400 " 

Advertising 

Travellers’ Expeirses & Salaries 

, 4 

4,200.-^ 

. 4 

8,400 

Interest to Vendors @ 6% on Rs. 1,00,000 from 
1st October 1937 to 31st May 1938 

4,000 



Profits prior to 
Commencement 
Certificate. 

Profits after 
Commencement - 
Certificate. 

* 

Rs. 

Rs. 

Rs. 

Rs. 

Gross Profit Rs, 96,000 apportioned on the basis of turnover... 


16,000 

• 

80,000' 

Less Expenses : — - 

1. Directors' Fees ... 

2. Auditors’ Fees ... 

3. Rents, Rates, etc. ni- ' 

' 4. Bad Debts ... ... 

5. Staff Salaries 

6. Debenture Interest 

7. Depreciation on Plant and Machinery ... 

1,600 

700 

4,000 

1,200 

1,500 
750 
3,200 
1,300- 
8,000 
. 6,000 ■ 
- 2,400 

8. Preliminary Expenses 

9. General'Expenses-. .. — ... 

10. / Commission on Sales 

11. Printing and Stationery 

12. Advertisements 

13. Travelling Expenses and Salaries ... ••• 

14. Interest on Purchases Price ... 

Net Profit for the period 

600 

600 

800? 

700 

1.400 ■ 
2,000 

2.400 


2,4004 
? 1,200 I 

3.000 1 
1,600 
3,500 

7.000 

2.000 i 
36,150 


Rs. • 

16,000 

16,000 

80,000 

80,000 


Notes. — ( a) Expenses which relate solely to the company ane not apportioned. 

(b) Expenses having a direct bearing on the sales are apportioned on 
the basis of the sales for each period. 

(c) Other expenses are apportioned on the basis of time. 

Preparation of Books and Accoxmts for Attdit. — ^The Secretary being the 
clerical agent of the cbmpany, it is his duty to see that the accounts to be 
submitted to the auditor have been accurately prepared,' and the books of,"' 
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account properly balanced. It would not, therefore, be out of place to append'^ 
the following sununary to show as to what an auditor would ordinarily 
expect to find done before he commences with the audit: — ^ 

1. A complete list of all books kept should be prepared. ' t 

2. All postings and additions should be completed in ink and. the Trial 
Balance agreed. 

3. The Cash Book should be made up to the date of audit and the 
balance of cash in hand kept ready for verification. 

4. The Bank Account must be reconciled with the Bank Pass Book 

* which should be made up to the date of audit. A certificate must also be 
obtained from the Bankers as to the amount of the balance at Bank at the 

,date of closing. 

V 

^ 5. Vouchers should be available for all payments and properly arranged 

and numbered consecutively for facility of reference. 

• 6. A list should be prepared of all Bills of Exchange, Deeds, Investments 
and other Secmities which should be ready for the auditor’s inspection. 

7. Complete stock lists, properly priced, extended, added and certified 
as correct by some ‘responsible ofiicial, must be ready together with a state- 
ment as to the basis of valuation. 


8. A list of all accounts, the recovery of which is doubtful, should be 
prepared so as to enable the auditor to judge as to the adequacy of the pro- 
vision made in this respect. 

9. A list of all Outstanding Liabilities should be prepared and signed 
by the Secretary wth a statement that all liabilities pertaining to the period 
under review have been included. . 

10. All Statutory Books must be ready for inspection. 

11. A draft Trading and Profit and Loss Account and Balance Sheet 
should be prepared and approved by the Board (subject to audit) . 


ILLUSTRAmON 133, 

Trading Company, Limited, was fonned with an Authorised Capital 
of 20,000 Ormnapr Shares of Rs. 100 each and 20,000 Preference Shares of Rs. 100 ea^. 
fe^4OT*000 business of A, B C as at 31st December 1937, at a purchase price of 

The assets and liabilities of the business taken over were as 'follows: — 


Freehold Premises 
Plant and Machinery 
Stock-in-Trade 
Debtors 

Fixtures and Fittings 
Creditors 


Rs. 

1,40,000 

75,000 

80,000’ 

■65,000 

12.500 

52.500 


dVin™ ^ amount in the issue of fully paid Preference 

agreed to pay the whole of &e Preliminary 
Expenras, which amounted to Rs. 7,500 and which the Company paid in the first instance. 

on for public subscripUon 10,000 Ordinary' Shares payable Rs. 10 

mon^'^ter on allotment, Rs. 20 one month after allotment and Rs. 20 two 

of was underwritten at a commission of 5% to the extent 

V? of the imderwritten numben was taken up and all the calls 
shares, and firci the allottees wi& ^e exception of allotment amount on 200 

^ wldd ARotoem 250 slmres. The.Dircctora forfeited the 200 shares 

re-issued 100 fares’ f -wcTe in arrears. Of these, the Directors 

«suea luo shares at a discount of Rs. 10 per share receiving Rs. GO .per share iri cash. 
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_ Dr^t the necessary entries in the Company’s Books to record the above transactions, 
give all the Ledger Accounts and show the Balance Sheet of the Company as it would 
appear after all the above transactions have been passed through the Conipany’s ^oks, 

Solutiodi . 

^ CASH BOOK. 


r Receipts 

Rs. 

, Payments 

1 Rs. 

To Ordinary Share Application Account 
{Being Cash received op application 
of 8,000 Ordinary Shares). 

80,000 

By Preliminary Expenses ... 

(Being the payment of Preliminary 
Expenses). 

' 7,500 

„ Ordinary Sltare Allotment Account... 
(Being Allotment money received on 
7,800 Ordinary Shares). 

1,56,000 

„ A.B. and C. (Vendors) 

(Being the Cash payment to Ven- 
dors). 

„ Underwriting Commission 
(Being the payment of Under- 
writing Commission). 

1.92,500 

„ Ordinary Share First Call Account ... 
(Being the First Call money received 
on 7,750 Ordinary Shares). 

1,55,000 

40,000 

„ Ordinary Share Second Call Account 
(Being the Second Call money re- 
ceived on 7,750 Ordinary Shares). 

„ Ordinary Share Capital Account ... 
(Being the money received on re- 
issue of 100 Forfeited Shares at a 
discount of 10%). 

1,55,000 

6,000 

Balance c/d. •*. 

* 

3,12,000 

iRs. 

To Balance b/d. 

♦ 

5.52.000 

3.12.000 

Rs. 

9 
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L.F. 

Rs. 

IB 

Business Purchase Account ... ... Dr.” 

To A. B. & C. (Vendors) ' 

(Being the purchase price of the business taken over 
by the Company from Messrs. ^A. B. & C. as per ' 
agreement dated ). 


4,00,000 

4,00,000 

, • ' 

Debtors . — ... ... Dr. 

Stock-in-trade ... ... ... „ 

Fixtures and Fittings ... ... ... „ 

Plant and Machinery ... ... ... „ 

Freehold Premises ... 

Goodwill ... ... 

To Creditors 

„ Business Purchase Account 
(Being the individual value of assets, including good- 
will and liabilities taken over). 

s 

65.000 

80.000 
12,500 

75.000 
1,40,000 

80.000 

52,500 

4,00,000 

Ordinary Share Application Account ... ... Dr. 

To Ordinary Share Capital Account 
(Being the transfer of Application money received on 

8,000 Ordinary Shares to Ordinary Share Capital 
Account). t 


80,000 

i : 

80,000 

Ordinary Share Allotment Account ... ... Dr. 

To Ordinary Share Capital Account 
(Being the total amount due on alfofment of SfiOO 

Ordinary Shares at Rs. 20 per share as per Board’s 
Resolution dated ,). 

1 

J 

1,60,000 

! 

1,60,000 
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A. B. & C. (Vendors) Account 

To Preference Share Capital Account , 

(Being the issue of 2,000 Preference Shares of Rs. 100 
each fully paid to the Vendors in part payment of 
the purchase price as per agreement dated ). 

Dr. 

L.F. 

Rs. 

2,00,000 

Rs. 

2,00,000 


A. B. & C. (Vendors) Account 

To Preliminary Expenses 

(Being the transfer of Preliminary Expenses to 
Vendors’ Account being payable by them as per 
agreement dated ). 

Dr. 


7,500 

7,500 


Ordinary Share First Call Account 

To Ordinary Share Capital Account 
(Being the total amount due on First Call of Rs. 20 per 
share on 8,000 Ordinary Shares as per Board's 
Resolution dated ). 

Dr. 


1,60,000 

1,60,000 


Ordinary Share Second Call Account 

To Ordinary Share Capital Account 
(Being the total amount due on Second Call of Rs. 20 
per share on 8,000 Ordinary Shares as pet Board’s 
Resolution dated..., ). 

Dr. 


1,60,000 

1,60,000 


Ordinary Share Capital Account 

To Forfeited Shares Account 
„ Ordinary Share Allotment Account 
„ „ „ First Call Account 

„ „ „ Second Call Account 

(Being the forfeiture of 200 Ordinary Shares of Rs. 100 
each, Rs. 70 called up per share, for non-payment of 
allotment money ol Rs. 20 per share. First Call of 
Rs. 20 per share and Second Call of Rs. 20 per 
share, as per Board’s Resolution dated ). 

Dr. 

1 

1 

1 

1 

14,000 

2,000 

4,000 

4,000 

4,000 


Forfeited Shares Account 

To Share Capital Account 

Being the discount of Rs. 10 per share on the re-issue 
of 100 forfeited Ordinary Shares made good out of 
the Forfeited Shares Account). 

V 

Dr. ! 

1 

1,000 

1 

1,000 


ORDINARY SHARE APPLICATION ACCOUNT. 


n 

! Rb. 

To Ordinary Share Capital Account — ; 

1 

Rs. 

Trinsfer ...'i 80,000 

i 

J 

By Cash 

t 

80,000 


ORDINARY SHARE ALLOTMENT ACCOUNT. 


* Rs. 

1 

i 

1 

1 Rs. 

To Ordinary Share Capital Account ... 1,60.000 

By Cash ' ...j. 

1,56.000 


•f Ordinary Share Capita! Account... j< 

4,000 

Re. 1.60,000 

1 

Re. , 

1,60,000 
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ORDINARY SHARE FIRST CALL ACCOUNT. 



Rs. 


Rs. 

To Ordinary Share Capital Account ...i 

1,60,000 

By Cash 

„ Ordinary Share Capital Account ... 

Bjl 

‘ 1 


„ Balance c/d. 

Kailil 

Rs. 

To Balance b/d. 

1,60,000 

1,000 

Rs. 

1,60,000 


ORDINARY SHARE SECOND CALL ACCOUNT. 



Rs. 


Rs. 

To Ordinary Share Capital Account ... 

1,60,000 

By Cash 

„ Ordinary Share Capital Account ... 
„ Balance c/d. 

B] 

■ Rs, 

1,60,000 

Rs, 

1,60,000 

To Balance b/d. 

1,000 

• 



ORDINARY SHARE CAPITAL ACCOUNT. 


To Sundries 
„ Balance c/d. 

• «« 

♦«* 

Rs. 

14,000 

5,53,000 

By Ordinary Share Application Account 
„ „ ''' „ Allotment „ 

„ ,, 1 , First Call „ 

,, ,, ,, Second Call ,, 

„ Cash 

„ Forfeited Shares Account ... 

Rs. 

80,000 

1,60,000 

1,60,000 

1,60,000 

6,000 

1,000 


Rs. 


Rs. 

5,67,000 




By Balance b/d. 

5,53,000 


PREFERENCE SHARE CAPITAL ACCOUNT. 


- Re. 


By A. B. & C. (Vendors) 


2,00,000 


FORFEITED SHARES ACCOUNT. 


- 

Rs. 


Re. 

To Ordinary Share Capital Account ... 
„ Balsmcec/d. 

1,000 

1,000 

By Ordinary Share Capital Account.,.1 

2,000 

Rs, 

2,000 

’ Rs. 

2,000 



By Balance b/d. 

1,000 



















PLANT & MACHINERY ACCOUNT. 


To Sundries 


Rs. 

,75,000 





SUNDRY CREDITORS’ ACCOUNT. 
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PRELIMINARY EXPENSES ACCOUNT. 







Rs. 


Rs, 

To Cash 

7,500 

By A, B, & C, (Vendors) 

7,500 


To Cash 


UNDERWRITING COMMISSION ACCOUNT, 


Rs. 

40,000 


THE EASTERN TRADING COMPANY, LIMITED. 
BALANCE SHEET. 

As at 


CAPITAt. AND LiABIUTIES 

Rs. 

Property and Assets 

Attlhorised Capital : — Rs. 

20,000 Preference Shares of 

Rs. 100 each ... 20,00,000 

20,000 Ordinary Shares of 

Rs. 100 each ... 20.00,000 

40,00,000 

Goodwill at cost 

Freehold Premises at cost 

Plant and Machinery at cost 

Fixtures and Fittings at cost ... 

Underwriting Commission 
Stock-in-Trade at cost 

Debtors 

Cash ^ ... 

/ 

Issued Capital : — 

2.000 Preference Shares of 

Rs. 100 each ... 2,00,000 

10.000 Ordinary Shares of 

Rs. 100 each ... 10,00,000 


Subscribed Capital: — 

2,000 Preference Shares of 

Rs. 100 each ... 2,00,000 

7,900 Ordinary Shares of 

Rs. 100 each ... 7,90,000 




y 

/ 

Called up Capital: — 

2,000 Preference Shares of 

Rs. 300 each issued 
to Vendors as fully 
paid op — 2,00,000 

7,900. Ordinary Shares of 

Rs. 100 each, Rs. 70 
per share called 
up 5,53,000 

Less Calls in 
arrears ... 2,000 

y* 


/ 


\ / 

5,51,000 

7,51,000 
1,000 
, 52,500 

/ 1 

Forfeited Shares Account 

Sundry Creditors 

/ 

Rs. 

8,04.500 

Rs. 


i 1 ' ll- 


Rs, 


80,000 

1.40.000 

75.000 
12,500 

40.000 
. 80,000 

65.000 

3.12.000 


W4,500 


ILLUSTRATION 134, 

On the 31st December 1936, the following Trial Balance was extracted from the 
books of the Imperial Manufacturing Co., Ltd: — 
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Rs. 

• Rs, 

Preference Share Capital 


• •• 

• •• 

... 


1,50,000 

Ordinary Share Capital 



• « • 

... 


l»2o,0uU 

5% Debentures 


«»« 

• •• 

• «* 


1,UU,UUU 

Debenture Redemption Fund 


• •• 

■ •1 



20,OOU 

Calls in arrears— Ordinary Shares 


••• 

• •• 


1,200 


Freehold Property 


• •• 

• •• 

... 

1,22, bOu 


Plant and Machinery— 1st January 1936 


• •• 

... 

1,75,500 


Do. Additions — 1st July 1936 

• •• 



2.5,000 


Loose Tools 

* 




3,500 


Stock— Materials 



• •• 


10,500 


„ Partly-finished Goods 


««• 

• •• 

... 

14,500 


„ Finished Goods 


••• 



30,000 


Debtors 


... 


• •• 

62,500 


Creditors 






45,000 

Appropriations from last year’s profit 

— 






Dividend on Preference Shares for 1935 




9,000 


„ „ Ordinary Shares 8% for 1935 

• •• 


• •• 

10,000 


Amount transferred to Debenture Redemption Fund 



5,000 


„ „ „ Reserve Fund 

• •• 


... 

3,000 


Interim Dividend on Preference Shares to 30th June 1936 



4,500 


Reserve Fund 




.*• 


10,000 

Staff Pension Fund 

• «« 



•*« 


25,O00 

Profit and Loss Account Balance, 31st December 1935 


... 


28,000 

Directors’ Fees 


• •• 



1,500 


Auditors’ Fees 




... 

750 


Discount off Purchases 




»*« 


1^00 

Salaries 





6,000 


Bonus to Office Staff 

• t. 



tit 

2,500 


Sales 

• •• 

• •• 




1,70,950 

Bank Charges 


««• 



100 

/ 

Purchases— Materials 





40,000 


Patents 





12,500 


Goodwill 


••• 



40,000 


Wages ' 

••• 

• •• 



23,900 


Bonus to Factory Workmen 





5,000 


Office Expenses ^ 


• •• 



2,700 


Rent, Taxes and Insurance 





3,500 


Fuel 





2,500 


Bills Receivable 





8,000 


„ Payable 






7,500 

Returns Inwards 

... 




3,500 


„ Outwards 






1,000 

Debenture Interest 





1 2,500 


Office Furniture and Fixtures 





6,500 


'Bad Debts 





i;200 


Travellers’ Salaries and Expenses 





2,300 


Carriage on Materials 





1,750 


General Expenses 





150 


Discount to Customers 





2,200 


Insurance, Taxes, etc. paid in advance ... 




500 


Balance at Central Bank, Ltd. 





12,950 


Cash Book Balance 

• •• 




750 


Debenture Redemption Investments 





19,500 


, Preliminary Expenses 

... 


... 

... 

4,200 


' 



- 

Rs. 

6.83,650 

6,83,650 


The Authored Capital of Company was Rs. '5,00,000 divided into 2,500 6% 
Preference and 2,500 Ordma^ SWs of.Rs. 100 each. The whole of the Capital was 
offered for snbsmption of which 2,000 Preference and 1,000 Ordinary Shares were taken 
np, and were c^ed up to the extent of Rs, 75 per share. Besides, 500 fully paid Ordinary 
Shares were allotted to the Vendors in payment of purchase price. 

The Stock on 31st December 1936, valued at cost was: 

Materials Rs. 15,000 ; Partly Finished Goods Rs. 18,000 ; Finished Goods Rs. 37,500. 
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Allow 7i% Depreciation on Plant and Machinery, 10% off Loose Tools and Patents, 
and 5% o2^ Office Furniture. 

Provide 5% Reserve for Doubtful Debts on Debtors, Rs. 600 for Salaries and 
Rs. 400 for Rent outstanding. Write off one-third of the Preliminary E^qpenses. A con- 
tribution of Rs. 2,000 is to be made from profits to the Staff Pension Fimd. 

From the above information prepare' Final Accounts. 

Solution. 

. THE IMPERIAL MANUFACTVRING COMPANY, LIMITED. 


TRADING AND PROFIT & LOSS ACCOUNT. 
For the jjcar ended 31st December 1936. 


To Stock : — 

Finished Goods 
Partly-finished Goods ... 
Materials 

Rs. 

30,000 

14.500 

10.500 

Rs. 

By Sales 

Less Returns 

Rs. 

1,70,950 

3,500 

Rs. 

1,67,450 

55.000 

39.000 
23,900 

5,000 

2,500 

1,750 

1,10.800 

,. Stock, 31-12-36 
Finished Goods 
» Partly-finished Goods 
Materials . 

37,500 

18,000 

15,000 

„ Purchases 

Less Returns 

40,000 

1,000 

70,500 

„ Wages 

„ Bonus to Factory Workmen 
„ Fuel 

Carriage on Materials ... 

'{, Gross Profit c/d. 

• «4 

• •• 




Rs. 

2,37,950 


Rs. 

2,37,950 

To Salaries 

„ Rent, Taxes and Insurance 
„ Office Expenses 
„ Bonus to Office Staff ... 

„ Travellers' Expenses ... 

„ Debenture Interest 
„ Discount to Customers .~ 

„ Directors' Fees ... 

„ Auditors’ Fees 
„ General Expenses 
„ Bank Charges ... 

„ Bad Debts 
'Add 5% Reserve for 
Doubtful Debts 

*•* 

l,2ob" 

3,125 

6,600 

3,900 

2,700 

2.500 
2,300 
5,000 
2,200 

1.500 
750 
150 
100 

4,325 

1,400 

16,025 

62,550 

By Gross Profit b/d. 

„ Discount off purchases 


1,10,800 

1,200 

„ Preliminary Expenses written off ... 
„ Depreciation:— ' 

Plant and Machinery Rs. 

at 7i% ... 14,100 

Patents at 10% ... 1,250 

Loose Tools at 10% ... 350 

Office Furniture at 5% ... 325 

/ 



„ Net Profit carried down 

• •• 

/ 




Rs. 

1,12,000^ 


Rs. 

1,12,000 

To Appropriation for last year : — Rs. 
Divid. on Preference Shares 9,000 
„ „ Ordinary „ 10,000 

Debenture Redemption Fund 5,000 
Reserve Fund ... 3,000 

27,000 

4,500 

2,000 

57,050 

By Balance brought forward from 
last year 

„ Net profit brought down 

28,000 

62,550 

„ Int. Div. on Preference Shares 
„ Staff Pension Fund 
„ Balance carried forward 





Re. 

90,550 


Rs. 

90,550 
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ADVANCED ACCOUimNG 


THE IMPERIAL MANUFACTURING COMPANY, LIMITED, 
BALANCE SHEET. 

As at 31st December 1936. 


Capital and Liabilities. 

Rs, 

Authorised Capital : — 

2,500 6% Preference Shares 

of Rs. 100 each ... 2,50,000 

2,500 Ordinary Shares of 
Rs. 100 each ... 2,50,000 


Rs. 


Issued Capital : — 

2,500 6% Preference Shares 
of Rs. 100 each ... 2,50,000 j 

2.500 Ordinary Shares of 

Rs. 100 each ... 2,50,000 

Subscriled Capital : — 

2,000 6% Pref erenceShares 
of Rs. 100 each ... 2,00,000 

1.500 Ordinary Shares of 

Rs. 100 each ... 1,50,000 


5,00,000 


15,00,000 


Called up Capital:— 

2,0006% Preference Shares 
of Rs. 100 each, Rs. 75 
per share called up 
500 Ordinary Shares of 
Rs. 100 each, issued to 
the Vendors as fully paid 
up 

1,000 Ordinary Shares of 
Rs. 100 each, Rs. 75 per 
share called up 75,000 
Less Calls in arrears 1,200 


3.50,000 


1,50,000 


50,000 


73,800 


Reserve Fund 

Debenture Redemption Fund 
Staa Pension Fund 
Reserve for Doubtful Debts 
5% Debentures 

Interest Accrued on Debentures 
Liabilities : — 

For Goods supplied ... 45,000 

„ Acceptances ... 7,500 

„ Expenses ... 1,000 

Profit and Loss Account 


Property and Assets 


Rs. 


Fixed Capital Expenditure : — 


2,73,800 

10,000 

20,000 

27,000 

3,125 

1,00,000 

2,500 


53500 

57,050 


Rs. 5,46,975 


Goodwill at cost 
Freehold at cost 
Plant and Machinery 
at cost 1,75,500 
Add Additions 25,000 


40,000 

1,22,500 


2,00,500 

Less Depreciation 
at 7J% 14,100 


Patents at cost 12,500 

Less Depreciation 
at 10% 1,250 

Loose Tools at 
cost , 3,500 

Less Depreciation 
at 10% 350 


Office Furniture 
and Fixtures at \ 
cost 6,500 

Less Depreciation 
at 5% 325 


1,86,400 


11,250 


3,150 


6,175 


Preliminary Expenses , 
Less J written off 

Stock at cost : — 
Finished Goods 
Partly-finished Goods 
Materials 


Rs. 


4,200 

1,400 


37,500 

18,000 

15,000 


Bills Receivable ' 

Sundry Debtors 
Expenses Prepaid 
Debenture Redemption Investments... 
Cash : — 

At Central Bank, Ltd. ... 12,950 
In Office • ... 750 


13,69,475 
2,800 


70.500 

8,000 

62.500 
500 

19.500 


13,700 


Rs. 5,46,975 


TLt.DSTHA’nON 133. 

^ ^ ’ with a Capital of Rs. 10,00,000 in Rs. 10 Shares, 

U-c v/hoic amount bemg issued to the public. The Underwriting was ns follows:— 

M 35,000 N 30,000 O 20,000 

P 10,000 Q 3^000 R 2,000 

A i markt'd form*: were to s‘a in Tclicf of the Underwriters wiiose imrtie they bear. 
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Tile applications on forms marked by tlic Underwriters weax:; — 

M 10,000 N 22,500 O 20,000 

P, 7,500 • Q 5,000 B nil. 

Applications for 20,000 Shares were received on. forms not “marked.” 

Draw up a statement showing the number of Shares each Underv.Tiler had to 
take up. 

Solution. 


Statement showing number of Shares to be taken up by Underwriters. 


Agreed Numbers 
Subscribed Numbers 

... 

i 

1 

*V' 

M 

35.000 

10.000 

1 N 

1 30,000 

1 22^t)0 

H 

P 

10,000 

7,500 

1 

Q i 
3,000 1 
3,t)00 ! 

1 R 
! 2,000 

1 nil. 

Balances 

... 

“1 

23,000 

7,500 

I nil. j 

! 2,500 

nit. 

2,000 


Rs. 


Total amount Underwritten 
Less Subscriptions on 

10,00,000 


Apportionment 
Shares. Shares. 

of Liability. 

Rs. Rs. 

Underwriters' forsns 

.. 6,50,000 

M 

N 

37,000 : 25,000 ; 
37,000 : 7,500 : 

1,50,000 ; 1,01,351 
1,50,000 : 30,400 


3,50,000 

P 

37,000: 

2,500; 

1,50,000: 10,135 

Less Direct Subscriptions 

.. 2,00,000 

R 

37,000; 

2,000; 

1,50,000 : 8,103 


Balance,* being Underwriters’ . 

Liability Rs. 1,50,000 


Underwaters’ Liability:— M 1,01,351; N 30,400; P 10,133; K 8,108 = Rs. 1.50,000. 


ILLUSTRATION 136. 


It is provided in the Articlc-s of Associstion tliat on the deotli of a sluircholder his 
shares shall be purchased by the rtmainint: shareholders at n price to be tettled by the 
Auditors on the basis of the hast Balance Sheet. 


It is further provided that Goodwill sBall bo tal:cn for this purpose to be of the 
value of three years' purchase of the average annual proSts for tl'.c Imt four years. Tlxe 
hast Balance Sheet is as follows : — 


i 


tiabiUtirs 

j .Rs. 

Capital:— 

3.000 Shares o! Rs. 100 each 
Debentures 

Reserve Fund 

Sucdiy Creditors 

Profit and Low Acesunt- 
tmdiitribated BalsTK* 

j 

3,CO,G0C 
...'■ 3,C0/>Ca' 
1501XX 
...; 2,25.00c. 

5?,5C< 

j , 


Ks. .‘tO.S7K-C 


Rs. 


Cocdwtll 

Investment at cost {Market vaJ 
It». 2,15,003} 

Stock at eset 
Debtors 
Cath at Has?! 


1,$O.CCO 

L*e= 

2,23, flw). 
- 3,75,«K? 

■ 2.!0,C00 
CTAOO 


Hi. 10^7S'<0 


The r.r&S» for tV la^t B'. ZtS&i, Rk 

B-t. CftWJ f«^rc!ivcH% Tru srv rrgut'ed to sbste with tfcUsle 
be pahi per rhar» 


. E«, 37,5f») 

of warklf*?' pr|. 


S'.--! 

rt tt 
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■ SoluUcnu 


ABVANCED ACCOUNTING 


Valuation o} Assets: — 

Rs. 

Goodwill 

.. 1A2,500 

Investments at Market Value 

.. 2,15,000 

Stock at Cost . . . . 

.. 3,75,000' 

Debtors 

.. 2,10,000 

Cash at Bank 

.. 67,500 


9,80,000 


Less LtabiKties; 

Rs. 

Debentures 

.. 3,00,000 

Sundty Creditors 

. . 2,25,000 

5,25,000 

Value 

of Net Assets Rs. 4,55,000 


As this value ot Rs. 4,55,000 will be distributed over 3,000 Shares, the price of each 
share would be Rs. 151-10-8. 

ILLUSTRATION 137. 


Under the Articles of a Private Limited Company dealing in Wine and Tobacco, 
you have as Auditor to fix annually tlie “ fair value ” of the shares. At Sls't December 
1919, the Company’s position was as follows: — 


UabiUtics 

"I 

1 

! 

i 

Assets 


Rs. 

Capital 5,000 Shares of Rs. 100 each i 


Buildings at cost 


80,000 

luliy paid 


5,00,000 

Furniture at cost 


3,000 

Reserve Fund 

i 

1 50,000 

Siock-in-Tradc at market value 

4,50,000 

Depreciation Funds: — 
Buildings 

Rs. 

10,000 


Investments at cost 

3i% G, P. Koles for ‘ 

Rs. 


Investments 

45,000 

! 

53,000 

Rs. 1,00,000 

British War Loan for 

80,000 

! 

1 

Creditors 

Bad Debt Reserve 

Profit and I/)ss— Balance 
irom 1918 

• •• 

80,000 

48.000 

20.000 

! 

£7,500 

Indian War Loan re- 
payable 1920 

1,00,000 

2,00,000 

3,80,000 

Profit tor 1919 ... 

4A0,O00 

i 

5,10.000 

1 

Book Debts — 

Considered good 

Cash and Bank Balances 

... 

3,00,000 

70,000 


Rs. 

112,8^000 


Rs* 



*»t 



^sssm 


You .are given the following information: — 

(1) The CoTnp.Tny's prospects for 1920 are equally good. 

(2) Its Buildings arc now worth Rs. 3iW,000. 

(3) Public Companies doing similar business show a profit-camhig capacity of 

15 per cent on matkel value ot their shares. 

(4) Profits for tlic past three years have shown an increase of Rs. 50,000 annually. 
Fix tbs “^otr value" and show your working. 


ACCOUNTS''OF JOINT STOCK COMPANIES 


495 


Solution, 


Intrinsic Value of each Share. *■ 


« 


Rs. 

Book Value of the Assets 

, . 

' . . 12,83,000 

Add Appreciation in ,the value of Buildings 

•• 

. . 2,70,000 

\ 


15,53,000 

* ' t 

Less^ Depreciation of Investments . . . 

Bad Debts Reserve 

1, ' — 

Rs. 

45.000 

20.000 

65,000 

Actual Market Value of Assets 


.. 14,88,000 

Less Creditors 

•• 

48,000 

Total Value of 5,000 Shares .. ‘ 

. 14,40,000 

Therefore each Share is worth Rs. = Rs, 288. • 

5,000 

• • 

Rs. 14,40,000 

lUorket Value of each Share, 

f* 

, 



Rs. 

Book Value of the Assets 

f ' 

,, 12,83,000 

Less Non-Trading Assets— Investments 

Less Depreciation on Buildings 

Reserve for Bad Debts .. .. .. v.. 

.y 

Rs. 

10,000 

20,000 

.. 3,80,000 

9.03.000 

30.000 

8,73,000 

Less Trading Liability — Creditors • .. 

•• 

.. 48,000 

Effective Capital used in the Business 

On which a Profit of Rs. 4,30,000 was made, 

, ■ „ . 4,30,000x100 

Therefore the Profit earmng capacity is, Rs. 

= 521%. 

. Rs. 8,25,000 

" • 8,25,000 

, X , . 521X100 

The Market Value, therefore, is . . . _ 

:Rs. 347. 



IS 

^ TheUefore the fair value of a share will be tjie average of the intrinsic and the 
288+347 

market value, i.e., Rs, = Rs. 317-8, 


a^n, ao P„Bt s 

ILLtJSTBATION 138. ^ 


!>■ 
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ADVANCED ACCOUNTING 


T 


Liabtlities 


Rs. 

Assets 

Rs. 

Sundry Creditors 


37,000 

Stock-in-Trada 

28,000 

Imperial Bank of India, Ltd. 

••• 

19,000 

Machinery and Plant 

12,000 

Bills Payable 

••• 

7,000 

Office Furniture 

1,000 

Rutton's Capital Account 

... 

22,000 

Book Debts 

40,000 

Sorsl^ s ff ft 


35,000 

Life Policy on joint lives, surrender 
value — 

Leasehold Property 

Rutton’s Drawings Account 

Sorab's „ „ , — 

Profit and Loss Account 

5.000 

15.000 

6.000 
2,000 

11.000 


Rs. 

1.20,000 

Rs. 

1.20,000 


The business is carried on until 30th June 1937, by which time a net Profit of 
Rs. 8,200 has been made for the half year, after 5 per cent had been written off leaseholds. 
Meantime, Sundry Creditors have been reduced by Rs. 8,000, Bills Payable by Rs. 1,950 
and Overdraft by Rs. 2,000, and partners have withdrawn Rs. 2,000 each during the half 
year. 

Stock-in-Trade now stands at Rs. 30,200, Book Debts at Rs. 30,8(5D, and subject to 
any' necessary alteration, the other items remain as at 31st December 1936. 

In September, the firm agrees to sell the business to a Limited Company upon 
the basis that stock shall be taken over at a discount of 5 per cent and Book Debts at a < 
^cormt of 2i% as at 30'th June, the Company paying Rs. 5,000 for profits in the interval, 
less Rs. 1,000 each withdrawn by partners since June ; the partneijs to retain and sur- 
render the Life Policy, and the Company, with these exceptions, taking over on the 
of the Balance Sheet as at 30th June, and a^eeing to pay a goodwill of Rs. 25,000. The 
purchase money is to be paid (a) by the taking over of the firm’s liabilities at Rs. 50,000, 
(b) by Rs. 10,000 in cash, and (c) by the issue to the partners of Rs. 10 Preference 
Shares to satisfy any balance due to them respectively. 

Disregarding interest on Drawings and Capital, you are required to prepare a 
Realisation Accoimt and Capital Accormt of each partner, showing the ultimate settle- 
ment. Show also the Opening Entries in the books of the Company. 

BALANCE- SHEET. 

As at 30th June 1937. 



Rs. 


Rs. 

Sundry Creditors > ... 

29,000 

Leasehold Property 

14,250 

Imperial Bank of India, Ltd., Overdraft 

17,000 

Machinery and Plant 

12,000 

Bills Payable 

5,050 

Office Furniture 

1,000 

Capital Accounts : — Rs. Rs. 


Stock 

30,200 

Button ... 22,000 


Sundry Debtors 

30,800 

Less Loss to date 1,400 


Life Policy, on joint lives, surrender 


„ Drawings to 


value 

5,000 

date 8,000 




9,400 





12,600 



Sorab ... 35,000 


< 


Z^ss Loss to date 1,400 


.,** * 


„ Drawings to 



r 

date 4,000 


■ 


5,400 





29.600 



Rs. 

93,250 

Rs. 

93,250 
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REALISATION ACCOUNT 



Rs. 

'X. 

Rs. 

T 0 LeasehoW Property 

14,250 

By Sundry Liabilities 

51,050 

„ Machinery and Plant 

12,000 

„ Cash 

10,000 

„ Office Furniture 
„ Stock 

„ Sundry Debtors 

„ Capital Accounts, being profit on 
Realisation— Rs. 

Rutton 13,385 

Sorab ... 13,385 

1,000 

30,200 

30,800 

26,770 

,? Preference Shares of Rs. 10 each 

53,970 

Rs. 

1,15,020 

Rs. 

1,15,020 


RUTTON’S CAPITAL ACCOUNT, 


. 

Rs. 


Rs. 

To Share of Policy 

2,500 

By Balance b/fd. 

12,600 

„ Cash and Shares in the Company .. 

23,485 

„ Realisation Account Profit 

13,385 

, Rs. 

25,985 

Rs. 

25,985 

1 ■ 


SORAB’S CAPITAL ACCOUNT. 


To Share of Policy 

„ Cash and Shares in the Company ... 

Rs. 

2.500 

40,485 

By Balance b/fd. 

„ Realisation Account Profit 

Rs. 

29,600 

13,385 

' ' Rs. 

42,985 


Rs. 

42,985 





t 

Note.— The amount payable in Preference Shares is arrived at 

as .follows 


Assets acquired ... - 

Add Goodwill ... ... ••• * ... 

Payment on account of Profits Less Drawings 

Rs. 

25,000 

3,000 

Rs. 

88,250 

28,000 

% 








1,16,250 

Less Discount : — 

On Stock ... ' 

On Debtors 


••• ••• 

•«« ••• 

1,510 

770 

2,280 










1,13,970 

Less Liabilities taken over 
Paid in Cash 

... 

••• 

••• ••• ••• 

50.000 

10.000 

60,000 

« 




Balance payable in Preference Shares of Rs. 10 each. 

= Rs, 

53,970 


^ 32 " 
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ADVANCED ACCOUNTING 


JOURNAL ENTRIES. 

In the Books of the Company. 


- 

L.F. 

Rs. 

Rs. 

Business Purchase Account ... ... ... Dr. 


63,970 


To Rutton and Sorab's Account (Vendors) 



63,970 

(Being the purchase price of the business taken over 




by the Company from Messrs. Rutton and Sorab as 



1 

per agreement dated ). 



j 

Leasehold Propeiiy ... ' ... ... Dr. 


14,250 

i 

1 

Machinery and Plant ... ... ... „ 


12,000 

r 

Office Furniture ... ... ... 

✓ 

1,000 


Stock " ... ... ... „ 


28,690 

j 

Sundry Debtors ... ... ... „ 


30,030 

i 

Goodwill ... ... ... „ 


29,050 


To Sundry Creditors 



29,0C0 

„ Central Bank Overdraft 



17,000 

„ Bills Payable 



5,050 

„ Business Purchase Account 



63,970 

(Being the values of assets including Goodwill and 




liabilities of the business taken over). 



i 

Rutton and Sorab’s Account (Vendors) ... ... Dr. 


63,970 

1 

! 

To Cash 



1 10,000 

„ Preference Share Capital Account 



i. 53,970 

(Being the issue of 5,397 Preference Shares of Rs. 10 



1 

each as fully paid and payment of Rs. 10,000 in 



1 

cash in full satisfaction of the purchase price). 



1. 


ILLUSTRATION 139. 

X, Y and Z decided to convert their bnsines? into a limited company with a 
nominal capital of Rs. 10,09,000, divided into 50,000 6% Preference Shares of Rs. 10 each, 
and 50,000 Ordinary Shares of Rs. 10 each. The firm's Balance Sheet at 31st December 
1930 is as follows : — 


Liabililies 

1 

' Rs. 

.1 

... 2.00,000 
..,! 55,000 
Re. ' 

2.50.000 1, 

2,00,000 ii 

150. 000 ll 
;6,00,000 

Assets 


1 Rs. 

Creditors 

Bank 

Capital ' 

X 

y 

z 

Properly 

Plant and Machinery 

Stock 

Book Debts 

Cash in hand 

• •• 

! 2,00,000 
i 1,00,000 

1 2,50,000 

1 3,00.000 
5,000 

1 

i 


Rs. ’|8,5_5.000 
> 

It 

Rs. 

1 855,000 


anrt ‘ December 1936 were Rs. 50,000, Rs. 70,000 

rcrpcctivcly. The following arrangements were agreed : (1) To create 
atK/Cgatc of tlic lost three years’ profits-, ( 2 ) To credit Goodwill 
rmd <3 )'To transfer to tho company the Plant 

rew w’y 5 <«) The Book Debts to be collected by the 

vendors who were responsible for discharBlng all l-hc 
K «« Company, the 

c” account for H to the vendors; (C) X and Y to lake Rp. 50,000 

teke^e wht% Ordinary Shares, Z to 

viKc u.e who.e of hfc capita] in Cfc Preference Sliarcs. 
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The preliminary expenses amounting to Rs. 10,000 were borne by the Company 
and were to be written ofE over a period of three years if profits allowed. The following 
figures were extracted from the Company’s books for the purpose of making up interim 
accounts at 30th June 1937 : — 


! 

1 

Rs. 


} Rs. 

Purchases 


Preliminary Expenses 


Wages • 

■gfflu 1 3 

Salaries 


Carriage inwards 

Bmn S 3 

Bank 

2,500 

Discount / ;..l 

■lift i 3 

Cash 

. , 1500 

Repairs ...f 

2,500 

Debtors 


Ta-xes and Insurance ...i 

3,500 

Sales 


Coal for power 


Discount 

8,000 

General Expenses 


Creditors 

1 



The stock at 30th June 1937 amounted to Rs. 2,20,000. The debtors at 30th June 
1937, included Rs. 40,000 belonging to the Vendors, Rs. 10,000' of which were irrecoverable, 
and should be \vritten off. All the liabilities of the old firm were discharged. Discounts 
allowed and received included Rs. 5,000 and Rs. 2,000 respectively in connection with the 
Vendors’ Debts. 

Draw up Vendors’ Account, Balance Sheet and Trading and Prtofit & Loss Account 
at 30th June 1937, allowing 2l/7o discount off company’s debtors and li% off creditors. 
Allow 5% depreciation off Plant and Machinery. 

Solution. ! 

VENDORS’ ACCOUNT, ' ' 


1937 
Jan. 1 

To Preference Share Capital 
Account ; — Rs. 

X 50,000 

Y 50,000 

Z 1,87,500 

.Rs. 

2.87.500 

4.62.500 

1937 
Jan. 1 

By Business Purchase 

Rs. 

Goodwill 2,00,000 

Property 2,00,000 

Plant and Machi- 
nery 1,00,000 

Stock 2,50,000 

.i ■ . .I..!. 1 

Rs; 

**» 


„ Ordinary Share 
Capital Account 
X 

Y 

2,62,500 

2,00,000 


7,50,CO0 









Rs. 

7,50,000 


Rs. 

7,50.000 






1 



VENDORS’ SUSPENSE ACCOUNT. 


1937 
Jan. 1 
June 30 

To Creditors taken over 
„ Discounts allowed 
„ Bad Debts 
„ Balance c/d. 

Rs. 

2,55,000 

5,000 

10,000 

37,000 

1937 
Jan. 1 

r 

By Sundries taken over 

Rs. 

Debtors 3,00,000 

Cash , 5,000 

Rs. 

3,05,000 

2,000 




June 30 

„ Discount received 


Rs. 

3,07,000 

1937 
July 1 

Rs. 

3,07,000 



■ 

By Balance b/d. 

37,000 
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'ADVANCED ACCOUNTING 


X, Y, Z COMPANY’S BALANCE SHEET. 
As at 30th June 1937. 


Capital and Liabilities 

Nominal Capital : — 

50,000-6% Pref. Shares Rs. 

ot Rs. 10 each ... 5,00,000 

50,000 Ord. Shares of 
Rs. 10 each ...5,00,000 


10,00.000 


ssKtd Capital : — 

28,750-6% Pref. Shares 
of Rs. 10 each ... 2,87,500 

46,250 Ord. Shares of 
Re. 10 each ... 4,62,500 


7,50,000 


Subscribed Capital ; — 

28,750-6% Pref. Shares 
of Rs. 10 each ... 2,87,500 

46,250 Ord. Shares of 
Rs. 10 each ... 4,62,500 


' 7.50,000 


Called and Paid up 
Capital : — 

28,750-6% Pref. Shares 
of Rs. 10 each, fully 

paid ... 2,87,500 

46^50 Ord. Shares of 
, Rs. 10 each, fully 

• paid ... 4,62,500 


Liabilities 
Creditors on open 
Accounts ... 1,20,000 

Less Reserve for ' 

LiiCdiscount ... 1,500 


Vendors’ Suspense Account 
Profit and Loss Account 
Net Profit 47,500- 0-0 

Less Preliminary 
Expenses 1,666-10-8' 


Rs. 


Rs. 


7,50,000-0-0 


1,18,500-0-0 
37,000-0 0 


45,833-5-4 


9,51,333-5-4 


Property and Assets 

Goodwill at cost 
Property at cost 
Plant and Machinery Rs. 
at cost 1,00,000! 

Less Depreciation... 5,000] 


Preliminary Expenses 
Stock -in -Trade 

Debtors ... 2,30,000] 

Less Reserve for 
, discount 


5,000 


Cash Balance : — 
At Bank 
In hand 


2,500 

500, 


-Rs. 


Rs. 

2,00,000-0-0 

2,00,000-0-0 


95,000-0-0 

8,333-5-4 

2,20,000-0-0 


2,25.000-0-0 

3,000-0-0 


9.51.333-5-4 


^ COMPANY, LTD. 

TRADING AND PROFIT & LOSS ACCOUNT. 
For G months ended 30th June 1937. 


To Stock at commencement 
.1 Purchases 
„ Wages ' 

.1 Carriage inwards 

•> Coal for power 
„ Gross profit c/d. 


Rs. 


Rs. 

2.50.000 
4.00,000 

50,000 

I 10,000 

I 5,000 
j 97,000 

6 . 12.000 


By Sales 
» Stock at end 


Rs. 


Rs. 

5.92.000 

2 . 20.000 


8,12,000 
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TRADING AND PROFIT & LOSS AfcCqUNt.— Coned. 



’ Rs. 

“■ - 

$ 

Rs. 

To Salaries , # 

I 20,000 

By Gross Profit b/d. 

97,000 

„ General Expenses 

15,000 

„ Discount 

6,000 

„ Discount 

1 6,000 

„ Reserve for discount on 


„ Repairs 

i 2.500 

Creditors 

1,500 

„ Taxes and Insurance 

' 3,500 



„ Reserve for discount on Debtors ... 

' 5,000 



„ Depreciation on Plant and Machi- 




nery 

j 5,000 

1 


„ Net Profit transferred to Profit and 




Loss Appropriation Accopnt 

47,500 



Rs! 

11,04,500 

Rs. 

1,04,500 


Note.— T he main point to be noted in this problem is thci distinction to be drawn 
between the assets and liabilities actually taken over by the Company and those brou^t 
in their books for the purpose of either collection or payment on behalf of the vendors. 
The former will form part of the purchase consideration, whereas the latter items having 
to be accounted for to the vendors will have to be adjusted on a separate account styled 
"Vendors’ Suspense Account.” 

WHAT ARE DIVISIBLE PROFITS? 

There are no statutory provisions in the Indian .Companies Act relating 
to the distribution of the profits of a company, the only regulations applicable 
being those contained in the Company’s Articles of Association. 

The following Clauses of the Table A, however, set out provisions^as to 
Dividend which are generally followed by the Articles of most companies - 

(95) That the dividends are to be declared in General Meeting and the 
amount recommended by the directors for the declaration of such dividend 
should not be exceeded; (96) That the directors may pay Interim Divi- 
dends ; (97) That no dividends may be paid except out of profits ; (98) That 
dividends shall only be paid on the paid-up amount of the shares ; and that., 
no dividend is payable on Calls paid in advance ; and (99) That the directors 
have power to make such Reserves as they think fit before declaring a 
dividend. 

Of the above, Clauses (95) and (97) are compulsorily to be adopted by 
every company. 

The main point is that “ No Dividends can b6 paid except out of profits ”. - 
Now, the word " profits ” is a word which is not free from ambiguity. There 
is no exact definition of this word, and. individuals and companies are, there- 
fore, left to themselves to decide what should or Should not be included in 
the Profit and Loss Account to arrive at the figure of profits. Ordinarily, the 
“True Profit” of any concern for any stated period, is arrived at after 
setting off against the revenue all expenses and losses which have arisen in 
carrying on of the business and which relate to the period upder review. 
Further, from the stand-point of sound finance, if any part of the capital of 
the business is invested in assets and if any of these assets have depreciated 
in value by reason of their having been utilised for the pmrpose of earning 
revenue, or if, for any other reason any part of the capital has been lost, then 
such depreciation or loss must be made good out of the revenue before the 
ascertainment of the profits. In other words, if the capital of any concern 
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is to l)e fully preserved intact and the profit for any period is to be represent- 
ed by a corresponding increase in the surplus of assets over liabilities at the 
end of the period, as compared with a similar surplus at the commencement 
of that period, then all capital depreciation and waste must be .provided for. 


The above is the commercial viewpoint, but it cannot be claimed that 
the same is the legal view in respect of the “ Divisible Profits ” of a Limited 
Company in all circumstances. 


The question, therefore, of what are “ Divisible Profits ” is one that 
necessitates most careful consideration. With regard to the accounts of 
individuals and partnerships, little difficulty arises, since it is a matter for the 
proprietors themselves to determine what amount they should draw out of 
the business. In a partnership concern, since all the partners are in close 
personal touch with the internal affairs of their business, they would natu- 
rally be fully aware of its due requirements, and being also guided by 
prudence, in view of their unlimited liability 'will generally come to a 
as to what charges shall be reasonably made against 
the profits before any disti'ibution. Tlie management of a limited company, 
on the other hand, is vested in directors, and the shareholders to whom divi- 
dmd is payable generally know very little or nothing as to tlie basis on 
which the accounts are adjusted. It is necessary, therefore, that the interests 
of shareholders should be safeguarded by some reasonable measure af 
conbol over those in management who are responsible for the preparation 
A‘ accoimts and with whom also rests the power of recommending the 
aiviaenas. Further, in case of sole traders or partnerships, if any sums have , 
been witl^awn inadvisedly, fresh capital can be introduced whenever 
desi^d, whereas in a limited company, once dividends have been paid, there 
IS little or no opportunity of recovering them afterwards, if it is found that 
such dividends were improperly declared. 


“^^^^®f3tion of Divisible Profits ” has given rise to many appeals 
to the Court with a view to deciding whether certain classes of losses need 
f whether capital appreciation or capital profit can be 

brought into account before an-iving at distributable profits. As the decisions 
Several cases on these points form very interesting and 
reading, it has been thought desirable to summarise them here. 

was (1889) .-In this case, the action 

the on behalf of himself and the ordinary^ shareholders of 

S resS therS ^ obtaining an injunction against the directors 

until'ffie d^SiSZ « ^ividend to the preferential shareholders 

gobd It v^s Concession had been made 

L]SnggoSdenr?p;5f*'=^*^®-F°”'?^"^ distribute a dividend without 

A^t^ The Cou^’« ? ^ ^ case, a Wasting 

ttat the ComSrt W” *l>e iact 

est in any pronertv or Jp-n renewal or replacement of any lease 6r inter- 
any property or concession. In giving judgment, Lindle?, L. J., said 

quarry or a^ paten^^e*°c^nSaW.-^’^ property of a wasting nature, eg., a 
regarded as sunk and gone, and if (Sp acquiring the property may be, 

appear to me thaj, there is nothitip”^^^^*’^ retains assets sufficient to pay its debts, 

■ , obWned by working the pronertv^vpp^T^^ c '^‘^*'■ 1 1° Prevent any excess of 
the diareholders, and this ^ mv cost of working it, from being divided 

opcrly Itself is sold, and in some '^nseV'^^taf isX®cr1by°d?^S®d^^ 
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Cotton, L. J., said : — 

“It was not necessary that the Directors should set apart each year a sum to 
answer the supposed annual diminution of this property by reason of its wasting nature, 

, . . It would bo wrong for the Court to interfere to prevent the payment of the pro- 
posed dividend." 

decision in the above case evidently gives rise to the following 
considerations. Ordinarily, the main object of a Mining Company would be 
to acquire mining concessions, work them, sell the ore produced therefrom 
— and then wind up when the mines get entirely exhausted. Now, if the 
Profit and Loss Account of such a concern is charged each year with ,all the 
current expenses incurred necessarily in raising the ore, as also with a 
I'easonable amount of depreciation in respect of the mines worked, then by 
the time the mines are exhausted, there will be accumulated from the profits 
a sum representing the original capital outlay involved in the acquisition and 
equipment of these mines ; and, if the annual estimate in regard to deprecia- 
tion is worked on sound and correct basis, then, on the company being wound 
up, the shareholders would stand to be repaid their capital in full. On the 
other hand, if the shareholders prefer that the entire earnings, of each year, 
after the deduction of current expenses should be distributed to them with- 
out any sum being set aside in respect of depreciation, then, in that case, 
there will hardly be any return of capital upon winding up, and the annual 
dividends paid ■will have to be looked upon by them as partly a return of 
capital and partly a distribution of income. If the shareholders decide upon 
the latter com'se and if the company’s Articles provide for such a manner of 
distribution, such a procedure cannot in any way be considered as opposed 
to sound business principles, and there is nothing in law to prevent them 
' from doing so. 

The non-provision for depreciation, however, cannot be considered to be 
sound from a business point of view in concerns of other nature. Take the 
case of a manufacturing company. Such a company is, as a rule, started 
with the object of equipping itself with works -and plant, to manufacture 
certain articles and sell the products for an indefinite period. It would' be 
absurd to imagine that such a concern will continue to exist as long as the 
plant works efficiently and will have to wind up as soon as the same becomes 
obsolete or worn out. In order, therefore, that the company can continue 
to trade even after the original plant is rendered useless, it is absolutely 
necessary that proper depreciation should be provided for from year to 
year’ before distribution of profits, so that a sufficient sum may be available 
Ho replace the discarded assets whenever found necessary. 

Bolton V. Natal Land and Colonisation Co. (1892). — ^In this case, the 
Company debited their Profit and Loss Account in 1882 with a Bad Debt '' 
amounting to £70,000, and at the same time, credited the Profit and Loss 
Account with practically a similar amount representing an estimated appre- 
ciation in the value of their lands. In 1885, the Company, having made a 
working profit, declared a dividend thereout, in respect of that year. The 
plaintiff thereupon brought an action contending that the book value of the 
Company’s lands at the time of the declaration of this dividend was far in 
excess of its true value, and sought to restrain the payment of the dividend 
on the ground that in order to arrive at distributable profits, the lands in 
question should be written down to their true value and this loss should be 
' charged to Profit and Loss Account in the same way as the estimated increase 
in value had been credited to the Profit and Loss Account in the year 1882, 
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It was held that the Company may declare a dividend out of current 
profits without necessarily making good the loss in the value of the Capital 
Assets. The fact of the Company having written up the value of their lands 
in 1882 giving the corresponding credit to the Profit and Loss Account of 
that year, did not place them under any obligation to bring into accotmt m 
every subsequent year the increase or decrease in the value of their lands. 

Vemer v. The General and CommerckLl Investment Trust, Ltd. (1894) . — 
The question raised in this case was whether a company was entitled to pay 
dividends out of profits earned from its investments without first providing 
for the depreciation in value of these investments. 

The facts wei'e as follows. The Company was formed for the purpose of 
raising money and investing the same in various investments mentioned in 
its Memorandum of Association, and one of the objects of the Company was 
“ to receive the dividends, income, profits, bonuses and advantages of every 
description from time to time payable or receivable in respect of the Coin- 
pany’s investments, and to apply the same respectively according to the provi- 
sions of the Articles of Association in force for the time being.” 

Tile Articles above referred to were as follows: — “Subject to the rights of mem- 
bers holding Share Capital issued upon special conditions, the receipts of the Company 
from the .dividends, income, profits, bonuses, and advantages payable or receivable in 
respect of the Company’s investments shall be applicable as follows : — First, to the PW" 
ment of the dividend for the particular year at the rate of 5 per cent per annum on the 
preferred stock ; second, to the payment of such a dividend on the deferred stock as the 
same shall sufiice to pay, and the trustees may, with the sanction of the Company m 
General Meeting, declare a dividend to be paid to 'the members accordingly.” 

“ The trustees may, before recommending any dividend, set aside out of the profits 
of the Company such sum as they .think proper as a Reserve Fund to meet contingencies, 
or for equalising dividends, or for any other purposes of the Company ; and may from 
time to time apply the whole or any part of such ftmd for any purposes of the Company. 


The Company’s Share Capital and Debenture Stock amounted in all to 
£900,000, and this was invested in various Securities authorised by the 
Memorandum. The mai’ket value of these investments On 28th February 
1894 was only £654,776 showing d depreciation of £240,000. Out of this 
amount there was no prospect of recovering the sum of £75,000 within any 
reasonable period of time. The Company’s Profit and Loss Account for the 
financial year ending with 28th February 1894 showed that the income derived 
from the investments had exceeded the current revenue expenditure by 
’£23,000. The question for the Court to decide was whether, friere being a 
loss of capital to the extent of £75,000, a dividend could lav^Uy be declared 
and paid out of the excess of income over expenditure of £23,000. 

It was held that having regard to the nature of the_ constitution of this 
Company, it may distribute a dividend out of the -excess of ‘current revenue 
over current expenditure wthout making good the loss arising from diminu- 
tion in the value of the investments. 


Lindley, L. J., in the course of his judgment said: 

question raised by this appeal is whether a limited company which 
Its capi^ CM lawfully declare or pay a dividend without first making 
good the raMal whn* has bwn lost. I have no doubt it can— that is to say, there is 
no law which pmvents it_ in all cases ahd under all circumstances. Such a proceeding 
may sometimes be very imprudent, but a proceeding may be perfectly legal and may 
^t he opposed to sound commercial principles. We, however, have only to consider the 
legality or illegality of what is complained of. 

^Ncuchatel Asphalt Company, there are certain 
proMsions in the Companies Aejs relating to the capital of limited companies ; but hO 
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provisions wliatever as to the payment of dividends or the division of profits. Each 
company is Jeft to make its own regulations as to such payment or division. The 
statutes do not even expressly and in plain language, prohibit a pa3rment of dividend 
out of capital. . . A. company may be formed upon the principle that no dividends 
shall be declared unless the capital is kept undiminished, or a company may contract 
with its creditors to keep its capital or assets up to a given value. But in the absence 
of some special article or contract there is no law to this effect, and, in my opinion, 
for very good reasons. -It would, in my judgment, be most inexpedient to lay down a 
hard and fast rule which 'would prevent a flourishing company either not in debt or 
well able to pay its debts from paying dividends so long as its capital sunk in creating 
the business was not represented by assets which would if sold, reproduce in money the 
capital sunk. Even a sinking fund to replace lost capital by degrees is not required by 
law. It is obvious that dividends cannot be paid out of capital which is lost ; they can 
only be paid out. of money jwhich exists and can be divided. Moreover, when it is said, 
and said truly, that dividends are not to be paid out of capital, the word " capital ” 
means the money subscribed pursuant to the Memorandum of Association, oi^ what is 
represented by that money. Accretions to that capital may be realised and turned into 
money which may be divided amongst the sharoholder.o, as _ was decided in Lubbock v. 
British Bank of South America. But, although there is nothing in the statutes requiring 
even a limited company to keep up its capital, and there is no prohibition against pay- 
ment of dividends out of any other of the company’s assets, it does not iollow_ that 
dividends may bo lawfully paid out of other assets regardless of the debts and liabilities 
of the company. A dividend pre-supposcs a profit in some shape, and to divide as divi- 
dend the receipts, say, for a year, without deducting the expenses incimred in that year 
in producing the receipt, would be as unjustifiable in point of law as it would be reck- 
less and blameworthy in the eyes of businessmen. The same observation applies^ to 
payment of dividends out of borrowed money. Further, if the income of any yearly arises 
from a consumption in that year of what may be called circulating capital, the division 
of such income as dividend without replacing the capital consumed in producing it will 
be a .payment of dividend out of ..capital within the meaning of the prohibition which 
I have endeavoured to explain. It has been 'already said that dividends pre-suppose 
profits of some sort, and this is unquestionably true. But the word “profits is by no , 
means free from ambiguity. The law is much more accurately expressed by saymg that 
dividends cannot be paid out of capital than by saying that they can only be paid out 
of profits. The last expression leads to the inference that the capital -must always be 
kept up and be represented by assets which, if sold, would produce it ; and this is more 
than is required by law. Perhaps the sl^ortest way of expressing the distinction which 
I am endeavouring to explain is to say that fixed capital may be sunk and lost, and yet 
that the excess of current receipts over current payments mpy be divided, but that float- 
ing or circulating capital must be kept up, as otlicrwise it will enter into and form part of 
such excess, in which case to divide such excess without deducting the capital which 
forms part of it will be contrary to law. 


"It is* plain there is nothing in the Memorandum and Articles of Association whicll 
requires lost capital to be made good before dividends can be declared. On the con- 
trary, they are so framed as to authorise the sinking of capital in the purchase of specu- 
lative stocks, funds, and securities, and the payment of dividends out of v/hatever 
interest, dividends or other income such stocks, funds, and securities yield, although 
some of them are hopelessly bad, and the capital sunk In obtaining them is lost beyond 
recovery. There is no suggestion of any improper juggling with the accounts, and there 
is no payment of dividend out of capital. There is no insolvency, and v/c have not to 
deal with' a petition to wind up Some capital is lost, but that is all that can bo trulv 
said, and that is not enough to justify such an injunction as is sought Tho nono-il 
be dismissed.” 


Wilmer y. McNamara and Co., Ltd (1895) .-The defendant company 
was formed to ca^y on the business of general carriers of maiJs; parcel^ 
goods, etc. ordinary shareholders of this Company sought an iniunction 
to restrain tbe directors from paying a dividend to the SeronerS' 
holders, on the ground that no provision had Been made in respect ^ 
depreciation of the Company s Assets as disclosed by a recent 
The Assets m questio^consisted of GoodwiU, Leasehold Pre^es. ' 

and Vans, Plant, etc. The Court held that a dividend could he 
current profits without replacing loss on fixed assets ' , 
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Sterling, J., said, “There is nothing in the Articles to show that the capitel ofAe 
company (or, ra&er, assets of the value of those acquired by the company at its forma- 
tion) must be kept up. Further, the Articles appear to contemplate profits as me 
excess of receipts over all expenditure properly attributable to the year. It is necessa^, 
however, to consider whether the depreciation in goodwill and leaseholds is to ne 
treated as loss of “fixed” capital or of “floating” or “circulating” capital, and on ^ 
point I am of opinion that it is to be treated as loss of fixed capital • • • t thinlc mat 
the Balance Sheet cannot be impeached simply because it does not charge anytlimg 
against revenue in respect of goodwill.” 

Dovey v.' Corey (1901). — In this case, it was held that a Director, if he 
acts hoha fide, is entitled to rely on the officers of the Company to prepare 
true and honest accounts. 


The following portion of the judgment in the above case deals with the 
question of divisible profits ; — ' '' 

“ The mode and manner in which a business is carried on, and what is usual or the 
reverse, may have a considerable influence in determining the question what may be 
treated as profits and what is capital. Even the distinction between fixed and floating 
capital, which in an abstract treatise like Adam Smith’s Wealth of Nations is appropriate 
enough, may with reference to a concrete case be quite inappropriate. It is easy to lay 
down as an abstract proposition that you must not pay dividends out of capital, but tte 
application of that very plain proposition may raise questions _ of . the utmost dimmlty 
in their solution. I desii'e, as I have said, not to express any opinion, but as an illustra- 
tion of what difficulties may arise, iiie example given by tbe learned ctnms^ in one ship 
being lost out of a considerable number, and the question whether all dividends must be 
stopped until the value of that lost ship is made good out of the further earnings m the 
company or parmership, is one which one would have to deal with. On the one h^^d, 
people-put their money into a trading concern to give them an income, and the sudden 
stoppage of all dividends would send> down the value of their shares to zero, and. pos- 
sibly involve its ruin. On the other hand, companies caimot at their will and without 
the precautions enforced by the statute reduce their capital, but what are profits and 
what is capital may be a difficult and sometimes an almost impossible problem to solve. 
When the time comes that these questions come before us in a concrete case we must 
deal with them, but until they do, I for one, decline to express an opinion not called 
for by the particular facts before us, and I am the more averse to doing so because 
I foresee that many matters will have to bfe considei’ed by men of business which are not 
altogether familiar to a Court of Law.” 


Bond V. The Barrow Haematite Steel Co., Ltd. (1902). — ^This case was 
just the reverse of the Wihner case. The Company’s Profit and Loss Account 
showed a large credit balance. The Directors, however, proposed to post- 
pone the payment of dividend on the ground that heavy depreciation had 
' taken place in the value of the Compan 5 '’s land, buildings, fixed plant, mining 
leases, etc. The preference shareholders brought this action seeking to 
compel the Directors to pay them the arrears of dividend on their shares 
out of the profits without making good the loss of fixed capital. 

It was held" that Preference Shareholders carmot claim to be paid 
Dividends out of Giurrent Profits as a m^itter of right and without regard to 
such provision for Reserves as the Directors may consider necessary. 

have, no doubt in many cases, overruled directors who proposed to 
pay drvK^nds, but 1 am not aware of any case in which the Court has compelled them 
to pay when they have expressed their opinion that the state of the accounts do not admit 
any such payment. In a matter of depending on evidence -and expert opinion, it 
would be a very strong measure for the Court to override the directors in such a 
manner.’ - t 


Prospecting Co., Ltd. (1910).— The meaning of the word 
Profits has been discussed at some length in this case. The facts^ of the 
case were as follows : The Company went into voluntary liquidation. All 
the cremtors except Messrs. Punchard and Vivian had been paid in full and, 
a er^thc subscribed capital had been returned, there was a surplus of over 
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£3,000 in tho hands of the liquidator. This sum was claimed by Punchard 
and Vivian as salary. The claimants ^s'ere to receive a certain salary per 
month, subject to tho proviso that they should not be entitled to draw the 
same " except only out of profits ", if any, arising from the company. Such 
salary was to be cumulative and any- arrears thereof were to be payable out 
of future profits. The business of the Company included the purdiase and 
sale of the shares. 

The Court held that ivhon a s'alary is paj^nhle only out of Profits, and 
any arrears in this respect are payable out of succeeding profits, such profits 
<-aro not necessarily the Profits shown by the Annual Accounts, but may 
include accretions of Capital, realised after liquidation. 

In the cour.se of his judgment, Moulton, L. J., said ; — i 

‘‘The word “Profits” has, in my opinion, n v/oil-dcfincd meaning, and this mean- 
ing coincides with the fundamental conception of “profits” in general parlance, although 
in mercantile plira.sco!of^ (he word may at times hetir meanings indicated by die special 
context, which deviate in some respects from tlic fundamental signification. “Profits” 
implies a comparison between Uio state of a business at Uvo specific dates, usually 
separated by an interval of a year. The fundamental meaning is the amount of gain 
mnefe by the business during the year. This can only fie ascertained by a comparison of 
the assets of the business at tho two dates, ' ’ . , 

"For practical purposes these assets in calculating profits must be valued and not 
merely enumerated. An enumeration tniglil be of little value. Even if the assets were 
identical at tlio two periods, it would by no moans follow that there had been neither 
gain nor loss, because the market value — tho value in exchange of those assets might 
have altered greatly in iho meanwhile. A stock of fashionable goods is worth much 
more tiian the same stock when tlic fashion has changed, and to a loss degree, but no 
loss certainly, the same consideration must apply to buildings, plant, and oilier fixed 
assets used in tho business, because one form of business risk against whicli business 
gains must protect tlic trader is the varying value of die fixed assets used in the busi- 
ness. A depreciation in value, whether from physical or commcrdal causes, which 
affects llicir realisable value is in truth a business loss. 

"Wc start, therefore, with this fundamental definition of “profits”, viz., if tho 
total assets of the business at tho two datea be compared, tlio increase whidi they show 
at the later date as compared with the earlier date (due allowance, of coutbe, being made 
lor any capital introduced into or taken out of the business in tlie meanwhile) represents 
in strictness the profibs of tlic business during the period in question. 

“But'^thc periodical ascertainment of profits in a business is an operation of sudi 
practical importance as to be essential to the safe conduct of the business itself. To follow 
out the strict consequence of the legal conception in rriaking out the accounts of Uie year 
would often he very difficult in practice. Hence the strict meaning of the word "profit” 
is "rarely observed in drawing up the nccounte of firms or companies. These are 
domestic documents designed for the practical guidant-e of those interested, and, so long 
as the principle on which they arc drawn up is dear, their value is diminished little, 
if at all, by certain departures from this strict definition which lessen greatly the diffi- 
culty of making them out. Hence certain assumptions have become so_ customary in 
‘drawing up Balance Sheets and Profit & Loss Accounts that it may almost be said to 
require special circumstances to induce^ parties to depart from them. For instance, it is 
, usual to exclude gains and losses arising from causes not du'ectly connected with the 
business of the company— such, for instance, as arise in the market value of land occu- 
pied' by the company. The value assigned to trade buildings and plant is usually fixed 
accordin^lo an arbitrary, rule, by "which they are originally talccn at their annual cost 
and arc -assumed -to have depreciated by a certain percentage each year, though it can- 
not be pretended that any such calculation necessarDy gives thdr true value either in 
use or in exchange. These, however, are merdy vai-jations of practice by individuals. 
They rest on no settled principle, ^ey mainly arise from the sound business view that 
it is hotter to under-rate" than to over-rate the profit^, since it is impossible for you to 
foresee all the risks to which a business may in future he exposed. For instance, tliorc 
are many sound businessmen who Would -feel bound to take account of depreciation in 
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the value of business premises, or in the value of plant eq)ecially designed for fte 
production of a particular article, although they would not take account of ajjpreciation 
in the same arising from like causes. 

“To render the ascertainment of the profits of a business of practical use, it is 
convenient tliat the assets, of whatever " nature they be, must be represented by their 
money value. But as a rule these assets exist in the shape of rights, and not in the 
shape of money. The debts owed to- the company may be good, bad or doubtful. The 
figure inserted to represent stock-in-trade must be arrived at by a valuation of the 
actual articles. Property, of whatever nature it be, acquired in the course of a business 
has a value varying with the condition of the 'market. It will be seen, therefore, that 
in almost every item of the account, a question of valuation must come in. In the case 
of a company like that with which we have to deal in the present case, the process of 
valuation is often exceedingly difficult, because the property to be valued may be such 
that there me no market quotations and no contemporaneous sales or purchases to afford 
a guide to its value. It is not to be wondered at, therefore, that in many cases companies 
that are managed in a conservative manner avoid the difficulty thus presented and content 
themselves by referring to assets of a speculative type without attempting to affix my 
specific value to them. But this does not in any way prevent the necessity of regarding 
them as forming a part of the assets of tire company whidr must be included in the 
calculations by whicdi de facto profits are arrived at. Profits may exist in kind as well 
as in cash. For instance, if the business is, so far as assets and liabffities are concerned, 
in the same position that it was the year before, with the exception that it has conteived 
during the year to acquire some property, say mining rights, which it had not previously 
possessed, it follows^ that those mining rights represent ffie profits of the year, and this 
whether or not the^ are specifically valued in the accounts. 


“But though there is a wide field for variation of practice in these estimations of 
inofits in the domestic documents of a firm or company, this liberty ceases at once when 
the rights of third persons intervene. For instance, the Revenue has a right to a certain 
percentage of fte profits of a company by way of income-tax. The actual Profit & Loss 
Aewunts of the company do not in any way bind the Crown in arriving at the tax 
to be paid. A company may wisely write off liberally under the head of depreciation, 
but they will be only allowed to deduct the sum representing actual depreciation for the 
purpose of calculating the profits -for the purpose of income-tex. The same would be the 
case if a person had a right to receive a certain percentage of the profits made by the 
company, to the absence of special stipulations to -the contrary, “Profits”, an cases 
where the right of third parties comes in, mean actual profits, and they must be calcu- 
laled as cuosely as possible in accordance with the fundament^ conception or* definition 
to wmch I nave referred. I would have at dearly understood that these remarks have no 
bearing upon the vexed question of the fund out of which dividends may legally be paid 
m limited companies. Cases such as Vemer v. The General and Commercial InvcsimBni 
Tntst and Lee v. Neuchatel Asphalt Co., show that tjus fund may in some cases be larger 
man what ^n rightly be regarded as profits, and the decision in these cases depend 
largely on the fact that there is no statutory enactment which forbids it to h^so.” 

• Crabtree (1912) . — ^In this case, the Testator left a business 

with directions to his Trustees to carry on the same and give the profits 
arismg therefrom to his wife during her lifetime.- Before arriving at such 
net profits, the Trustees charged depreciation on Machineiw at 7^% on the 
original cost and the life tenant claimed that this should be disallowed. It 
w as e a that such depreciation had Jbeen properly charged. 


Part of the judgment ran, as follows: — 

power maAfaeSf ascertaining the profits of a business where there i 

of the business^it is maAmery which is necessary in order to perform the worl 

pended in repairins ’t£ ^ '^^^'ptial that in addition to all sums actually 

written ^a nro^? “ renewing parts, that there should be fs 

you can arrive af thp^^ that sum ought to be written off befor 

is not profit untfi a nrnnp? b^^^ss, or at the profits of the business, and J 

of the business and machinery, with the natur 

oi me pusmess, and the life of the machinery, has been written off for depreciation. 

wasting'^ropmy to were those of companies formed to 

divisible vdlhout’ any dTduriiL for'' .arising from the wasting property J 
lour any acauclion for the depreciation in value of the wasting proper^ 
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Tliat is because the object of the cowpany v.’ns io acquire a wasting properly and to 
divide all the profits. 'Ipat Is not so licre. The profits of this business are not ascertained 
until a sufficient sum has been deducted to meet tJic depredation of the machinery. One 
of the witnc^cs in his affidavit referred to the '.saleable value’ of this machinery. Tliat 
is not the right standard. Here it is the values of the macliincrj' for the purpose of this 
businc.ss, not' the saleable value.” 

Cnpilal Profits. — Again, a company's profits may arise through the 
medium of trading or they may result from the sale of a fixed asset. Ait 
importanl question, ihcrcfore, often ari.sos as to whether capital profits can * 
he distributed as dividend. The decisions in the following two leading cases 
on the point arc worth studying ; — 

Lubboefe V. British Bank of South America, Ltd. (1892). — This was a 
motion by the plaintiff on behalf of liimsclf and all the other .shareholders 
to restrain the company from carrying into effect a resolution passed b.v the 
directors of the company placing a sum of £205,000 to the Profit and Loss 
Account and distributing the same as if it ivere income of the company. The 
company was carrying on banking business, and the amount in question 
represented profit realised on the sale of a part of its undertaking to another 
company. ^ 

It was held that the £205,000 was plainly profit on capital, and not part 
of the capital itself, for that sum was the surplus ascertained on the assets 
side after the liabilities and capital were placed on one side of the account 
and the assets on the other. Under the Articled of the Company the directors 
were justified in carrying over the £205,000 to a Profit and Loss Account, 
and having appropriated to the Reserve Fund so much of tlie sum as they 
thought fit, they could distribute the remainder as dividends after an ordinary 
meeting, called in pumuance of the Articles^ had passed the requisite 
resolution. 

Foster v. The rfcto Trinidad Lake Asphalte Co., Ltd. (1900). — ^In this 
case, it was decided that the profit made on the realisation of an asset taken 
over by a company on Us formation is not available for .Dividend, even 
tliough such asset he a book debt, without due regard to the value of the 
assets as a whole. 

In this case, the defendant company acquired from another company 
certain assets including amongst tliem Promissory Notes amounting to 
$100,000. These were not regarded at the lime of purchase as of any value, 
but were subsequently realised in full. The debenture-holders brought an 
action to restrain the company from utilising tliis amount in distribution as 
dividend, and it was held that such dividend could not be -paid. A part of 
the judgment reads as follows ; — 

" It appears to me that the amount in question is prima facie capital, and that I 
have no evidence which would justify me in saying that it has changed its character 
because it has turned out to be of greater value than had been expected. ... It is clear. 

1 think, that an appreciation in total value of capital assets, if duly realised by sale or 
-getting in of some portion of 'such assets may, in a proper case, be treated as available 
for purposes of dividend. This, I thinlc, is involved in the decision in the case of Luhhock 
V. British Bank of South America, cited with approval by Lord Lindley in Verrflcr v. 
The General and Commercial Investment Trust, where he says;— “Moreover, when it is 
said, and said truly, that dividends arc not to he paid out of capital, the word ' capital ’ 
means the money subscribed pursuant to the Memorandum of Association, or what is 
represented by that money. Accretions to that capital may be realised and turned 5nto_ 
money, which may be divided amongst the shareholders, as was decided in Lubbock v. 
British Bank of South America.” If I rightly appreciate the true effect of the decisions, 
the question of what is profit available for dividend depends upon the result of the whole 
accounts fairly taken for the year, capital as welkas profit and loss, and although divi- 
dends may be paid out of earned profits in proper cases, although/ there has been a 
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depredation of capital, I do not think that a realised accretion to the estimated value 
of one item of the capital assets can be deemed to be profit divisible amongst the share- 
holders without reference to the result of the whole accounts fairly taken.” 

From the decisions in the above two cases, 'it seems that the following 
conditions must be fulfilled before capital profits may be distributed: — 

(1) That the Articles must not prohibit such a distribution; 

(2) That such profit must have been actually realised ; and 

(3) That it must exist after a revaluation of the whole of the assets of 
the company. 

The above precautions seem to be very reasonable in order to prevent 
the presentation of artificial profits as a result of revaluation. Mere revalua- 
tioM, however accurately arrived at at the tune, may not be permanent, and 
if the temporary excess over book values be distributed and if the market 
values of such assets fell at a subsequent date, then there will be no oppor- 
tunity of such loss being made good except out of current profits. It has, 
therefore, been rightly laid down that a distribution of such capital profit 
can be made provided they are actually realised. Then again, it is neither 
desirable nor sound that a realised surplus resulting from the sale of a 
single asset be distributed. Other capital assets may have depreciated, and 
m order to leave the capital fund intact before any surplus of this type be 
distributed, it is necessary that a surplus be left on a revaluation of the 
whole of the assets of the company. 


T Soda Co., Ltd. v. Arthur Chamberlain and Others (1917). 

In this case, it was held that a company may write up the value of its 
assets ^ a result of a botia fide valuation, and may distribute current profits 
without first making good past losses. 

The facts of the case were these : —Between the years 1908 and 1910, the 
Company made a loss of £19,028 and a net profit of £6,075 was made in the 
subsequent seven months, leaving a debit on Profit and Loss Account to the 
extent of £12,970. In the Balance Sheet of 31st July 1911, the book value of 
the Company s Land was increased by £20,542 as a result of revaluation and 
the correspondmg amount was credited to a Reserve Account. This Reserve 

balance of the Profit and Loss 
Vinianno ’ f Sundry other items, leaving an ultimate credit 

the Reserve Account. Tins credit balance on the 
fnarZZl transfeiTed to the Land Account thus bringing the net 

ncrease m the book value of the Land to £16,450. The Company macle 
profits subsequent to 31st July 1911 and paid dividends thiefrL 

one plaintiffs that the revaluation was not a genuine 

balance of tho Vv ^ ^view to wipe off the past losses, and that the debit 
out of the suh^er, ^ ^ f And Loss Account should have been ^vritten off first 

-f «■» , 

hnd largely the view that the land in 1914 

""‘'4“™ to ‘fcStSnS” " 

shtirclioldera by tlie directors ° In Th^e^f concealed from the 

the Kmpany to attack the directors f or^ in my opinion, open to 

^ieh has ^cn expressly adopted hv it may he erroneous, estimate 

of its thnrcholdcrs had been MintcdK- ‘9 meeting after the attenbon 

vihSeh wns attached to the Balanw She^b ^ hy the auditor’s certificate 
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“It was" contended, however, that tliere was no justification for payment of the 
dividends'in question, oven if the valuation was honest and even if in its result it was 
correct? Mr. Gore-Brown said that th'e essential question was whether or not capital 
assets could be written up so as to justify payment of a dividend, that .the valuation, 
however careful and however thorough and satisfactory to the Court, was not a justifica- 
tion for paying dividends, that the Profit & Loss Account was a continuous account 
which was always ppen, and that there was no Profit on it until all past losses had been 
wiped off. ... 

"There is one distinction which should, I think, be remembered for the purposes 
of the present case. A dividend may be improper because it is paid out of capital, or 
it may be open to objection because it is paid when there are no profits available for 
the purpose. If during the year there is no balance to the credit of Profit & Loss' 
Accoimt, any dividend which is paid must be pointed out as paid out of capital and 
any such payment must reduce tlie paid-up capital. . . . 

“But where a company has made losses in past years and then makes a profit 
out of which- it pays a dividend, the question is a different one. Such a dividend is 
not paid out of paid-up capital. If it were, the paid-up capital would be still further 
reduced by the payment. In fact the assets itepresenting the paid-up capital remain 
the same or of the same value as before the payment” of the dividend. It may be that 
the balance to the credit of Profit & Loss Account ought to be applied in making up 
lost capital and it may be that the directors are liable for neglecting to apply it in Uiis 
way. But such a payment does not involve a reduction of capital, it involves a failure 
to make good capital which has already been lost. 

"In the present case, the dividends in question were not paid out of capital, if 
the word capital is used as meaning assets which at the time, in fact, rtepresented paid-up 
capital. They were, in fact, paid out of the balance standing to the credit of Profit & Loss 
Account for the year in which they were paid. The question in this case, therefore, 
is whether any profits which were made had to be applied in making good any losses 
of previous years, and whether an incrtease in the value of the fixed capital could be taken 
into consideration for the purpose of wiping out previous losses of paid-up capital. . . . 

"As the law stands at present, losses of circulating capital must be made good 
before there are any profits out of which dividends can be declared; but having regard 
to the observations of Lord Davey in Dovey v. Corey the question whether a jimifar 
rule applies in the case of fixed capital appears to be still open. ' * ' 

“ I am not satisfied that the proposition that it is contrary to all. principles of - 
commercial accountancy to utilise an increase in the vahle of a fixed asset for the 
purpose of getting rid of a debit which represents loss of paid-up capital is not too 
wide. It may be a precept of prudence and yet be far removed from the spherte of 
the categorical imperative. Assuming that a company ought to keep tire value of its 
assets up to the amount of the liabilities and paid-up capital, or, 'in other words, to 
see that its paid-up capital is intact, why should it be absolutely precluded from stating 
the true value of its assets ? 

"In my judgment, then, the present action fails and must be dismissed with 'the 
usual consequences.” 

It becomes difficult at times to determine exactly whether a profit result- 
ing from certain transactions entered into by a company is actually of a 
capital or of a revenue nature. The following is the case in point : — 

Wall V. London and General Provincial Trust Co., Ltd. (1920). — The 
defendant Company was formed to carry on the business of buying and 
selling investments. The Company’s Articles embodied the following provi- 
sions:— “The board might in any year, after 4J--per cent had been paid on 
the preference ’stock, 4 per cent on the ordinary stock, carry to General 
Reserve Account such sum as they might deem expedient for the equalisation 
of dividend or payment of dosses.” “ No dividend or instalment of dividend 
or bonus should be payable except out of the net profits arising out of the 
, business of the company.” “ All profits and losses resulting from any change 
of investment should be carried to Capital Reserve Account, and any such 
profits or losses should be disregarded in estimating the net profits.” 
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The Company had issued Debentures which stood on the market on a 
certain date at a considerable discount. Taking advantage of this, the. Com- 
pany purchased some of these Debentures on the market and thus made a 
substantial amoimt of profit while reducing this liabilityr The Directors 
desired to distribute this profit and an action was brought by the plaintiff 
to restrain the Company from so doing. ' 

It was held that, having regard to its Articles, the Company cannot treat 
profits made on redemption of its Debentures as being available for Dividend. 
The Tdew taken by the Court was that the Company could not regard such 
a profit in the nature of a revenue profit as it resulted from the extinction 
ot the Company’s own liabilities. 


j- + Company s Articles had allowed the use of Capital Profits for the 

f dividends, there would have been no legal objection to the 
distribution of profits arising on the redemption of debentures. 

StopZey v. Read Bros. (1924) . — ^In this case, the Company had for many 
years been appropriating some of its profits towards reduction in value of 
Uoodiral wth the result that the Goodwill Account ultimately disappeared 
from the Company’s Books. In the year 1921, the Company made -a net 
loss ot *,45,800 which amount was reduced to £15,707 after-^he transfer 
^evious balance of profit brought , forward and the credit balance 
^fthe Corttm^ncy Fund. > In.l9227 there was" a further loss of £4,787 
brm^g the total debit of Profit and Loss Account to £20,5Q4. In 1923, 

^ £13,430. The Company had issued 

Dividends on these Shares for the 
ye^s 1921, 1922 and 1923 were unpaid. The Directors desired to pay oS 

dividends, and to enable them to do so, they recom- 

In n“nn ” ^^e Company’s Books be restored to 

extent of £40,000 by givmg the corresponding credit to a Reserve 
Account and to wipe off t^ former debit balance on Profit and Loss Account 
by transfer to the above Reserve Account. 

nrofiX ^ of declaration of dividends out of the 

Sevi^n.^obff ^ year it was not necessary to make good the 

thfs standing on the Profit and Loss Account, the Court Ln 

the decision in AmTnonia Soda Co. v. Arthur Chamher- 
SofitslZ' off of the Goodwill out S the 
Sch nr^fii « permanent capitalisation of 

precluded, in any subsequent 
Lir Goodwill Account a sum not exceeding its then 

su^h credit to Profit and Loss Account and 

eatmg such profits as available for dividend. This is nrovided there is - 
othing in the constitution of the Company prohibiting such a procedure. 

iudici'^l”views^tt's^emTv!'+h^*f uf ^From the above expressions of the 

a Lrd and fet nrecSpiS decisioi^ cannot be regarded as establishing 
tioif t ^ ^ precedent compulsory of adoption in all cases and the aues- 

tion of what profits are divisible or not will Lvp +r^ Cl a -a 
on its own meritc f .,11 • , . ™ decided m each case 

TsZ gSe“- ioUowmg conclusions may, however, be drawn as 

' S pre-supposes a trading profit or a surplus. 

capital intact b^^^relv^fnrb’^^^ require a company to maintain its , 
its s^Swers ^ ‘^^Pital to be returned to 
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(3) Neither tlie sanction of a General Meeting nor an express ’authority 
in the Memorandum or the Articles can justify the payment of a dividend 
out of capital, * 

(4) Whether it is necessary or not for a company to replace capital 
previously lost before distributing the current profits, depends entirely on 
the company’s own regulations ; but the company must retain sufficient assets 
to enable it to pay^ off its debts and liabilities while declaring dividends. 

(5) Depreciation or Loss on Floating or Circulating Assets must 
always be made good before the payment of a dividend. 

(6) Depreciation of Fixed Assets need not necessarily be provided for 
before tlie payment of a dividend ; but whether such a provision is necessary 
or not, will be a question of fact, to be determined by the Court, with due 
regard to the circumstances of each particular case and the regulations of 
the company concerned. 

(7) In case of a manufacturing concern, due provision must be made 
for Depreciation of Plant and Machinery before ascertainment of divisible 
profits. 

(8) Unless so required by it5 Articles, a company formed to work a 
wasting asset need not necessarily provide for depreciation of such asset 
before arriving at divisible profits. 

(9) That if a company paid dividends in any one year out of a credit 
balance on Profit and Loss Accormt of that year properly arrived .^at, then 
such dividend is not paid out of Capital. 

(10) Assets may be revalued, provided it is done honestly and with the 
approval of the shareholders. An asset that may have been over-depreciated 
in the past may be written up, and the surplus thus arising may be utilised 
in writing down another asset, in order that the book value of each may be 
brought nearer the present value. 

(11) Capital Profits or any accretion in the value of fixed capital of a 
Limited Company can only be distributed, if after a revaluation of aU-the 
assets and liabilities of the company, there is a distinct surplus 'over the 
Capital ; it is equally necessary to see that such capital profit is realised in 
cash and the regulations of the company do not prohibit such a distribution. 

EXAMINATION QUESTIONS. 

. Note; — ^The figures in bold type at the end of most of the problems 
indicate their corresponding numbers in the Author’s “ TYPICAL 
PROBLEMS IN ADVANCED ACCOUNTING where full solutions of , 
these will be found. i 

1. Giva the entries usually passed when a company takes over a running business, 

' 2. How diould Discotint on' Issue of Debentures be dealt with? 

3. What entries should be passed on Redemption of Debentures? ' ^ 

4. How are Debentures issued as Collateral Securities dealt with in accoimts ? 

^ 5. What .entries are passed on Redemption of Redeemable Preference Shares ? 

G. Wliat items are usually found on tlie debit and credit sides of the Profit & 
Loss Appropriation Account? 

-7. What record is maintained in -respect of Dividends in the books of a company? 

8. What are Interim Dividends, and how are they payable? ^ 
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9, What entries are passed when a Dividend is declared less Income-tax ? 

10. How should Dividends he paid on partly -paid riiares? 

11. Give rulings of (a) Share Dividend Book, and (b) Debenture Interest Book. 

12. Explain what you understand by («) Reseiwe Fund, and (b) Dividend Equali- 
sation Fund. 

13. How should Reserve Fund be invested ? Would you invest Debenture Redemp" 
tion Fund in the same waj'V 

14. Describe briefly the important points in the Prescribed Form of Balance Sheet 
under the New Act. 

15. What are Contingent Liabilities, and how sliould they be dealt with in a 
Balance Sheet ? 

IG. What entries should be passed when a company reduces its Share Capital with 
the object of v/iping off its past losses and writing down its assets ? 

17. What do you understand by Capitalisation of Reserves ? 

18. Give» the entries necessary to record the payment of Bonus by the issue of 
new shares out of the Reserve Fimd. 

19. What entries are passed when the Bonus out of the Reserve is utilised in 
maldng partly-paid Shares fully paid up ? 

20. How should Profits made by a company prior to Commencement Certificate 
be dealt with ? 

21. What is. the best method of ascertaini^f*Profit or Loss made prior to obtaining 

of Commencement Certificate 7 " ^ ' 

22. What are Divisible Profits ? Give a brief siunmary of the various decisions 
on the point. 


ISSUE AND REDEIVIPTION OF DEBENTURES. 

' 23. How should the figures bo shown iif a Company’s Balance Sheet in botli the 
following cases?: — (o) A Company issues £40,000 4 per cent Mortgage Debentures at 
95 per cent, (b) A Company issues £40,000 4 per-cent Mortgage Debentures at par 
and undertalccs to redeem them at the end of 10 years at £105. j. 

(.Lancashire and Cheshire Institute^) 21U 

24. On 31st December 1909, the City Trading Co., Ltd., had a Debenture Reserv'e 
Fund of £50,000 represented by investments amounting to £59,000 21 per cent Consols. 
The Company also had a balance in the Bank on current account at 30th June 1910 or 
.£6,000. The Debentures, amounting to £50,000 were paid off on SOth Jime 1910. To 
provide for this, the Consols weic realised at 83% net, and the proceeds paid into the 
Bank on SOtli June 1910. Record the afcovc'transactions in the books of tiie Company* 
and show the Ledger Accounts affected. ' (Chartered Accountants.) 211 

^25. The X, Y Company Ltd., made an issue of 5,000 4 per cent Debentures of £W 
each at £9-10 per Debenture. Tlic whole issue is xmdeiwritten by A, B & Co., 
commission of 5 per cent on the nominal value. Applications vrerc received for 4,50O 
Debentures w'hicli were duly allotted and paid for. The remaining 500 Debentures were 
allotted to A, B & Co., under the terms of their underwriting agreement. 

Write up tile Debenture Account in the Company’s Ledger, the Account of A, P 
& Co., and the " Cost of Debenture Issue ” Account. (Chartered Accountants.) 212 


20. Tlic Soft Coal Co., Ltd., issued on 1st April 1912, £100,000 of Second Dohentures 
at 54 ijcr cent on condition tliat before paying, or providing for payment, of any dividend 
on any shares or stock, the Company should pay the Trustees for the Debenture-holders 
(immediately on tire ascertainment of the result of the tr.ading for Uic Company’s financial 
yc.ar, which ends on March 31sl) one-fourth pari of the amount, It any, which might 
then ol'.icrwirc be applied in payment of dividend on .such shares or stock.” Tlie Company 
made e. profit for the year ended Marcir Slot, 1913, of £14,500, and there was £I,5W 
hrouriit forward from the previous year. '' 

Draft tlie Journal Entry necessary to malm the Company's Ledr'er sliow the Linbi- 
lity to the Trustees, and rhow how the items .affected should apnear on the Balance 
Shed of the Gomp.-iny. ' (Chartered Accountants.) 

*'’• Bengal Iron Company, Llinllcd, hsued 7J per cent Preference Shares of 

P-7 =“4 6 per cent Debentures of t!:c face value 
of three crort-s of rupees ot a uircount of ten per cent. Messrs. S. D &• Co. underwrife 
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the whole of the issue for a commission of four per cent on the Preference Shares and 
of five per cent on the Debentures. Preference Shares of the value of four crores of 
rupees and Debentures of the value of two crores 'of rupees are taken up and paid 
for by the public. The balance is allotted to tlie underwriters under the terms of 
the underwriting agreement. 

Prepare the Ledger Accounts where these transactions will be found recorded; 
what amount will the underwriters have to pay to the company ? How ,will these figures 
appear in tlie Balance Sheet of tlie Company? How wiU Qiey appear in the Balance 
Sheet ten years after such issue, if the Debentures are redeemable in 30 years? 

(G.DJL)^ 2U 

— 28. A Lirhited Company has issued Debentures worth Rs. 10,00,000 repayable 
after 10 years. 

Show how the various Accounts in connectidfi with the issue and redemption 
of the Debentures woiild appear in the ledger at the time of expiry of Debentures 
and also after repayment of such Debentures, assuming that the investments realise 
5% less than the original cost. 215 

—^9. A Limited Company issues Rs. 1,00,000 Debentures at a discount of 5% 
repayable at a premium of 5% at the end of 5 years. Explain what entries should 
be passed at the time of issue. 

Wliat provision should the Company make for the redemption of such Debentures 
and how would tlie various Accounts concerned be dealt with at the time of repayment 
of the Debentures ? . 21G 

30. The General Trading Co,, Ltd., has made an issue of debentures and, in 
accordance with covenants contained tlierein, provides for redemption at a definite 
future date by means of a Cumulative Sinking Fund, represented by investments, but 
has power to purchase the debentures in open market prior to that date. 

Before the due date for redemption arrives, the Company realises a part of the 
Sinking Fund Investments and applies the proceeds in cancellation of debentures, 
which were purchased (below maximum redemption value) in open market. The 
realisation of investments and application of the proceeds thereof retards accumulation 
of the Sinking Fund. _ ^ 

What adjustment do you consider necessary 'in these circumstances and in what 
manner should it be made ? 217 

‘’SI. • A Company had made an issue of 5,000 Debentures of Rs. 100 each at par, 
a Sinldng Fund being created to provide for repayment. Under the terms of issue, 
the Company might, under certain conditions, purchase the Debentures in the open 
market for cancellation. On 1st January 1927, 3,800 of the Debentures were outstanding, 
and the Sinking Fund tlaen amounted to Rs. 2,50,000. The Sinking Fund Investments 
consisted of Rs. 1,24,000 5% War Loan, standing in the Books at Rs. 1,20,000.^ 

In March 1927, the Directors purchased Rs. 20,000 of tlie Debentures at a cost 
of Rs, IS 300 realising Rs 10,000 War Loan to 'raise the necessary ftmds. Interest on 
the War Loan was received on 1st June and 1st D ece mber , and invested forthwith in 
purchase of further War Loan at paFuTeaclTcSerDn Slst December, a further Rs. 20,000 
was appropriated to the Sinking Fund and invested in War Loan, Rs. 19,850 of which 
was, purchased. 

Open in tlie Company’s hooks the necessary Accounts affected by the above trans- 
actions. Ignore IncOmc-tax and expenses of purchase and sale of investments. 218 

32. In 1925, a Company made an issue of 1,000 6% Debentures of Rs. 500 each at 
Rs. 480. The terms o’f issue provided for the redemption of Rs. 10,000 annually, com- 
mencing in 1928, either by purchase in the market or by drawings 'at par at the 
Company’s option. The expenses of the issue were written off in 1925 and Rs. 5,000 
was written off the Debenture Discount Accoimt in each of the years 1925, 1926 and 1927. 

Tn December 1928, the Company purchased for cancellation Rs. 3,500 of its Deben- 
tures at Rs. 470, Rs, 6,000 at Rs. 472-8-0 and Rs. 500 at Rs, 475, the expenses amounting 
to Rs. 25. . t 

Give the entries to be made in the Company’s-books in connection with the above 
‘transactions, dealing with the profit on redemption ,in the way you consider fit and 
show also the entries -w'hich would appear in consequence in the Compan/s published 
accounts as on Slst December 1928. . 219 

33. A Company raises a loan of Rs. 25,00,000 upon its Debenture Stock at a 
discount o£'2i% on 1st January 1926. At the end of a period of yearn the loan is 
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redeemable at par, by means of a Cumulative Sinldng Fund, but the Company has power 
to call upon the Trustees to apply the Sinking Fund Investments in the purchase of 
stock, if below par, at any time. The annual Sinking Fund Contribution is Ks. 60,000, 
exclusive of interest accumulated. On the 1st of January each year this amount is 
invested, together with the income accumulations. Capital bailees arising from reali - 
§ation _,ofJnyestm ents are reinvested at the same time. 

Sinking Fund Investments produce interest, less tax, as follows: — 

1927 Es. 1,970; 1928 Rs. 3,040; 1929 Rs. 3,590. 

Realisations of Sinking Fimd Investments are as follows : — 


31st May 1927 
31st Aug. 1927 
31st July 1928 
28th Feb. 1929 


Rs. 

21,530 

6,400 

41,700 

30,900 


Original Cost 


- Es. 
21,460 
6,550 
41,535 
30,800 


The proceeds of realisations are applied in redemption of stock as follows : — 

_ Rs. Rs, 

30th June 1927 21,525 in cancellation of 22,815 stock. 

30th Sept. 1927 6,390 „ „ 6,500 „ 

31st Aug. 1923 41,7001 „ „ 41,800 „ 

31st Mar. 1929 30,875 „ „ 31,000 „ , 

Interest on Debenture Stock is paid half-yearly on 1st July and 1st January. 

Prepare accounts for the years 1926 to 1929 (inclusive) in respect of the Smkmg 
Fund tran^ctions, showing the manner in which the Sinking Fund would be compen- 
sated for the loss of interest resulting from- the realisation of investments. Show also the 
maimer in which you would deal with the accounts relating to Discount on Issue, Profit 
on? Cancellation of Stock, and Profit and Doss on realisation ""of Investments. 220 

1st January 1929, Exporters, Ltd., issued Es. 20,00,000 of 7% Debentures at 
5/0 discount rep wable m five years at par; the Company reserved the right to redeem 
to the extent of Rs. 2,00,000 in any year by purchase in the open market. The interest 
was payable half-yearly on 30th June and 31st December, and the same was duly paid. 
e Tj September 1929, tbe Company purcliased Rs. 2,00,000 Debentures at a cost 

‘“c necessary Journal entries in the books of the Company up to 
31st December 1929 mcludmg closing entries for the Balance Sheet on that date. 221 

f Limited Company created Rs. 1,00.000 Debenture Stock, which was issued 

as lollows: — ’ 


(1) To sundry persons for cash at 90% 

(2) To a creator for Rs. 20,000 capital expenditure in 
SHiisfaction of his claim 


Es. 

50,000 nominal. 


(5) To the Bankers as collateral security . , , . 25 OOO 

redeemable at the end of 10 years at par. How should 
tlie debenture slock bo dealt with in preparing the Balance Slie^ of the Company? 

L. n I / T (G.D.A.) 222 

ca^lAtk°''Hold^“o7uie-e Company issued 200 5% Debentures of Rs. l.OW 

8% Preference Share'! of io convert their holdings into 

wfthin 3^e^. ° premium of Rs. 25 per share at any time 

interest had accrued on the Debentures and 
unp^itl and a holder of 20 Debentures notified his intention to exercise his option. 

in Uie Compm/sSeo" 

which it is a^red”shairbe^Tcdeeme/^out'”V^p^^r?’ of f por cent Dchcnturcs, 

It io to be a-limed tlfnl the RKcn'c - o 5,000 per .mnunn 

Government SccursUes free of lnSrae-ta^ai^4^ invested vnthout inlcrv.ii in 5 per «iit 
are received on U1 Janu.Tv end t<!t T„u.^ accretions (i.e. interest) wbicb 

the cost of mahto? similarly invested. Allowing 

Dvbefi'.Hro Redemption Account and life ^ Capjt.ai invested, write up tlw 

„ up^to aist December 1023, Debenturo Redemption Investments Accomii 

SZi 
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38. On 1st January 1920, the' Asiatic Trading Co., Ltd., issued Debentures for 
Rs. 5,00,000 redeemable at par on 1st January 1925. It was decided to establish a 'Sinking 
Fund for the purpose of redemption. ^ 

Show the Ledger Accounts for”* the five years, asstuning the annually invested 
amounts to earn 5% interest, net, and that the amount annually set aside for the purpose 
is Rs. 90,412-8-0. • 225 


FINAL ACCOUNTS. 

39. Prepare Trading Account, Profit and Loss Account for the year 1937 


and 


Balance Sheet as at 31st December 1937 from the following Trial Balance of the Thand 
Flour Mill Company, Limited, which is registered in Bombay ; — 


TRIAL BALANCE, 31st DECEMBER 1937. ' 

Rs. 

Capital subscribed 9,000 shares of Rs. 500 each on which 
Rs. 400 per share is called up ... ... ..t 

Calls unpaid ... ... -... ... 1,000 

Buildings— cost ... ... ... ... 10,00,000 

Machinery— cost ... ... ... ... 48,00,000 

Depreciation provided on Buildings to 31st December 1936 
. ,, 1 , „ Machinery „ ,, * 

Reserve Fund 

Equalisation of Dividend-Fund ... 

Loan from Bankers (secured by stock of wheat, flour, etc.) 

Creditors for wheat 

„ „ -coal and stores ... 

Unclaimed Dividends ... • 


Wheat Account 

Coal ,1 ... ... ... ... 

Flour ,, ... ... ... ... 

Fixed Deposits 
5h% Vf&i Bonds, 1922 
Cash in hand 

I, at hlill ... ... ... ... 

„ with Bankers • ••• 

Advanced to A. B. & Company against .future wheat 
contracts ... ' 

Stores/^ ' . ... ... ... ... 

Wagek ‘ 

Interest earned ... ... ... ... 

Transfer Fees 

Sundry Debtors (these include Rs. 100 dueby R. P. Peston- 
jeei Manager of the Mill, and Rs. 1,200 due by Rustomjee 
and Patel, Managing Agents’ of the Mill, Patel is also a 
director) ... ••• 

Profit and Loss 

■ Salaries ••• ••• ••• , ••• 

Rent and Rates 

Income-tax in respect of Company’s assessment to Slst 
March 1938 
- General Charges 

Due for salaries, wages, etc. — 


c 

54.00,000 

3,15,000 


' 80,000 
900 
1,200 
' 14,495 

15,000 

3,45,000 

4,00,000 


' 66,100 

67,500 

34.000 

16.000 
47,000 


Rs. 1.?6,03,1D5 


■Rs. . 
36,00,000 


2,00,000 

7.50.000 

3.00. 000 

1.50.000 

5.00. 000 

75.000 

20.000 
1,200 


67,60,000 

1,20,000 


4,020 

750 


90,225 


32,000 


1,1,26,03,195 


The nonunal capital of the company is 10,000 shares of Rs. 500 each, ‘ t 
You axe to allow for the following appropriations of profits made by the Directors 

Depreciation of Macliinery Rs. 2,00,000 ; Depreciation of Buildings Rs, 40,000 ; Reserve 
Fund Rs. 1,50,000; Equalisation of Dividend Fund Rs. 1,00,000. They have further 
resolved to recommend foxt the shareholders’ approval a dividend of Rs, 75 per share 
free of tax. Provide for Managing Agents’ Commission at 10 per cent dn the balance 
of net profits after charging all c.xpenses except such commission and the aforesaid 
appropriations. Provide for interest on Bank Loan for 6 months at 7 per cent and allow 
for Rs. 1,9S0 accrued due on War Bonds. On Slst Decc-mher 1037, the following stocks 



518 


ADVANCED ACCOUNTING 


were held : Wheat at cost Rs. 10,00,000 ; Coal at cost Rs. 15,000 ; Flour taken at or below 
selling rates Rs. 2,40,000 ; Stores at cost Rs. 95,000. ' 

If there is any information lacking to enable you to prepare a Balance Sheet in 
the prescribed form, make notes to this effect 'stating _what further information you 
require. (G.D.A.) 226 

(.Gross Profit Rs. 16,50,000, Net Profits Rs. 11,01,675, Balance Sheet Total Rs. 61,39,675.) 
40. From the following particulars make out a Balance Sheet as on^lst December 
1937 and a Profit and Loss Account for 1937 of the Mercantile Newspaper Co., Ltd., 
accordance with the requirements of the Indian Companies Act. The Company was regis- 
tered in 1934 v/ith an authorized capital of 6,000 shares of Rs. 100 each, and acquired 
the ownership of the Mercantile Gazette, paying the vendors two lakhs of inpees in 
fully paid up shares. 2,000 shares were allotted to the public in 1934 and paid for at 
par, 2,000 shares were issued in 1937 and paid for at a premium of Rs. 25 per share. 

Buildings were erected at a cost of Rs. 3,00,000, Plant and Machinery purchased 
for Rs. 3,50,000, and Furniture and Fittings for Rs. 10,000. Depreciation written^ off up to 
31st December 1936 amounted to Rs. 15,000 on Buildings, Rs. 35,000_ on Machinery^ and 
Rs. 1,500 on Furniture. The Directors wrote off in 1937 5% on Machinery and Funuture 
.-ind 2J% on Buildings, calculating same on original cost. 

Reserve for Doubtful Debts on 1st January 1937 was Rs. 5,000. A sum of Rs. 6,000 . 
was brought forward in 1937 accounts from the Profit- and Loss Account of 1936, and 
an interim dividend at ten per cent per annum was paid in August 1937, 

The Bank Loan raised on the security of the Buildings stood at Rs. 1,50,000 on 31st 
December 1937. Interest for the year on ^e Loan amounted to Rs. 9,000 of which one- 
third remained impaid. Interest on the Bank current account amounted to Rs. 500. 

The Company had Rs. 20,000 worth of Paper on 31st December 1936 ,* they brought 
in 1937 Paper for Rs. 1,00,000 one-half of which remained on hand at the end of the year. 


Subscription collected in 1937 — 

On account of 1936 

Oo. 1937 

Do. 1938 

Subscription in arrears on 31st Dec. 1937 — 

On account of 1936 
Do. 1937 

Collections in 1937 on account of 
Advertisements of 3936 
Do. 1937 

Do. 1938 

Uncollected on 31st December 1937 — ' 

On account of Advertnement Bills of 1936 
Do, Do. ,1937 


Rs. 


Rs. 


15.000 

63.000 

10.000 


88,000 


6,000 

19,000 


25,000 


12,000 

1,11,000 

15,000 


1,38,000 


9,000 

21,000 


30,000 


Printing done for customers in 1937 and Bills rendered out of which 
Bills for Rs. 31,000 remained uncollected 
The expenditure of 1937 amounted in the 
Printing Department to Rs. 51,000 paid and Rs. 9.000 unpaid 
Editorial Department to „ 20.000 do. „ 8,000 do. 

Manager's Department to „ 12,500 do. „ 10,000 do. 

Cash on hand on 31st December 1937 — 

In Bank on current account 
On hand •• 


8,000 il 
2.OC0 


Treat 53i of the bool: debts ns doubtful. 

Value the Paper on liand at 80% of the cost price. 


93,500 


10,000 


' ^ {G 15 A } 22T 

(Net Profit R-. 83,700, Balance Sheet Total Rs’. 9,39.000.) 

KavipUon Co., Ltd. ]tns an nulhorircd capital of 
nhaws c£ Hs W c.-'cJi. of which 56.033 sharec have been rubsertbed. The 
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•following trial balance as on 30tli June 1ms been pi'eparcd by the book-keeper of the 

Company and owing to liis inability to find the difference your assistance is sought. 

On carrying out the necessary examination of the accounts you find that the interest 
accrued on investments is taken into the trial balance from the statement prepared and 
that no entry tlierefor is made in the books. You also find that the balance of Profit and 
Loss Account, viz,, Rs. 6,SG3 (Rs. 89,132 profits as per last balance sheet less Rs. 82,269 
appropriations thereof), brought forward from last year is omitted, and you find certain 
other obvious en-ors in copying down tlie balances in tire trial balance. 

After giving effect to the necessary corrections, you are to prepare the Balance 
Sheet and Profit and Loss Account as required by the Indian Complies Act. DepreciaT 
tion written off to date on "Steamers, Barges, etc.” and on "Furniture and Fittings” 
is Rs. 1,96,993 and Rs. 2,413 respectively. 

The following is tiro Ti-ial Balance as submitted to you by the book-keeper of 
the Company: — 






Dr. 

Cr. 





Rs. 

Rs. 

Steamers, Barges, etc. 

• •• 


*•* 

3,37,743 


Furniture and Fittings 


• •• 

• •• 

4,613 


Book Debts (of which Rs. 20,367 are doubtful) 

• •• 

50.828 


Unexpired Insurance 


• •• 

••• 

27,606 


Customs Deposits 


• •• 

• •• 

1,110 


Investments at cost 



• •• 

4,00,782 


Interest accrued on the above 

• •• 

• •• 

• •• 

12,811 


Forfeited Shares Account 

• •• 

• •• 

• •• 

9,343 


Cash with Banks on F.D. - 




6,00,000 


Cash with Banks on Current Accounts 

• •• 


1,91,641 


Cash in hand 


• •• 


12,559 


Subscribed Capital 





5,60,350 

Calls in arrears 





6,582 

Calls in advance 



• *» 

4,93,315 

I 

Reserve Fund 



• •• 


1,50,000 

Dividend Equalisation Fund 





25,000 

Provision for Doubtful Debts 

• •• 




15,367 

Unpaid Dividends 



• •• 


1,17,682 

Liabilities for— 


- 




Goods supplied ... 

• •• 

• •• 



9,50 i 

Expenses ... 


• •• 



1,54,336 

Other finance ••• 





47,416 

Voyage receipts 

... 


• •• 


3,92,178 

„ expenses 


• •• 


2,14,637 


Interest , ... 



• •• 


19,78B 

Transfer Fees 





- 1,630 

Expenses ot Management 



••• 

1,28,262 


Depreciation 

— 


... 

26,406 



— 


Rs." 

25,11,655 

14.99,831 





( 

[G.D.A.) 


(ifet Profit Rs, 57,100, Balance Sheet Total Rs>. 16,39,693.) 

42. From tlie following balances abstracted on 31st December 1937 from the Books 
of the Bombay Cotton Mills, Limited, prepare a Balance Sheet in the Form prescribed 
under &e Indian Companies Act showing full partieplars of the appropriation of Profit 
since the last Balance Sheet: — 

The Mill was started on 1st January 1932 with a Nominal Capital of Rs. 14^00,000 
divided into 7,000 Shares of Rs. 200 eadi. 

Out of the 7,000 shares 5,250 were issued to the public, but only 4,200 were actually 
taken up. Rs. 150 were called up per share. Out of Rs. 1,26,000 Book Debts, Rs. 21,000 
were due by Directors, Rs. 14 000 were ^ Doubtful, and Rs. 7,000 were Bad. Out of 
Rs. 6,09,000 Creditors, Rs. 49,000 were due to merchants for Stores, etc., Rs. 4,20,000 
due 'to Bank of India, Limited, for a fixed Loan which is secured by Mortgage on 
Buildings and Machinery, Rs. 1,05,000 due on Messrs. Dalai & Co.'s loan which is-secured 
by a charge over the Stock-in-Trade, Rs. 14,000 due for Excise duty, and the balance 
was duo tg .sundry unscem-ed Creditors, 
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per the B^^anre'sheet^a^ credit balance of Profit as 

paid^ 4e Svidmd fof ‘ ^ dividend at Rs. 20 per share be 

Fund, Rs. 10 000 to Emnlovpps’ ° j tie carried to the Reserve 

Expert It was 30>000 ^e written off the Preliminary 

TeTs p" "to?s p j"£trfcf ij?’” iS,™’ •'■■'* “ ““ 


Land . . . 

Capital 
Biuldings 
Calls in Arrears 
Creditors 
Reserve Fund 
Prdimiimry Ewjenses (including 
^ares)’^^^ tor Brokerage on 

^ores and Spare Gear"* 

Wages Due 
Godovm Rent Due 
Cash at Mill 
Stock-In-Trade (at cost)' 
une-xpu-ed Insurance 
Cash in Office 


trial 

Rs. 

70.000 

6.30.000 

3.50.000 

35.000 

6.09.000 

1.54.000 


BALANCE 


42.000 

91.000 
9,100 
3,500 
2A00 

2,40,000 

3,500 

12.000 


f 

Employees’ Bonus Fund 
Salaries Due 
Bad Debts Reserve 
Cash at Bank of India 
Live Stock 

Machinery \ 

Loose Tools 
Book Debts 
Unpaid Dividend 
t-rcdit Balance of Ppofit and Loss 
Account (after being credited 
3,51,200 for this year’s 
Profit and debited for Ap- 
propriations as per Resolutions, 
dated 3rd March and 5th 
September) 


Rs. 

14.000 
5,600 
6,300 

58,800 

5.000 

4.90.000 

1.19.000 

1.26.000 
3,500 


2 , 10,000 


43. The following • ’ B“fa«ce Sheet Total Rs. 16,10,000.) 

facturing Company, Balance at 30th June 1937 of tlie L. Y. Manu- 


Stoeb, June 30th, 1936 
Sales 

Purchases 
Productive Wages 
Discounts 
Salaries 

Rent ... 

General Expense's 
Profit and Loss Account, June 30th 1936 
Dividend paid, August 1936 ’ 

StaT--lo ^ 937 ”" 

Plant and Machinery 

::: 


£ 

7,^00 


24,500 

5,000 

700 

750 

495 

1,705 


500 

400 


35,000 


5001 


1,503 


3,750 

2,900 

1,620 


j' 10,000 
1,750 


325 

158 


1,550 


Stock, 30!h June 1937 


£ 50.303 ,1 50,303 


You arc reouired m , , "" "* -• ^^'200 'j 

«lune"l,<)3? *d Boss Account 

^te «lBo to provision in respert of latter dale. You 

(1) Deprecinto Machinery in-T f°“°wing:— 

(2) Reserve Sc; disemmT ° 

(3) Al!n.d„ eirf on Debtors, 

m 2 JC,. discount on Creditors 

(4) P.'ov!de Mminvin,. n- . 

(n 15% on the net piofit, before 

.(•O One Mondi’s Rent st c'ik- 

• <» s„ ™ ”” ="“■ 

<Gron Proft «f.,207, Net Pro/irkoffl *’ o 230 

‘ Sheet Total £16,050) 
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44. Prepare an Income and Expenditm-e Account’ and Balance Sheet from the 
following Trii Balance and particulars of the Associated Land and Building Co., Ltd., 
as on 30th April 1937. Make a Reserve of Rs. 147 for Audit Pee and Rs. 175 for repairs 
Interest on Mortgage has been paid to 31st December 1936. Two tenants, Lowji & Co. 
and Karsondas Bros., at Rs. 1,260 a year each have paid rent to 31st March 1937. The 
only other tenants are those mentioned in the Trial Balance. Provide for a" dividend 
of 6 per cent on the Capital and carry the balance to the Reserve Fund. 


Dr. Balances Rs. 


Incidental Ebqienses 

• « 

35 

Postages . . ... 


21 

Bank Commission 


28 

Interest on Mortgage 

• ^ 

1,680 

Secretary’s remuneration 
Patel, half-year’s rent due' 

31st 

560 

January 

, , 

560 

Dastoor, half-year’s rent'due 

28th 


February 


630 

Repairs and Painting '' 


245 

Fire Insurance 

• » 

84 

Stationery and Printing 
MuUa, half-year’s rent due 

31st 

U2 

December 1936 


840 

Heating and Ventilating 
Romer, half-year’s rent, due 

31st 

350 

March 

.. 

1,630 


Rs. 

Land and' Buildings . . 1,75,000 

Income-tax ' . . . . 259 

Kapadia, half-year’s rent due 31st 

December 1936 .. .. 630 

Bank . . . . . . 4,263 

Cr. Balances 

Registration and Transfer- Fees 7 

Bank Interest .. ,. , 105 

Reserve Fund .. .. 8,540 

Rentals . . ... . . 9,170 

Capital Account, 3,000 Shares of 
Rs. 35 each fully paid . . 1,05,000' 
Forfeited Shares . . . . 70 

A. Barton (Mortgage 4 per cent) • 63,000 

Creditors ' .. .. ' 1,085 

231 


(Surplus of Income over Expenditure Rs. 6,706, Balance Sheet Total Rs. 1,85,563.) 


45. From the following Trial Balance of the Premier Rubber Company, prepare 
Profit and Loss Account and Appropriation Account for the year ended 31st December 
1937 and Balance Sheet as on that date : — 


Share Capital, Authorised and Issued 

Leasehold Estate in Sumatra ... ... 

Development Account, 1st January, 1937 
Expenditure in Sumatra during 1937 ^ Rs. 

Upkeep of producing area, tapping, manufacturing, .. , 

shipping, etc. ... "'x.. ... ... 1,83,030 

Further outlays on areas not in bearing ... ' ... 51,060 


Rs. 

7,38,450 

2,96,720 


Buildings and Machinery 
Inventory of Cattle, Stores, etc. ... 

Stock of Rubber.in Store and in Transit at 31st December 1936 

Proceeds of Rubber sold 

Profit on Exchange 

Directors’ Fees ... ... 

Audit Fees ... ... ... . ... 

Income-tax ... ... ... • 

Interest on Deposit ... 

Transfer Fees 

Cash at Bankers and in hand ... 

Sundry Debtors ... ... ... ... 

Sundry Creditors ... ... ... . ... 

General Reserve ... ... - 

Profit and Loss Balance, after payment of Rs. 1,25,000 Final 
Dividend for 1936 ' ... ... 

Interim'^Dividend paid 31st July 1937 ... ’ ... • 


2,34,090 

1,37,200 

10,530 

1,42,410 


8,500 

2,540 

24,300 


74,880 

11,020 


25,000 


Rs. 

10,00,000 ' 


4,23,970 

140 


640 

100 


45,810 

1,50,000 

84,980 


Rs, 17.05 610117,05.640 


Provide 10 per cent Depreciation on Buildings and Machinery, carry Rs. 50,000 to 
General Reserve and provide for additional reppmeration of the Directors, viz., 2J% on 
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the profit for the year before charging Income-tax and General Reserve. The Stock of 
Rubber in Store and in Transit on 31st December 1937 was valued at Rs. 1,56,860. 

(B. Com.) 232 

(Gross Profit Rs. 2,55,390, Net Profit Rs. 2,25,722-4-0, Balance Sheet Total Rs. 14,63,000.) 


46. The following Trial Balance of the Universal Manufacturing Company on 
31st December 1937 (on which date tlie cashier had in hand Rs. 450) was prepared by 
an inexperienced Ledger Clerk 


Da. Balances 

Machinery 

Unclaimed Dividends 
Freehold Land 
Preliminary Expenses 
Sinking Fund for Redemption 
of Debentures 
Sundry Debtors 
Depreciation on Machinery 
Wages 
Salary 
Purchases 
Bad Debts 

Directors’ and Auditors’ Pees 
Interest on Debentures 
Insurance 

Depreciation on Buildings 
Cash at Bank 
Reserve Fund 
Returns from Purchases 
6% War Bonds 
Motive Power , 

Bills Payable 
Buildings 

Stock (31-12-1937) 

General Expenses 
Repairs 

Postage, Stationery, etc. 

Rent, Rates and Taxes 
Carriage 

Travelling Expenses 


Rs. 

9.92,700 

1,700 

1.50,400 

8,320 

2,50,000 

2.50.000 

55.000 

75.000 
20,913 

6.47.000 
3,400 

2.900 
6,000 

3.000 

15.000 
17,800 
47,600 

3,500 

1,00,000 

19.000 
9,300 

4,50,600 

1.37.000 
1,417 

3.900 
2,100 
6,200 

2.000 
1,050 


Cn. Balances Rs. 

Subscribed and fully called Capi- 
tal 12,50,000 

‘Discount on Debentures .. 5,000 

Interest on Sinking Fund Invest- 
ments . . . . . . 8,000 

Simeing Fund Investments . . 2,50,000 

Sundry Creditors .. .. 2,00,025 

Goodwill . . . . . -. 50,000 

Miscellaneous Receipts .. 400 

Loose Tools - , . . . 4,225 

4% Debentures (to be redeemed 
on 31-12-1941) .. .. 3,00,000 

Reserve for Bad Debts ^ . . 10,000 

Interest on War Bonds * , . 3,000 

Sales 9,83,500 

P. & L. Balance (Cr.) . . 

Returns from Customers .. 4,700 

Depreciation Fund .. 2,02,400 . 

Bank Charges .. .. 150 

Discount on Sales .. ^1,300 


Rs. 32,82,300 j Rs. 32,82.300 

Cl, to prepare Trading and Profit and Loss Account and Balance 

bbeet as required by the Indian Companies Act after making following adjustments _ 

Reserve for Bad Debts is to be maintained at 5% on Sundry Debtors. Directors’ 
TO H ^®'P™'’tded. Insurance is paid for the year ending 31st 

Fun.! f ^ n’ of Preliminary Kxpenses. Add Rs. 10,000 to Sinking 

Debentures. The Closing Stock includes goods worth Rs. 3,000 

The AuthmiSd ^Jassed through the Purchase Book. 

S 10^ is til It divided into 15,000 Shares of 

. 100 each. The Stock on 31st December 1936 was Rs. 1,30,000. (B. Cow.) 233 

(Amended Trial Balance Total Rs. 32,79.025/ Gross Profit Rs. 2,43,300, 
Net Profit 1.10.000, Balance Slieet Total Rs. 24,10,425) 

divided^'in^00^0^*^aL?°i^-?' ^td. whidi has an authorised Capital of Rs. 20r00,000 

accounts annuallv^to 3nth ^ ’t I been issued, makes up 

^vore as September. The Ledger Balances on 30th September 193^ 
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. • Freehold Property .. .. 4,36,260 

Plant and Machinery .. 2,27,460 

Share Capital ..10,00,000 

, Locomotives . . . . 58,000 

Steam Wagon .and Motor Car 7. 11,000 

Wagons , .. .. .. 1,76,000 

Coal Stock— 2,514 tons .. 14,630 

Preliminary Expenses . . 21,000 

Wages .. .. ’.,20,61,310 

Workmen’s Compensation Insur- 
ance (coal production account) 73,410 
National Health and Unemploy- 
ment Insurance (coal produc- 


tion accovmt) .. .. 9,280 

Timber and Pitwood .. 1,89,220 

Stores . . . . . . 82,190 

Repairg, . , . . , . 1,03,140 

Horses ^and Horsekeep .. 69,060 

Electric Power .. .. 42,470 

Rent, Royalties and Wayleaves 34,030' 
Rates ... . . • . 25,030 


Stock Valuations on 30th September 

Timber and Pitv^ood 
Stores 

Horsekeep (balance of fodder) 
Coal— 2,274 tons 


Rs. 

Insurance .. .. ,. 3,000 

Betterment Fund Levy Account 

(debit balance) .. .. 2,020 

Wagon Revenue Accoimt (debit 
balance) . . . , 16,310 

Salaries . . . . . . 28,380 

Sales Agency Commission .. 14,050 

Directors’ Fees .. .. 3, ISC' 

Bank Charges . . . . 4,850 

Office Rent and Expenses . . 17,350 

Discount Account (credit balance) 3,830 
Sale&-2, 40,240 tons . .31,37,290 

Carriage, etc., on Coal .. 1,71,280 

Sundry Debtors . . . . 3,32,680 

Sundry Creditors . . . . 1,86,410 

Cash in hand . . . . 5,920 

Nation^ Bank, Limited (debit 
balance) . . . . 68,470 

Profit and Loss Account (credit 
balance) .. .. 1,34,020 

Dividend Account .. 1,00,000 

1937 were as follows : — ^ 

• Rs. 

10,110 

15,320 

• .. .. * .. 3,500 

10,100 


Horses were valued on 30th September 1937 at Rs. 20,450. One-third of the 
balance of Preliminary Expenses is to be written off. Depreciation is to be written 
off at:— _ ’ 

5 per cent on Plant and Machinery. 

7J per cent on Locomotives. ' . 

15 per cent on Steam Wagon and Motor Car. 

7J per cent on Wagons. 

The output during the year was 2,63,880 tons, of which 24,220 tons were consumed 
under boilers. 


Prepare Coal Production Account (showing proceeds and cost of production per 
ton of output disposable), Trading and Profit and Loss Account for the year to 30th 
September 1937 and Balance Sheet as on that date. • (B. Com.) 234 

(Gross Prolit Rs. 3,05,440, Net Profit Rs. 1,98,237, Balance Sheet Totol Rs. 1418,727.) 
48. On 31st December 1936, A, B and C convert their business into a Joint Stock 
Company with a Nominal Capital of Rs. 1,00,000 when tlieir Balance Sheet was as under;— 


BALANCE SHEET. 



Rs, 


Rs. 

Creditors 

14,000 

Land and Building 

. , 30,000 


Rs. 

Machinery 

.. 20 000 

A’s Capital 

. . 27,000 

Stock 

.. 10,000 

B’s r, 

.. 21,000 

Debtors . . 

.. 20,000 

C’s „ 

. . 18,000 

• 



66.000 




Rs. 80,000 

i 

Rs. JSOfiOO 


The follov/ing arrangement was agreed upon by all the partners: — 

(1) A Goodwill Account was to be created for Rs. 28,000, 

(2) Land and Building, Machinery and Slock to be taken over by the Company 

at book value. , 
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(3) The Company to allot shares for Rs. 88,000 to the Vendors, as purchase 
consideration. 

(4) Book Debts were to be xealised and creditors were to bo paid-oil by the 
company on behalf of the Vendors. 

On. Slst December 1937, otlier Accounts stood as imder in the Company’s Ledger 


"Wages 

Carriage 

Discount allowed 
Repairs 

Rates and Insurance 
Coal 

General Expenses 
Purchases 

Preliminary Expenses 


Rs. 

4.000 
1,200 
1,300 

300 

400 

200 

1,300 

38.000 
700 


Debtors 

Cash 

A’s Drawings 

B’s 

C’s 

Sales 

Discount Charged 
Creditors 


Rs. 

23,000- 

200 

600 

600 

400 

6O4OO 

900 

5,200 


The Stock on hand on 31st December 1937 amounted to Rs. 23,000. 

The debtors on 31st December 1937 included Rs. 7,000 belonging to the Vencl^ 
Rs. 3,000 of whiclx was irrecoverable and should be written off. All the liabilities or me 
old firm have been discharged. Discount allowed and discount diarged included Rs. oUU 
and Rs. 100 respectively in connection with Vendors’ Debtors and Creditors. 

Pass the Journal Entries necessary for adjusting the Vendors’ Account (the same 
set of books being continued) and draw up Trading Account and Profit and Loss Accoun 
for the year ending 31st December 1937 and the Balance Sheet as on that date after making 
provisions as under: — 

Bad and Doubtful Debts Reserve at 5 per cent on Debtors. 

Unexpired Insurance Rs. 100. * 


Depreciation on machinery at 7J%. 


235 


(Gross Profit Rs. 29,700, Net Profit Rs. 25,600, Balance Slieet Total Rs. 1,20,500.) 
. 49. The following is the Trial Balance as at 31st March 1938 of the Indian ColUery 
Co., Ltd., with an Authorised Capital of Rs. 7,50,000 in 7,500 shares of Rs. '100 each 01 
which 5,000 shares have been issued and paid up to the extent of Rs. 87-8-0 each. 


Authorised Capital 
UnaUotted Shares 
Uncalled Capital 
General Reserve 
Leasehold Property 
Plant and Machinery 
Locomotives and Wagons 
Motor Car 

Horses . . . 

Coal Stock, « 1st April 1937, 
"ions 

Stores Stock, 1st April 1937 

Purchases of Stores during 

_year 

Debtors 

Creditors 

Cash at Bank 

Mine Wages 

Mine Timber ' 


980 


the 


Rs. 

7.50.000 

2.50.000 

62.500 
40,000 

2,00,000 

1.80.000 

43.500 
1,800 
.5,500 

5.000 

3.000 

32.500 
1,35,600 

24,300 

58,400 

5,68,750 

36.850 


Mine Repairs 

Electric Power and Li^tin^ 
Mine Rent and Royalties 
Office Salaries 
Sale Expenses 
Carriage on Coal 
Office Expenses 
Sales, coal 67,500 tons 
Sales, stores ' 

Directors’’ Fees 
Discounts aUowed 
Discounts received 
Interest phid 
Rates ^ . 

Insurance 
Home Grain and Stable Requisite; 
Dividend Account 
Appropriation Account, 

1st April 1937 


Rs. 

26,750 

26,800 

15.000 

12.000 
S-OSS 

45,800 

2.500 
9,00.000 

’siooo 

^ 4,000 

10.500 
5.700 

1.500 

2.500 
7,000 
4,750 

35,000 

57.500 


Timber* valued as under Coal, 1,195 tons, Rs. 6,000: 

bf" 2.500 ; Horse Grain, Rs. 1,000. The following adjustmenls 

^ in P^P^e^ation of Machinery and Plant, 10 per cent; locomotives ^ 

lO^PT^ Vpnt horses, 20 per cent; motor car, 10 per cent; leasehold 
■ “ adv,ance Rs. 500. :pie output during the yea^ 

» ons, of which 5,()00 tons were consumed on. worldng account. 

Trading production per ton of disposable 

SfS "4 MSeHlS” “<> Account 

(Gross Profit Rs. 1,53,300, Net Profit Rs. 73,370, Bolance Sheet Total Rs. 5,97,670.) 
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50. The shareliolders o£ the Private Company, Ltd., having a nominal capital of 
Rs. 1,00,000, divided into 10,000 Ordinary Shares of Rs. 10 each, resolved: — 

(1) That the Capital be increased to Rs. 2,50,000 by the creation of 10,000 
per cent Ctunulative Preference Shares of Rs. 10 each and 5,000 Ordinary 
Shares of Rs. 10 each; 

(2) That the Private Co., Ltd., be converted into tire Public Co., Ltd, 


Prior to registration as a public company, tlie Directors, on 22nd October 1937, 
had valuations made of the freehold premises and fixtures and fittings, which valuations 
were respectively Rs. 2,00,000 and Rs. 10,000, 

The last financial year of tlio Private Co., Ltd., ended on 31st October 1937, and its 
Trial Balance at tliat date, before giving effect to the abovementioned increase of capital 
and valuation of freehold premises and fixtures and fittings, was as follows: — 


Debit. 1, Credit. 


Nominal Capital 10,000 Shares of Rs. 10 each 
Unsubscribed Capital, 1,600 Shares of Rs. 10 each 
Goodwill 

Reserves:— 1st November 1936 ^ 

General ... ... . ... 

Doubtful Debts 

Depreciation of Fixtures & Fittings 
Depreciation of Plant 

Freehold Premises, at cost 
Alterations to freehold'premises: — 

1st November 1934 

Less— proportion written off to 1st November 1936 

Mortgage on freehold premises 
Fixtures and Fittings, 1st November 1936, at cost 
Plant, 1st November 1936, at cost 
Stock, 1st November 1936, at cost 
Debtors and Creditors 
Bank Overdraft 
Purchases and Sales 
Returns, Sales and Purchases 
Directors’ Fees 
Factory wages and expenses 
Salaries 

Office Expenses 
Repairs 

Advertising 

Interest 

Discounts allowed and received ... 

Lighting Charges ' _ ... 

Travellers' Expenses and Commission 
Rates ... ... 

Municipal Taxes 

Insurance ... ... 

Income-tax 
Dividend Account 

Appropriation Account, 1st November 1936 


Rs. 

15,000 

1,000 

'5,000 

600 


1,200 

400 


, Rs. 

Rs. 

Ii.oo.ooo 

16,000 

20,000 

1 

) 


1 21,600 

T., 50, 000 

800 

ll,15,000 

8,500 

■ 2,500 

67,500 

1 ' 

33,000 

, 11,540 

1 15,000 

1,05,500 

2,02,000 

1,500 

300 

3,000 

16,500 

15,000 

3,000 

- 

160 


9,000 


6,000 


800 

1,300 

700 

2,800 


1,000 


3,500 

t 

750 


830 


8,400 


- 

10,000 

4,76,740 

4,76,740 




Stock, 31st October 1937, was valued at Rs. 66,000. Show and give effect to your 
entries for (1) increase of capital ; (2) writing up of freehold premises, and fixtures and 
fittings as per valuations, and the consequential adjustments with regard thereto ; also 

provide for the following : — - ' 

(a) Income-tax and Super-tax estimated at Rs. 3,950 ; (b) Depreciation of plant, 
10 per cent on original cost ; (c) Accrued interest on mortgage, Rs, 2,030, and on over- 
draft, Rs. 750 ; (d) Bad debts, Rs. 900. Stafe the Trading, Profit and Loss 'and Appro- 
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priation Accovmts of the Private Co.,' Ltd., for the year ended, and Balance ° 

3l£t October 1937, differentiating under the item “Reserves,” capital profits and 
available for dividend. " 

(Gross Profit Rs. 76,600, Net Profit Rs. 24,180, Balance Sheet Total Rs. 4,80,650.) 

51. The following is the Trial Balance of the Manufacturing Company, Ltd., for the 
year ending 31st December : — 


Dr. Balances 

Rs. 

Calls in arrears 

.., 7,500 

Freehold Premises 

.. 3.00,000 

Plant and Machinery 
Interim Dividend paid, 

.. 3,30,000 

1st August 

. . 37,500 

Stock (1st January ) 

.. 75,000 

Furniture and Fixtures 

.. 7,200 

Sundry Debtors 

. , 87,000 

Cash in Hand 

750 

Cash at Bank 

. . 39,900 

Purchases 

.. 1,85,000 

Preliminary Expenses 

.. 5,000 

Sinking Fund Investments 

. . 75,000 

Manufacturing Wages 

... 84,865 

Repairs and Renewals 

. . 4,300 

Coal, Gas and Water 

. , 2,450 

Rates and Taxes e 

. . 1,800 

Salaries 

. . 14,500 

Travelling Expenses 

., 2,000 

Discounts 

.. 6,375 

Directors’ Fees 

.. 5,725 

Bad Debts 

. . 2410 

Debenture Interest Paid 

. . 9,000 

Carriage 

.. 1,765 

Freight 

. . 8,900 

Trade Charges 

y 

.. 2,360 

Rs. 12,96,000 


Cr. Balakccs 


Rs, 


Authorised Capital 60,000 shares 
of Rs. 10 each .. •• 6,00,000 


Subscribed and fully called up 
Capital 

Debentures 6% 

Balance of P. & L. Appropriation 
Account last year 
Bills Payable 

Sundry Creditors . . ; • 

Sales . . • . , ■ ■ 

Sinking Fund for redemption of 
Debentures 

Bad and Doubtful Debts Reserve 


4.00. 000 

3.00. 000 


14,500 

38,000 

50.000 

445,000 

75.000 
3,500 


. Rs. 12,96,000 


Prepare Trading and Profit and Loss Account and Balance Sheet after rnaking 
the following adjustments ; — 

Depreciate Plant and Machinery by 10 per cent. Write off Rs. 500 from 
Expenses. Add Rs. 15,000 to Sinking Fund. Provide half-year’s Debenture tote 
Leave Bad and Doubtful Debts Reseiwe at 5 per cent on Sundry Debtors. 

31st December was Rs. 95,000. ■ 

(Gross Profit Rs. 1,52,020, Net Profit Rs. 60,500, Balance Sheet Total Rs. 9,06,350.) 

52. The Silver Ore Co., Ltd., was formed on 1st April with an 

Capital of Rs. 6,00,000 divided into 30,000 Ordinary Shares of Rs. 10 each and ^ ’ 
5% Cum. Preference Shares of Rs. 10 each. The whole of the Ordinary Shares , 

issued and fully paid, but of the Cum. Pieference Shares 22,000 only were issu_e(^ , 

of these 21,900 were fully paid. From the following Trial"Balance prepare Trading 
Profit and Loss Account and Balance Sheet on 1st April following : — , 

Rs. 


Balance at Bank 
Crudiing Plant & Machinery 
Cost to date of sinking. Mine 
Land 

Expenses of Promotioa of Co. 
Royalties paid 
Light Railway cost 
Wages of Miners, etc. 

Wagons 
Advertising 
Carriage paid on Crushing Plant 
ana Machinery .. 


Rs. 
1,05 500 

40.000 

20.000 
2,00,000 

6,000 

10,000 

12,000 

74,220 

5,000 

5,000 

1,800 


Ordmary Share Capital 
Preference Share Capital 
Silver sold ..(Cash) 

Other miner's sold 
Bank Interest 
.Dividend received on InvestmOTt 
Interest received to 31st December 


3,00,000 

249,750 

1,70.000 

9500 

2,700 

3400 
1400 
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E'-ection of Sheds 
Legal Expenses 

Oil • 

Repairs to Plant 

Coal 

Office Furniture 
Salaries 

' Cash in Hand 
Directors’ Fees 

Investment in Madras Tin Mines, 
2,000 Ordinary Shares of 
Rs. 50' each, Rs. 40 paid up 
Broker’s Charges, etc., on same 
Deposit Accoimt at Bank 3% per 
annum 
Loose Tools 


Rs. 

15.000 
1,000 
2,000 

900 

4.500 

1.500 

20.000 

530 

7,000 


80,000 

1,000 

89,000 

4,400 


Rs. 7,06,350 




Rs. 


Rs. 7,06,350 


Depreciate Plant and Light Railway at 15% per annum. Wagons are valued at 
Rs. 4,000 and Loose Tools at Rs. 3,000, Promotion Expenses to be charged over a 

period of ^ three years. Value of Silver Ore on hand Rs. 15,000. On 21st December , 

the Directors decided to forfeit the 100 shares on which only Rs. 7-8 per share had 
been paid up_. - 239 

t 

(Gross Profit Rs. 1,03,780, Net Profit Rs. 65,177-8, Balance Sheet Total Rs. 5,84,927-8), 

53. The following balances appear at 31st March 1938 in the books of The Publicity 
Press, Ltd., whose Authorised Capital of 250 Ordinary Shares had been increased during 
the year by the creation of 12,450 Preference Shares of Rs. 15 each: — 


Rs. 

Ordinary Share Capital ,. 3,750 

Preference Share Capital . . , 93,750 
Cash at -Bank ,. .. 17,505 

Cash in Hand .. .. 105 • 

Sundry Debtors, as per Sales 
' Ledger . . . . 91,125 

Reserve for Bad and Doubtful 
Debts . . • • 12,000 

Office Fruniture and Fixtures .. 6,990 

Goodwill . . • • 18,000 

Commission payable in respect of 
additional Share Capital sub- 
scribed j. ’ .. . . 3,105 

Stamp Duty and Registration 
Fee payable qn increase of the 
Capital of the Company .. 1,950 ’ 

raJVIotor Car— Balance - as at 

“ 31-3-1937 ,. .. 8,565 

Profit and Loss Account— Debit 
Balance-' as at ' 31st March -y 
1937 .. .. .. -1.6,800 - 

Sundry Creditors, as per Bought 

Ledger . . . . 41,220 

Loan Creditors , . . . 15,000 

Revenue from Advertisements 1,96,545 
Discounts received .. .. 75 

Printing . . . . . . 35,550 


Paper 

• • 

Rs. 

8,805 

Blocks and Drawings 

• • 

1,695 

Rent, Lighting and Heating 

* « 

3,000 

Telephone , . '. . 

• • 

1,380 

Subscriptions received 


70,000 

Salaries 


43,470 

Travelling and Entertaining 

Ex- 

25,515 

penses 

• • 

Commission ^ 

• • 

12,195 

Translators’, Contributors’, 

and 

Editorial Charges 


17,895 

Stationery and Advertising 


2,445 

Bank Charges 


175 

Transfer Fees 


15 

Legal Expenses 


295' 

Audit Fee 


500 

Postages 

• 

19,450 

Wrapping Charges 


3,750 

Bad Debts 

t 

7,380 

Trade Expenses 


6,120 

Assurance ■ Premium on life 

of 

Managing Director (payable by 

y. 

the Company imder special 


agreement) 

Directors’ Pees 


1,815 

* J 

2,850 

Interest on Loans 


^ 2,925 

Plant and Machinery 

. 

71,000 


Stock of paper on hand at 31st March 1938 was estimated at Rs. 1,500. Provide 
Depreciation on Office Fumitmre and Motor Car at 10% and 20% per annum respectively, 
and Plant and Machinery at 7i% per annum and increase Reserve for Bad and DoubtM 
Debts to Rs. 15,000. _ 



528 


ADVANCED ACCOUNTING 


The following amounts were owing by tlie Company at 31st March 1938, in addi- 
tion to the liabilities shown by the Books : — ^ ' 

Rs. 

Directors’ Fees .. .. .. .. 1,170 ' 

Salaries . . . . . . . . . . . . 1,665 ^ 

Trade Expenses .. .. .. .. 1,290 

The Advertisements and Subscriptions received but attributable to the next period 
amounted to Rs. 4,000 and Rs. 5,500 respectively. Outstandings due from Advertisets and 
Subscribers and not included in the above were Rs. 9,000 and Rs. 2,500. Prepare a 
Trading and Profit and Loss Account and Balance Sheet. 240 

(Gross Profit Rs. 1,82,900, Net Profit Rs. 58,063, Balance Sheet Total Rs. 2,23,608.) 

54. The Nominal Capital of the All India Steam^p Co., Ltd., is Rs. 25,00,000 half 
in 6% Cmnulative Preference Shares of Rs. 100 each and half in Ordinary Shares or 
Rs. 10 each. There were also 5% Mortgage Debentoe Bonds of Rs. 20,00,000 issued at 
950 repayable at Rs. 1,000 in twenty equal annual instalments, in respect of which 
drawings had been duly made on 1st January 1937, and at 1st January 1938. The 
Managers are entitled to a remuneration of 24% on the Gross Freight mid Passage 
Money. The Trust Deed provides that Depreciation at the rate of 6% per annum on me 
original cost of the steamei-s should be charged to Profit and Loss Accormt during tire 
time a vessel as owned_by the Company, and that the siuylus, if any, over the 7 P -t 
of a steamer, on realiiation, should be carried to a “ Contingency ” Account, any dencrt 
to be charged to Profit and Loss Account. The s.s. London was acquired on 1st JMua^ 
1936. The Ordinary Shares on which the final call was unpaid were forfeited by tne 
Board on 31st March 1937, and have not been reissued. Draw up the Balance Sheet as 
on 31st December 1937, and Profit and Loss Account for the year ended that date, fro® 
the above information and the following Trial Balance. Ignore Annas and Pres. 


Dr. Bauutces 


Rs. 


10 vessels at 


s.s. Manchester 
S.S. Liverpool 


45,00,000 


5,00,000 


Cost of Fleet, 

Rs. 4,50,000 
Purchase of 
9-6-1937 
Purchase of 
22-12-1937 .. ■ 4,75,000 

Repairs and Maintenance ■ lj2,200 

Port charges. Pilotage & Towage 4,15,700 
Agency and Commission ., 80,600 

Stevedoring and Cargo Charges 5,03,100 
Insurance of Fleet .. .. 2,37,650 

Wages 3,82,500 

Provision and Stores .. 3,48,500 

B^em .. .. 6,95,600 

Office Expenses .. 28,160 

Directors’ F(;es paid for the year 5’,650 
Audit Fees (1937 Accounts) .. 3,150 

Solicitors’ Fees paid for the year 940 
Final Call unpaid ofl 1,000 Ordi- 
riary Shares .. 5000 

Debenture Interest (31-12-37) 95,000 

Preference Dividend (31-12-37) 75,000 

Discoimt on Debentures ., 93,000 

Sun^ Debtors 4,04^000 

Cash at Bankers and in Hand .. 2,84,360 

Rs. 92,47410 


Cr. B'iiLANCES 


Es. 


Preference Share Capital issued 12,50,W 
Ordinary Share Capit^ ■JS’nn’nno 

First Mortgage Debenture Bonds 19,00,''“ 
Recovered from Underwriters on 
total Loss of s.s. London wreck- 
ed 5-5-1937 .. 

Gross Freight & Passage Money 34,72,uu“ 
Creditors, including unpaid De- 
benture hiteijest and Preference 


Dividend 

Interest on Deposits 
Bills Payable 
' Depreciation Account as on 
1-1-1937 

Profit and Loss Accoimt — Balance 
on 1-1-37 after payment of 
Ordinary Dividend for 1936 .. 


3.51.W0 
. 1,000 
.. 2,75,000 


4,45,000 

27,400 


Rs. 92,47410 


2,02,950, Balance Sheet Total Rs. 58,03400-) 
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Premium Rs, 1,970 ; Wages paid in advance Rs, 840 ; Reserve to be created for Bad 
Debts Rs. 7,500 ; .Write ofE the following depreciations ; Machinery and Plant 10%, 
Horses and Vans Rs. 1,460, Land and Buildings 2S;%. Stock 31st December 1937 
Finished Goods, Rs. 1,32,410 ; Raw Materials and Unfinished Goods, Rs. 51,920. Prepare 
Trading and Profit and Loss Accounts and Balance Sheet on 31st December 1937. 


Dr. Balances 

Goodwill Account 
Pension Fund Investments 
Stable Expenses 
Company’s Contribution to Pen- 
sion Fund 

Bonus paid to Employees 
Gas, Electricity and Water 
Managei’s Salary 
Purchases 
Directors’ Fees 
Boxes and Packing 
Discounts allowed 
Sales Returns 
Carriage 
Stock in hand, let January — 
Finished Goods 

Materials & Unfinished Goods 
Cost of Repairs to Machinery 
and Plant 

Debtors as per Sales Ledger 
Bad Debts written off 
Factory Wages 
Interest paid on Debentures 
Postage and Stationery 
Horses and Vans 
Audit Fee and Legal Charges 
•Machinery and Plant Account 


Re. 

50.000 
45,400 

4,210 

5,000 

7,630 

15,670 

15.000 
9,76,510 

2,500 

6.740 
12,510 

9,460 

34,600 

1,12,640 

84,570 

2,930 

1,62,450 

3,150 

72,990 

2,385 

4,440 

9,460 

2.740 
74,550 


General' Expenses 
Cost of Trade Catalogues 
Bank Charges 

Rent, Rates, Taxes & Insurance 
Office Salaries 
Bills Receivable 
Advertising 

Freehold Land and Buildings 
Cash at Bank 
Cash (Pension Fund) 

Cash in hand 
Profit & Loss Account (1st Jany.) 


Rs. 

9,390 

2,560 

170 

U,730 

42,160 

19,310 

4,700 

1,84,420 

32,590 

4,400 

750 

12,360 


Cr. Balances 

Ordinary Share Capital Account 
Preference Share Capital Acet. 

Pension Fund 

Debenture Capital (100 5% De- 
bentures of Rs. 500 eadi) 
Transfer Fees received 
Purchases Returns 
Bills Payable 
Discounts received^ 

Sales 

Creditors as per Bought Ledger 


3,58,200 
1,00,000 
49,800 

50,000 
15 
12,430 
21,620 
19,780 
13,12,760 
1,17,470 

242 

(Gross Profit Rs. 1,92,460, Net Profit Rs. 58,379-8, Bolonce Sheet Total Rs. 7,56,944-8.) 

50. The following is a Trial Balance extracted from the books of the Seaface Hotel 
Co., Ltd., on 31st December 1937, from which prepare Revenue Account and Balance 
Sheet. Nominal Capital of Rs, 2,50,000 divided into 10,000 5% Cumulative Preference 
Shares of Rs. 10 each, and 10,000 Ordinary Shares of Rs. 10 each and S^lOO Deferred 
Shares of Rs. 10 each. Resenm for Debenture Interest, Unpaid Wages and Salaries 
Rs. 1,280. Stock, 31st December 1937 : Beer, Wines, Spirits, etc., Rs. 25,200 ; Provisions 
Rs. 1,640. D^reciate furniture and fittings 5% for the year. 

Prepare Profit and Loss ’Appropriation Account assuming that after tlie Ordinary 
Shareholders are allowed 10%, the -Deferred Ordinary Shareholders are to be paid a 
dividend of 10%, and Balance carried forward. 


Dr. Balances 

Pm chases ; — 

Beer, Wine and Spiril, etc. 
Provisions 
Wages and Salaries 
Rates, Taxes, Insurance, Licen- 
ces, etc. 

Laundry 

Coals 

Carriage and Porterage 
Sundry Trade Expenses 
Advertising 


Repairs 
Freehold Land and Buildings 
Furniture and Fittings 
Stock on Ist Janu.iry 1937 :~ 
Beer, Wines, Spirits, etc. 
Provisions 
34 - ' 


Re. 

-54,500 

45,800 

52,300 

18,900 

3,130 

1,290 

2,360 

5,840 

4,710 

2,080 

3,50,000 

36,710 

21,280 

3,200 


Cr. Balances Rs 

8,500 5% Cumulative Preference 
Shares 85,000 

9.000 Ordinary Shares fully paid 90,000 

5.000 Deferred Ordinary Shares 

issued to vendors as fully paid 50,000 

Takings— Beer, Wine, etc. .. 78,620 

Sales of Food 62,630 

Apartments . . . . , . 81,910 

Bifliards 2,120 

.Sundry Receipts .. .. 2,155 

Dkeounts received . . . . 3,900 

Transfer Fees 60 

2.000 44 % 1st Mortgage Deben-. 

tures of Rs. 100 each 2,00,000 

Profit and Loss Account, 1st 
January 1937 .. .. 15,100 

Sundiy Creditors . . , . 49,800 
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Dn. Balances — Contd. Rs. 

Cash in hand 1,240 

Preliminary Expenses . . . . 8,640 

Debenture Irrterest to 31st Octo- 
ber 1937 . . . . . . 7,500 

Investments . . . . 50,690 

Goodwill at cost to Company . . 1,00,000 
Interim Dividend on Preference 
Shares 1. year to 30th June 1937 2,125 

Debtors for apartments not yet 

entered 1,520 

Additions to Freehold . . . . 21,120 


j ' Cr, Balances— Contd. * Es. 

Reserve Fund 

' Apartments not ^t^t entered 
1 -Central Bank of India, Ltd. 

f 


50,000 

1,520 

22,120 


243 


{Net Profit Rs. 32,249-8, Balance Sheet Total Rs. 5,94,924-8.) 

57. The Madras Tobacco Co., Ltd., was registered on Ist April 1937, vatli a 
Nominal Capital of Rs. 3,00,000 divided into 25,000 Ordinary Shares of Rs. 10 each ana 
500 Prefeience Shares of Rs. 100 each; 22,179 Ordinary Shares were allotted 
application) , called up and fully paid, with the exception of Rs. 320 (“ calls in arream , 
while the whole of the Preference Shares were allotted and paid up before 31st March lOoo. 


On Slst March 1938, in' addition to the above transactions, tlie following were the 
Ledger Accounts Balances of the Company. You are required, after making the adjust- 
ments stated below, to prepare a Trading Account and a Profit and Loss Account lor 
the year ended 31st March 1938, and a Balance Sheet as on that date. The Stock-in- 
hand as on 31st March 1938, was valued at Rs. 1,64,550. 


Ledger Accounts Balances Rs. 


Cash in hand . . . . . . 1,290 

Rent • 6,200 

Gas and Electric Light .. .. 1,820 

Rates and Taxes 2,030 

Licence and Insurance . . . . 2,090 

Trade Expenses 5,060 

Electric Power 630 

Interest and Discount (Dr. Balance) 32,750 
Sales — 

Tobacco, 2,56,930 

Cigarettes 6,14,600 

Shorts and Sundries .. 75,650 

Sales Returns — » 

Tobacco . . . . . 4,270 

Cigarettes 10,360 

- Shorts and Sundries . . . 1,930 

Purchases — 

Tobacco 7,40,290 

Sundries 23,000 

Boxes 30,530 

Purchases Returns — 

Tobacco 17,450 

Sundries . . . . 1,620 

Boxes 470 

Bad Debts (written off) . . 2,470 

Wages (Manufacturing) .. 75,170 

Salaries 15',870 

Carriage 8,960 


Rs. 


Travellers’ Salai-ies, Commission 

and Expenses 

Printing and Postage 
General Expenses 
Plant and Machinery 
Fixtures and Fittings 
Advertising and Samples 
Profit & Loss Acet. (Dr. Balance) 

Legal Expenses 

Audit Fee 

Stock . . . . ' • • 

Bad Debts Reserve 
Sundry Creditors ^ 

Sundry Debtors 

Cash at Bankers 

Adjustjients 
Insurance paid in advance 
Rates paid in advance 
Owing for Salaries 
Owing for Electriy Light 
Owing for Electric Power . . 
Depreciation, Plant & Machinery 
10 per cent. 

Depreciation, Fixtures '& Fittings 
7J per cent. 

Reserve for Bad and Doubtful 
Debts, 2^ per cent on the 
amount of the Sundry Debtors. 


14,790 . 
3,470 
930 
34,200 
11,600 
9,040 
4,790 
530 
1,050 
1,75,320 
5,420 
2,29,700 
2,43,600 

9,270 


490 

320 

400 

310 

180 


244 


{Gross Profit Rs. 55,570, Net Loss Rs. 42,360, Balance Sheet Total Rs. 5,08,180.) 

STS A? 
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- 

Rs. 

Ordinary Share Capital 

3,00,000 

Preference Share Capital 

4,00,000 

Sales — ^Rangoon 

15,10,000 

„ Colombo 

4,70,000 

Purchases — ^Rangdon 

12,00',000 

Colombo 

3,00,000 

Stock, 1st January 1937 — 

Rangoon 

2,10,000 

Colombo 

65,000 

Wages — ^Rangoon 

25,000 

Colombo 

3,000 

Carriage, Cartage and Freight — 

Rangoon 

10,000 

Colombo 

1,600 

Investments 

2,50,000 

Income from Investments 

10,000 

Trade Expenses — Rangoon 

32,500 

„ „ Colombo 

4,000 

Electric Li^t, Gas, Fuek& Wate 

— 

Rangoon 

11,500 

Colombo 

3,200 

Goodwill 

1,50,000 

Sundry Debtors — ^Rangoon 

4,00,000 

„ „ Colombo . 

32,500 

Buis Payable 

23,500 


Rs. 

Salaries and Travelling Expenses — 

Rangoon 70,100 

Colombo 9,700 

Printing, Stationery and Adver- 
tisements — ^Rangoon . . 53,000 

Colombo . . . . 5,000 

Rent, Rates and Insurance — 

Rangoon 15,500 

Colombo 2,700 

Fixtures, Fittings and Furniture — 

Rahgoon 45,000 

- Colombo .. .. 6,000 

Sundry^ Creditors — ^Rangoon . . 1,90,000 

„ * „ Colombo . . 10,000 

Cash in hand — Rangoon . . 3,000 

„ „ Colombo . . 200 

Cash at Bank — Rangoon . . 70,000 

„ , „ Colombo .. 2,500 

Directors’ Fees 20,000 

Bank Interest (Cr. Balance) . . 2,100 

Preference Dividend — ^paid for half 
. year to 30, June 1937 . . 12,000 

Profit & Loss Acct. (Cr. Balance) 4,000 

Reserve Fund . . . . 1,00,000 


Make the following provisions : — < 

Bad Debts, Rangoon Rs. 7,500, Colombo Rs. 1,200 ; Wages accrued due, Rangoon 
Rs. 300, Salaries accrued due, Rangoon Rs. 400, Rent, one quarter’s ground-rent, Rangoon 
Rs. 1,000, Rates, Rangoon, accrued -due Rs. 1,500. Insurance, Rangoon, 6 months paid in 
advance Rs. 300. Charge Colombo and credit Rangoon with Rs. 2,500 for clerical work. 
Stock on 31st December 1937, Rangoon, Rs. 2,75,000, Colombo Rs. 80,000. 

Raise the Rangoon and Colombo Trading Accounts ; General Profit and Loss Account 
for the year 1937, and the Balance Sheet as on Slst December 1937. 245 

(Gross Profit : Rangoon Rs. 3,38,200, Coloinbo Rs. 1,77,200 ; 

Net 'Profit Rs. 2,93,100 ; Balance Sheet Total Rs. 13,20,500.) 

59. From the following Tiial Balance of the General Engineering Co., Ltd., on 
30th June 1937, prepare Trading and Profit and Loss Accounts and Balance Sheet. The 
Nominal Capital of the Company is Rs. 4,00,000 divided into 4,000 Ordinary Shares of 
Rs. 50 each, and 4,000 6 per cent Cumulative Preference Shares of ‘Rs. ,50 each, 


Dr. Balances 

Rs. - 

Stock-in-Trade, 1-7-1936 

..' 06,500 

Discounts 

3,000 

Carriage 

5,750 

Patterns . , 

. . 37,500 

Rates, Taxes, Gas & Insurance 

5.500 

Patents and Trade Marks . . 

. . 15,000 

Materials Purchased 

.. 1,23,250 

Wages 

.. 1,30,500 

Coal and Coke . 

.! 6,300 

Freehold Land and BuUdings 

.. 1,25,000 

Plant and Machinery 

. . 75,000' 

Loose Tools 

. . 15,000 

Goodwill 

. . 37,500 

Sundry Debtors 

. . 26.600 ! 

Bills Receivable 

. . 13,450 

Advertising 

. . 1,500 i 

Commission 

, ,■ 6,750 j 

Trade Expenses 

. . 5,600 

Repairs 

. . 4,650 ' 


Rs. 


Bad Debts 2,550 

Cash in hand 1,800 

Debenture Interest — ^half year to 

31st December 1936 . . . . 1.000 

Preference Dividend, half year to 
Slst December 1936 . . . . 3,000 

Directors’ Fees 5,000 

Bank Interest and Charges . . - 4,100 

Ch. Balakces ' 

2,000 Ordinary Shares , . . . 1,00,000 

2,000 Preference Shares . . . . 1,00,000 

4% Debentures . . . . . . . 50,000 

Provincial Bank, Ltd. (Overdraft) 75,700 

Sundry Creditors .. .. 17,800 

Bills Payable 6,250 

Sales 3,61,700 

Rents 3,650 

Profit and Loss Account . . 6,700 


I 
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The Stock at 30th Juno 1937 was Rs. 70,800. Write ofi Depreciation — ^Plant and 
Machinery, 5 per cent; Loose Tools, 20 per cent; Patterns, 10 per cent; Patents. arid 
Trade Mar'ks, 10 per cent. Provide 2i per cent on Debtors for Discount and Es. 2,150 
Bad Debts. 24G 

(Gross Profit Rs. 1,00,200. Net Profit Rs. 48,438-12, Balance Sheet Total Rs. 4,05,038-12.) 
Prepare Trading, Profit and Loss Accounts and Balance Sheet from the follow- 

' Rnlntm/i T * J ino^ . 


CO. 


Rs. 

Licensed and other properly . . 2,63,330 
Ordinary Share Capital . .. 1,25,000 

GTi- Preference Share Capital 

(Nominal Rs. 1,25,000) .. 1,24,800 

Calls paid on Forfeited Shares .. .20 

Goodwill _ 11,200 

Formation Expenses . . . . 2,150 

Prenuum on S.- alterations to Leases 8,050 

Wages 1,520 

Brewing Materials . . . . 15,125 

Moitgages on Licensed Property, 1,925 
Trade Defence Fund Contribution 

(half to he written off) .. 40 

Capital alterations to Property . . 705 

Commission (Dr.) 120 

Discounts (Dr.) .. .. 155 

Reserve Fund 5,000 

Ordinary Share Dividend (Interim) 1,875 


Sundry Creditors 


Rs. 

3,160 

Sundry' Debtors 


14,350 

Preference Share Dividends 


7,115 

Plant and Machinery 


3,550 

Barrels 


1,550 

Horses and Drays 


1,030 

Compensation Charges under 

the 


Licensing Act (half to 

be 

'440 

capitalised) 


Cash in hand 


20 

Cash at Bank 


1,895 

Interest on Debenture Stock 


1,070 

Railway Claims written off 


550 

Directors’ Fees 


250 

Furniture and Fittings 


105 

Amounts received on account 

of 

55 

Debts ^v^itten off 


General Trade Expenses 


4.D0 

Profit & Loss Account (Cr.) 


8,400 

Sales less "Returns 


24,890 

Rent (Cr.) 


2,805 

Beer- Duty paid, less amount 
charged off 


1,410 


Investments 4,810 

Reserve for Loss on Investments ’ 400 

Reserve for Doubtful Debts .. ICO 

4i.G Debenture Stock (1st July 

^530) .. .. .. 50,000 

Slock on .30th^Juno 1937 was Brewing Materials, Rs. 4,000 and Sundries Rs. 310. 

"s unexpired Rates. Write 15% off Barrels; 9% off Horses and 
Machine^': and 5% off Furniture and Fittings. S'il 

(Gross Profit Rs. 1U45, Net Profit Rs. 5,805-10, Balance Sheet Total Rs. 3,16,800-10.) 
„ .1 following Ledger Balances of the Southern India Tea Company, Wd„ 

on the 31st December 1937, prepare Profit and Loss Account and Balance Sheet. The 
Authonswl Capital of the pompany is 1,75,000 Shares- divided into 140,667 Ordinnr>- 
Sliavc.s of R.S. 5 each and a8,333 Preference Sliarcs of Rs. 5 each. The sales include the 
entire crop for the year, so that the question of stock need not be considered. 


Capital Account. 

Prefei ence ; — 
.5S.0CK! Oidy. irhares 
ami fully p,iid 
•in.OM Pref. Sli.ares 
and fully p.aid 


Ordinai-v and 
' Rs. 
issued 
. . 4,40.000 
bsued 
2,30,000 


Rs. 


Kstatr.. at co't 
Re.erve Fuixi 

Eypcnd'iure <>n Plantations'" 
Ir.trrim Dnidfiid 
Pnxiur.. for IV I ye.rr 1937 * 
runiUuriy 

W liie Chr-,; and M.aSeriak . . 

ill v.^iup uf socutitlcs 


6.70.000 
9.48.40S 

235.000 
3.97,025 

66.000 

6.21.875 

1,500 

1.020 

s3.19S 

1,420 


Advance to Coolies 
Bills Payable 
Sundry Creditors 
Office 3Sst.nblislunent'E.xpcnsos 
Reserve against advances le _ . 

coolies .. .. .. 5(,56U 

Commission, Interest on Securities 


Rs. 

1,13,550 

1,45,930 

95,560 

11.820 


and Transfer Foei 
Balance at Bank 
Dividend on Preference Shares . • 
Pinfit and Lo.ss (Cr.) 

Securitidt. at Market Prices" 

Sundry Debtors 

-Advance® received again- 1 .«bip- 
ments . . , . 


23,15'J 

32.59.5 

15,4OT 

27,455 

85.^10 

261,3!*' 

J|’< - 


i'l 35.17 *M(>w R<d., lot Ih.'* year 

'I'-Muj Ph-rt after tnijjsxr Profit and IjOss Accouttt 

3-0-. P..Vnnr and pltr^t «Ai«vtment, ;-Denr^ci.-dc Plirnl and 


1^ per cent Write off «2<» W PreliminW 
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Add £1,000 to Sinking Fund for Redemption of Debentures. Provide for a half-y,car’s 
Debenture . Interest due 1st January 1938. Leave Bad and Doubtful Debts Reserve 
at 5 per cent on Sundry Debtors. Stock £8,075. 


Dr. Balances 
Calls in arrears 
Freehold Premises 
Plant and Machinery 
Interim Dividend paid, 1-8-1937 
Stock, 31-12-1936 
Office Furniture 

Patterns 

Patents 

Sundry Debtors 
Cash in hand 
Cash at Bank 
Purchases 

Preliminary Expenses 
Sinking Fund Investments 
Manufacturing Wages 
Repairs and Renewals 
Coal, Gas and Water 
Rates and Taxes 
Salaries 

Travelling Expenses 
Discounts allowed 


£ 
500 
20,000 
22,000 
2,500 
19,000 
525 
5,150 
■I, 000 
27,700 
450 
8,800 
63,655 
800 
5,000 
29,500 
l,200f 
2,500 
1,750 
1,125 
1,075 
2,020 


Directors’ Fees 
Bad Debts 
Debenture Interest 


paid, 1-7-1937 


420 

250 

400 


Cr. Balances 

Authorised Capital £60,000 divi- 
ded into 60,000 shares of £1 

each 60,000 

Subscribed and fully called Capital 40,000 

Debentures 4 per cent . . . . 20,000 

Balance o£ P. & L. Account 

last account 2,140 

Bills Payable 9,000 

Sundry Creditors . . . , 17,700 

Sales 1,23,500 

Discounts received . . . . 1,180 

Sinking Fund for Redemption of 
Debentures . . . . '. . 3,000 

Bad and Doubtful Debts Reserve 3,250 

Royalties received . . . . 350 

Interest on Sinking Fund Investment 200 


{Natioml Union of Teachers.) 249 
(Gross Profit £17,270, Net Profit £6,360, Balance Sheet Total £97,800.) 

03. The Engine and Motor Co., Ltd., has a nominal capital of £100,000 divided into 
75,000 Ordinary Shares of £1 each, and 2,500 6 per cpnt Cumulative Preference Shares of 
£10 each. The books of the Company were balanced on 31st Ii^rch 1938, on which date 
a Trial Balance containing the following balances was extracted. "Before closing the books, 
the following adjustments are necessary : — (1) A portion of the prertiises has been sub-let 
since 1st January 1938, at £80 per annum, and the rent due to date has not been paid or 
passed through the books ; (2) The Insurance unexpired amounts to £30 ; (3) 11 months 
only of the Office Salaries have been paid; (4) Make the Reserve for Bad Debts equal 
to an amount representing 5 per cent on the Sundry Debtors (excluding Sundry Debtors 
for rent) ; (5) Write off the whole of the Preliminary Expenses ; (6) Write off tlie follow- 
ing depreciations: — (a) Plant and Machinery 10 per cent; (b) Office Furniture 10 per 
cent ; (c) Patterns 15 per cent ; (d) Patents 20 per cent. Stock on hand on 31st March 
1938 was valued at £23,995, and the Loose Tools at £2,730. Prepare Trading, Profit and 
Loss Accounts and Balance Sheet for the year ended 31st March 1938. 


Db. Balances £ 

Freehold Premises .. .. 12,675 

Plant and Machinery . . . . 11,595 

Calls in arrears . . . . 2,000 

Stock, 31st March 1937 . . . . 14,665 

Office Furniture ' .. .. 545 

Loose Tools, 31st March 1937 . . 3,125 

Patterns .- 3,155 

Patents 1,535 

Goodwill AetJount . . , . 3,000 

Sundry Debtors . . . , . . 31,215 

Cash at Bank — Current Account • 985 

Do. —Deposit . . 10,000 

Cash in hand 45 

Sales Returns . . . . . . 975 

Purchases ... . . . . 71,245 

Manufacturing Wages . . . . 25,595 

Repairs and Renewals of Plant ' 1,245 

Coal 2,705 

Gas and water 475 

Rates, Taxes and Insurance . . 865' 

Office Salaries 750 

Trade Expenses 2,165 


£ 

Bad Debts written off ., .. 615 

Directors’ Fees .. .. 300 

Carriage 4,155 

Audit Fee and Legal Expenses . . 205 

General Expenses , . . . 945 

Discounts allowed . . . . 1,235 

Preliminary Expenses . . 350 

Travelling Expenses . . . , 465 

Cr. Balances 

Ordinary Share Capital (50,000 

shares) 50,000 

Preference Share Capital (2,500 , 

shares) 25,000 

P. & L. Account balance, 31-3-37 1,545 

Sales 107,015 

Purchase Returns . . . . 1,675 

Sundry Creditors 12,805 

Bills Payable 8,765 

Reserve for Bad Debts, 31-3-37 1,165 

Interest on Bank Deposit Account 45 ' 
Discounts received 
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What dividend, if any, would you recommend the Directors io propose, taking into 
consideration the fact that the dividend on the Preference Shares for the ydar ended 
Slst March 1937, has not been paid? (London Chamher 0 } Commerce.) 230 

(Gross Profit £10,645, Net Profit £1,786-16-4, Balance Sheet Total £97,970.) 


61. The Chiddingfold Manufacturing Co., Ltd., was registered v/ith a nominal 
capital of £100,000 divided into 50,000 6 per cent Pi'efercnce Shares of £1 each, and 
50,000 Ordinary Shares of £1 each. Tlie books of the Company were balanced as on 
31st Januai-y 1938, on which date a Trial Balance containing tile following balances was 
extracted. Before closing the books, the following adjustments arc necessary : — Telephone 
Rent paid in advance £25 ; Traveller’s Commission owing £342 ; Rent due £379 ; 
Insurance Unexpired £541 ; Reserve for Discounts, etc., on Sundry Debtors £500. 
Write off the following depreciations; — ^Machinei’y and Plant 10 per cent; Carts and 
Horses £214 _ The Stock on hand as on 31st January 1938 was valued £34,839. The 
Directors dodded to write off the whole of the Building Account and to transfer £7,000 
to Reserve Account from the profits of the year. Prepare Trading, Profit and Loss 
Account and Balance Sheet to 31st January 1938. 


Dr. Balances £ 

Carriage, Dock Dues and Freight 4,773 

Advertising 549 

Fuel, Lighting and Water .. 2,163 

Postage and Incidentals .. 590 

Catalogue and Price Lists .. 41G 

Packing 543 

Machinery Repaiis .. .. 177 

Stable Expenses . . . . 913 

Office Expenses, Stationery and 

Telephone 1,022 

Debenture Interest . . . . ” 355 

Directors’ Salaries - . . , 1,095 

Buildings Account s . . . go3 

Machinery and Plant Account ., . 8,750 
Stock on hand, 1st February 1937 38,672 

£5,000 Consols (at cost) Invest- 
ment of Employees’ Super- 
•annuation Fund 
Cash in hai^d 
Horses and Carts 
Purchases 

Factory Wages 

Salaries & Travellei-s’ Commission 


Rent, Ratos, Taxes and Insurance 

Sales Returns 

Discount Account 
Bad Debts written off 
Bank Charges and Interest 
Legal Expenses apd Audit Fee 
Company’s Contribution to Super- 
annuation Fund 
Debtors per Sales Ledger 
Cash at Bank 

Cr. Balances 


3,173 

6,019 

2,702 

203 

42 

418 

510 

19,876 

5,784 


5,000 

20,000 


4,360 

210 

720 

102,664 

12,704 

10,691 


Ordipary Share Capital Account 
Preference Share Capital Account 
Debenture Account (200 of £100 
each at 41 per cent) . . • • 

Employees’ Superennuation Fund 4,360 
Transfer Fees , . . , • • J 

Purchases Returns .. •• 

Sales .. 174,493 

Creditors per Bought Ledger . . 4,340 

Bills Payable . . . . . . 

r, . (London Chamher 0 } Commerce.) _ 25^ 

(Gross Profit £44,943, Net Profit £18,730, Balance Sheet Total £73,516.) 

Balanf>^''?Wf"f Trading Account, Profit and Loss Account and 

1937 ’ ^he year ending Slst December 

of £1 each. Write off tlie whole of Preliminaiy 
at a unifonn rat^ Plant and Machinery, Office Furniture, Patterns and Patents 

of Deben^^in^^ 422,000 to the Sinking Fund for Redemption 

SuMiy DeSs swr® i'’"' Doubtful Debts at 5 per cent on 

ounary jjentors. Stock at the above date was £10,087. 

- „ . Balances 

Calls in arrears 
)Freeliold Premises 
Plant and Machinery .i 
Interim Dividend paid ! , 

Stock, 31st December 1936 
Office Furniture 
Patterns 


Patents 
Goodwill 
Sundry Debtors 
Gash in hand 


£ 

1,000 

18,000 

20,000 

2,000 

18,750 

625 

6,250 

3,750 

12,000 

37,500 

150 


' Cr. Balances 
■ Subscribed Capital 60,000 shares 
of £1 each fully paid 
Debentures 5 per cent 
Sundry Creditors , ... 

Balance to Credit of P. & L. Ac 
count 1-1-37 
Bills Payable 
Sales 

'Discounts received 


890 
15,500 
122.000 

__ 1,780 

^terest on Bank “Deposit’’’ •• 

Reserve for Bad and Doubtful Debts 


£■ 

60,000 

20,000 

16,800 
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Dk, Balances— C onfd, 


Cr. Balances— C onfd. 


& 


Cash at Bank on Current Account 

3,000 

Cash at Banlj: on Deposit 


12,000 

Purchases 


62,100 

Preliminary Expeftses 


400 

Sinking Fund Investments 


8,000 

Manufacturing Wages 


30,000 

Repairs and Renewals 


1,300 

Coal 


2,225 

Gas and Water 


175 

Rates, Taxes and Insurance 


1,250 

Office Salaries 


1,000 

Travelling' Expenses 


1,325 

General Expenses 


475 

Discounts .allowed 


2,120 

Directors’ Fees 


525 

Royalties paid 


450 

Bad Debts 


150 

Debenture Interest 


1,000 


“Sinking Fund for Redemption of 

Debentures ' . . . . 8,000 


“ This is 1 epresented by investments, and there is one year’s Interest at 3 per cent 
per annum due, but unpaid, at the date of making up these accounts. 

(National Union of Teachers.) 252 

(Gross Piofit £18,387, Net Profit £9,000-2-6, ‘ Balance Sheet Total £127,470-2-6.) 

. 66. The following is the Trial Dalance at 31st December 1937 of the Marine Hotel, 
Limited, having an authorised capital of £55,000 divided into 5,500 shares of £10 each. 

£ 

■ ... 8.030 


Cost of Wines, Provisions, etc., consumed (net) 

Capital issued 4,470 shares of £ 10 each ... ... 

Freehold (including construction and furnishing Hotel) at cost ... 105,000 
Extraordinary Alterations and Improvements (to be written off by 
equal annual instalments over the three years ending 31st Decem- 
ber 1939) at cost ... ... - ... ... ... 1,500 

Cash at Bank ... ,, ... ... ... .i. 1,484 

Cash in hand ... ' ... ... ... ... 238 

Debenture Interest (half year to 30th June 1937) ... ... 800 

Final Dividend for year ended 31st December 1936 ... ... 2,235 

General Reserve 
Hotel Receipts 

Insurances and Licences (including £ 132 Compensation Levy paid to 
5th April 1938) ... ... ... ... ... 421 

Interest on Deposit ... ... ... ... ' 

Interim Dividend at 3% free of tax for half year to 30th June 1937... 1,341 

Mortgage Debenture Stock (4 per cent) 

Profit and Loss Account (Balance from 31st December 1936) 

Rents received 

Repairs and Renewals ... ... . ... ... 1,320 

Reserve for Depreciation ... • ... 

Salaries, Wages and Commission ... ... ... 2,609 

Sundry Expenses (including fuel, lighting, water, rates, taxes, etc.) 2,732 
Secretary’s Salary ... ... ... ... 103 

Sundry Creditors 

Sundry Debtors ... ... ' ... • ... ... 470 

Stock of Wines, Provisions, etc., on Slst December 1937 ... 2,000 

Trade Expenses ... ... ... ... ... 1,230 

Wine, Bar and Billiard Room Expenses ... ... ... 1,525 

Do. do. Receipts 

£ 133,040 


44,700 


10,000 

22,749 


95 

40,000' 

6,237 

104 

5,000 


2,300 


1,855 


133,040 


From the above particulars, prepare a Trading Account and a Profit and Loss 
Acemmt for the year ended Slst December 1937, and a Balance Sheet as on that dale 
after charging £400 for Directors’ Fees, £125 for Auditors’ Fees; £400 for Reserve for 
Depreciation, and £1,000 for. General Reserve. (Chartered Accountants.) 253 

(Gross Profit £8,090, Net Profit £3,839, Balance Sheet Total £104,825.) 
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C7. On 31st December 1937, ibc following Trinl Balance was extracted from the 
Books of Messrs. J. Jones & Co., Ltd. ; — 


Ordinary Shares, £ 10 each 
6 per cent Preference Shares, £ 10 fach 
5 „ Debentures 

Calls in Arrear— Ordinary Shares 
•> i> <> —Preference Shares 

Freehold Property ... 

Plant and Machinery as on 31st December 1936 
Loose Plant and Tools 
'Materials 

Stock— Finished Goods 
Sundry Debtors 
Sundry Creditors 
Dividends paid : — 

On Preference Shares, 6 months to 31st December 1936 
On Ordinary Shares, 5 per cent for 1936 .1, 

On Preference Shares, 6 months interim to 30th June 1937 
Cottage Rents 
Reserve Account 

Profit and Loss Account, balance 31st December 1936 
Directors' Fees 
Auditors’ Fees 
Discounts off Purchases 
Debenture Trustees’ Fees ... 

Salaries 

Sales 

Bank Charges 

Purchases— Materials - 
Wsges 

Office Expenses ... ... 

Rates, Taxes and Insurance 
Fuel 

Travellers’ Salaries and Expenses '.!! 

Carriage on Materials 
Goodwill 

General Expenses ... .". 

Debenture Interest ... ... 

_ >> i> due 31st December 1937 ... 

Discounts to Customers 
^surance, Rates, etc., paid in advance 
Bank Overdraft ... ' 

Cash Book Balance ... 


750 

250 

37,459 

11.640 

2,645 

12,445 

9,744 

59,823 


1,200 

2,500 

1,200 


1,250 

105 

210 

2,645 

284 

82,278 

33,896 

568 

498 

2,620 

9,937 

3,149 

10,000 

3,285 

1,000 

2,400 

75 

148 


£ 294,004 


50.000 

40.000 

20.000 


lS,444 


195 

5,000 

5,446 


844 

149,795 


500 

3,780 

294.004 


Cion Capital of the Company was £180,000 divided into Ordinary 
£100,000 and G per cent Preference Shares £80.000. 

The Stocks on 31st December 1937 were ’ ' 


Shares 


£ 

11,546 

11,496 

2,315 


Materials 

Finished Goods ” ' ” ’ ’ ' 

Loose Plant and Tools " ” ” ” .. 

for Machinery, and £500 for provision 

DecemW 1937 n ^ud Profit abd Loss Accounts to 31st 

ecember 1937 and Balance Sheet as on that date. (Chartered Accountants.)' 2 d4 

(Gross Profit £28,705, Net Profit £6,150, Balance Sheet Total £143,420.) 

of Corporation, Limited has an authorised Share Capital 

of £1 each’. The Preference Shares and half in Ordinary Shares 

due 30th June 1937 io .ftm all issued for cash, but £1,000' of the final call 

fully paid. £20,000 ofVortKa^e' DpSw .Shares ‘were issued to the ° 

g ge Debentures, bearing Interest at 5 per cent per annuni; 
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were issued at 90. The -Book-keeper produces the following Trial Balance after the 
first year’s trading; — 


Ordinary Share Capital 


. 


£ 

50,000 

Preference Share Capital 

• •• 

• •• 


49,000 

First Mortgage Debentures 

... * 


... 

• 18,000 

Goodwill 

... 

• •• 

... 40,000 

Plates and Copyrights 

• •• 


... 15,000 


Stock, 1st January 1937 

... 


... 25,000 


Plant and Machinery 


... 

... 12,000 


Office Furniture and Fittings 



... 250 


Gallery Furniture and Fittings ... 



... 1,400 


Lease of Premises 

»«• 


... 8,000 j 

. 

Debtors 



... 27,000 , 

... j 


Creditors 



13,000 

Cash at Bankers 


• •• 

... 13,200 

Cash in hand 



150 1 


Cost of issue of Debentures 



400 ' 


Preliminary Expenses ... • 



... 1,200 1 

- 

Sales 


... 

... ' 

62,000 

Purchases, Printing, etc. 

• •• 


... 29,500 


Wages 



... 4,000 ’ 


Salaries, including Travellers ... 



.. 7,300 . 

* 

Ground Rent 



180 


Rates, Taxes, Insurance, etc. 



700 


Debenture Interest paid 



... 1,000 


Preference Dividend paid to 31st December 1937 


... 1,950 


Directors’ Fees 


... 

... 1,100 


Income-tax (deducted from Interest, Dividends and Directors) 

420 

Discount on Sales 



1,280 


Bad Debts written off 
-Admissions to Gallery; 



690 





3,680 

Commission 


• »» 

!!! -2,900 

General Expenses 



... 1,500 


Repairs and Renewals 



... 400 





£ 196,100 

jgyoo 

Write off: — ^Plates and Copyrights, 20 per cent; 

1 

Plant and Machinery 

7i per c 


Office Furniture, 10 per cent; Gallery Furniture, 15 per cent; Lease, £250; all the cost 
of Debenture Issue ; one-third of Preliminary Expenses ; one-half discount on Deben- 
tures. Reserve £210 Audit Fee, £1,500 additional for Income-tax and £500 for Doubtful 
Debts. The Stock on hand at 31st December 1937 was £25,500. Prepare Balance Sheet 
and Profit and Loss Account. (.Chartered Accountants.) 255 

(Net Profit £8,735, Balance Sheet Total £139,415.) 


09. On 31st December 1937, the Trial Balance of the Motor Engineering Company, 
Ltd., was as under ; — 


5,000 Ordinary Shares of £ l-each 

100 5 per centDebentures of £10 each 

Goodwill ... ... ... 

Freehold Property ... ... • 

Machinery and Tools 
Fixtures and Fittings 
Hire Cars 

Sundry Debtors . ... ... ... 

Stock of Accessories, Tyres, Petrol, Oil, etc., 31st December 1937 
Cash at Bank 
Sundry Creditors 

Reserve for Bad Debts, 31sl December 1936 
Accessories, including Tyres and Tubes (used) 

Petrol, Oil, etc. (used) 

Cost of Repairing Cars (W ages and Materials) 

Charges to Customers for Repairing Cars 


£ .|j 


2,000 

1.500 
100 

20 

500 

2.500 
250 

1,055 


2,000 ;| 
550 : 
750 ! 


^000 

1,000 


153 

80 


800 


ADVANCED AtCOUNTING 


74. J. Smith’s Balance Sheet showed the following Assets and Liabilities. 

£ s. d. 

Land and Building .. .. •• 150,000 0 0 

Stock .. .. . .. 100,000 0 0 

Work-in-Progress .. .. •• n n 

Sundry Debtors .. .. •• o5,000 0 0 


Patent Rights 
Cadi at Bank 
Sundry Creditors 
Sundry Bills Payable 


100,000 0 0 

43.000 0 0 

55.000 0 0 
8,000 0 0 
5,000 0 0 

50,000 0 0 
6,000 0 0 


A Limited Company (J. Smith & Co., Ltd.) was formed to .tp-ence 

for the sum of £350,000, payable as to £100,000 in Ordinary Shares, £100,000 m _gptag 
Shares, £100,000 in 4J% Debentures and the balance in cash, the Company 
to take over the Assets of J. Smith (with the exception of the Bank balance; 
liabilities to Creditors. - 

The registered Capital of the Company was £400,000 divided into 250,000 Or 
and 150,000 Preference Shares of £1 each. , 

50,000 Ordinary Shares and the balance of the Preference Shares were 
subscription by the public, payable 5s. per share on application, 5s'. per snare 
ment, and 10 s. per share one month after allotment. , 

The Issued Capital was fully subscribed, and the shares (including fte Vcn 
shares) and the Debentures w^re allotted by the Company on 1st March' j. the 

30th June all moneys due thereon had been received by the Company ^05 

amounts due on allotment and call accounts in respect of 200 Ordinary 
Preference Shares, and the Directors had discharged the Company’s Shares 

to the Vendor, paid the Preliminary Expenses of £5,000, and declared tn 
forfeited upon which allotment and calls were in arrears. . .j, 

Give the entries which should appear to record these transactions (in to a 
the Company’s Journal, Cash Book and Ledger. (Chartered Accountants.) ^ 

75. Make the necessary entries in Journal form to record the following transac 
in the Books of Accounts of a Limited Company: — 

(1) January 1st, 1937. The Company purchased from Vendors. Plant and 
valued at £5,000 Stock-in-Trade valued at £2,500, and Patent Rights valued at 

(2) January 10th, 1937. The Company aUotted to Vendors, in part 25 

purchase of these Assets, 800 fully paid Ordinary Shares of £10 each, OTCt 
Mortgage Debentures of £100 each in satisfaction of the balance of purchase 

(3) January 15th, 1937. The Company allotted to Applicants, 1,0M g,j 

Shares of £10 each, having received on same date £2 per share, the amount paj 
application and allotment. - . ' 

(4) February 15th, 1937. First Call of £2 per share made on 1,000 OrdiiW . 
Shares. 

(5) February 20 th, 1937. Payment of First Call received in full. . ■npbW 

(G) Mardi 1st, 1937. The Company received £2,500 in respect of 30 

duo to Vendors, agreed to be coUected on tlieir behalf. Vendors agreed to 
Mortgage Debentures of £100 each in payment thereof, and these Debentures v. r 
to them on this date. • ' . 

(7) April 1st, 1937. Certain Shareholders, being desirous of paying up cei,t 

due on their shares pending further Calls, the Company agreed to allow tlienr a P 

per annum Interest on calls paid in advance. £3,000 were received on this 
shareholders under this agreement. . , 

( 8 ) April 15th, 1937. The Company applied the sum of £2,300 j" 

BobonUircs of £100 each at a premium of 10 per cent v/ith £100 interest thereo 

or reuemption. , ^ 

In addition to ihe entries in the Books of Accounts, state briefly what 
must be made in the records of the Company in respect of the above fxnnsacuon- 

• (Incorporated Accountant''-) -ciiKS 

registered with a Capital of Es. 30,00,000 in Rs. 100 ' 

payable 20 on application and Rs. 30 on allotment. Jt 
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per cent Debentures to the extent of Rs. 2,00,000 at Rs. RllO per Rs. 1,000 debenture 
payable Rs. 240 on application including premium and the balance on allotment. 

The "Company acquires a business for Rs. 25,00,000 payable Rs. 20,00,000 in fully 
paid shares and Rs. 5,00,000 in cash. ^ 4 

The preliminary expenses amounting to Rs. 20,000 are paid out of the premium 
on debentures and the balance of premium is carried to reserve. 

Make tire Journal entries to record the above, write up the cash account and draw 
up a statement for incorporation in the Statutory Report. ■ (G. D. A.) 2G3 

(Cash Balance at Bank, Rs. 1,08,000.) 



The following figures are taken from the books of a firm as at 31st December 


^ ' Rs. 

Sundry Debtors * •• .. .. 55,700 

Stock • • . . . • 19,500 

Fixtures . • . . . . _ 4,500 

Plant and Machinery . . . . . . 40,000 

Investments, Schedule 1 . . . . . . 48,000 

Investments, Schedule 2 .. 35,000 

Trade Creditors . • . . . . 96,000 

Loans • • • • . . 90,000 


On 1st January 1937, a private Company was formed to take over the business, but 
the Investments Schedule 2 were retained by the partners. 

10,000 out of 25,000 Ordinary Shares of Rs. 10 each were issued to the Vendors 
as fully paid and 5,000 were issued for Cash. 

9,000 -out of 25,000 Preference Shares of Rs. 10 each were Allotted in discharge of 
the Loans of Rs. 90,000. 

Prepare a statement showing the position of the firm’s accounts on the formation 
of the Company, and draft a Balance Sheet of the Company, dealing with any difference 
according to your judgment. (G. D. A.) 264 

(Total of Balance Sheet of New Company, Rs, 3,36,000.) 

78. The following is the Balance Sheet of Jeejeebhai, Davar and Company on 


31st March 1937 

Rs. Rs. 


Rs. 

Sundry Creditors 

. . 10,832 

Furniture 

537 

Capital Accounts : — 


Stock . , . . ■ 

.. ' 6,042 

Jeejeebhai -• 

16,435 

Sundry Debtors 

. . 23.421 

Davar * . . 

5,824 

Cash at Bank and in hand 

3,091 


22,259 

' 


Rs. 33,091 


Rs. 33,091 

A private limited 

company, Jeejeebhai, Davar & Co., Ltd., with an 

authorised 


capital of Rs. 35,000 divided into 2,500 Preference Shares of Rs. 10 each, and 1,000 Ordinary 
Shares of Rs. 10 each, was registered in March, and took over the business on 1st April 
1937 on the following terms : — 

Goodwill to-be taken at Rs. 10,0j)0, 

Stock and Furniture to be taken at Balance Sheet values. 

The Purchase Price to be paid in Cash. 

The Liabilities, Book Debts, balance at bankers and Cash in hand not to be taken 
over, but the Company to collect Book Debts and discharge liabilities as agents for the 
Vendors, and to account to them at the end of each month. 

Jeejeebhai to subscribe forthwith for 500 Ordinary Shares and 1,500 Preference 
Shares, and Davar for 500 Ordinary Shares and 500 Preference Shares, the Ordinary 
Shares to be paid for in full on allotment and the Preference Shares Rs, 5 per share on 
allotment and the balance when called. 

The Purchase- Price was paid, and the slrarcs were duly applied for and allotted 
on 1st April. 
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The Cash received from Customers in April Amounted to Es. ^^37 of ■wnjch 
Rs. 504 were m respect of April sales, and in addition Es. 3,620 were received as^ 
in an old suit pending in the Court, which was not included in the accounts m *he 
Balance Sheet on Slst hlarch 1937. 

The pajTcents amounted to Es. 14,966, of which Rs. 6,865 were in respect of ihs 
old firm's debts. 

Show the Journal entries recording the above transactions and also prepare ^ 
Vendors'" Adjustment Account shov/ing the balance due to or by them. (GJ1.A.) <-w 
(Ver.dors’ Adjiistment Account : Credit Balance carried forward Rs. 1.551.; 

7D. A Syndicate composed of X, Y and Z purchased the business of an Iron Ore 
Engineer and sold it to a Limited Company on the follov/ing terms ; — 


Cost to 

C«mpany'. 

Es,- 

Cost to 
Es. 

Stock-in-Trade 

90.000 

80,000 

Lease and Trade Fittings 

16,000 

10,000 

Plant and Machinery ., 

50.000 

40.000 

Goodwill 

30,000 

10.000 

Patents 

14,000 

20,000 


The- Company’s Copital was Es. 2,40.000, in 2,000 full 3 '- paid Ordinary' 

Rs. IfrO each, which were issued and ■wholly subscribed for, and 400 Deferred 
Shares of Rs, 100 each, which the Syndicate agreed to accept in part payment ol 
purdi?ae price, the balance being payable in' cash. ' v 

The' Capital of the Syndicate was subscribed in proportions of 2, 1 and 1 und th- 
profits were to be shared in the same proportions. 

Open Realisation Accoimt and Capital Accounts of the partners. 

Open the' b-'XjJiS of the Company' by Journal Entries only in accordance ■with . 


forccoing. 


(Profit on Realisation Account, Rs. 
SO. A merchant bar the opportunity to acquire the Good'B'Ill of a business 



tbenhircs. Ho procures .subscriptions for the whole of tlic ngi' 
isnes, the remainder are allotted to him under agree-ment as ven 


i.oe Company acquires the tsvo bu'-inesses as going concerns and talres over 
Dfbtor:. Its. 22-Ct<Xi and the furniture, etc., Rs. ZfiOO. The Sundry Creditors Rs- 24 wJ 


c,! Rs. Bit.CKO Cr- Dt 
and for half ih.e sh 


ioa r.r 
ihv por' 




ai'A to be dnchs.rgt-d by the company. 

are in ••true' ed to open the books of ihe Company and to slicw “ 

■Uen upon co-nplelion at 1st January' 193S, treating the goodwill of each hu. 
a- V'Tig wosli, t'wo years’ purch.s'e in addition to the vendor’s shares. oi/o'iOi 

fBclnncc Sheet Total, Rs- 

,, H-ijiclroy sells his business t-o a limited company for Rs. 7,50, 000- 

j-vi'j by u-i' ic'ie of Ordinary and 2.D0Q Preference Share.? of Rs. 100 
C..mr;n> t-.j-.cc vvr» th'- Bock Debts Rs. IRO.OCO. Plant and Machinery' Rs. 

Hajibhoj' dispor-e-i of all the Preference Sb.ores at pur and *- 
I til'- in tI"C Ci’jrr»p’;irry n del>cr3*urc borid. 

OV lx. A- BooksL " ' 

*!;.! iti t)J ihe Conj^r>tjy* 

7*5 it Corj:;t5^rr\’ — his x^rc- 






; 




Tfl 




r- 

I* 4 " 5 




\ *, . 


Vj It 4tj 

<,\tr h*Ji 


t>r 


■ ' ’l*'f*7* 


K-;. 

’ ’’ 

iiV "sht^ C*’7iX'prV***-V* 

It dfo.!"!!"-'; ef .*• per c**’’! ' j, 
T-'-c'' Per G «>;• iS tl-tT 
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100 fully paid shares of Rs. 100 each, on which (as Rs. GO only has been called up and 
paid by the other shareholders) he is to receive dividend on Rs, CO per share and 5 per 
cent interest on Rs. 40 per share. 

The purdiase should^ have been completed on 1st January 1937, but for various 
reasons it was not completed till 1st January 1938. It was arranged that E should receive 
the dividend and interest on his share for 1937, a dividend being declared at 6 per cent. 

Prepare an account between E and the Company, on which tire purchase cordd be 
completed on 1st January 1938, and on which the Company’s book-keeper could journa- 
lise the transactions. ~ 2G9 

83. Jamnadas and Sorabji arO in partnership as Motor Manufacturers. The follow- 
ing is their Balance Sheet on 31st December 193C ; — 


Liabilities 


Rs. 

Assets 

Rs. 

Creditors 

. 

26,210 

Cash at Bank 

8,250 

Capital Accovrnts : — 

Rs. 

Debtors 

. . 52,860 

Jamnadas 

79,510 


Stock 

. . 44,090 

Sorabji «>'. . 

79,510 

1,59,020 

Plant 

Land and Buildings 

. . 50,030 

. . 30,000 




Rs. 

1,85,230 


Rs. 1,85,230 


They decide to sell their business as from the above dale to the Universal Motor 
Manufacturing Co., Ltd. Tlie Company acquires the Stock, Plant, Land and Buildings, 
and Goodwill, for whicli the Vendors receive Rs. 1,50,000 in fully paid Rs. 10 Ordinary 
Shares. 

The Company agrees to pay the Creditors and collect the Book Debts on behalf of 
the Vendors, the net proceeds be applied in taking up further shares. • 

In October 1937, you ascertain that the Creditors have all been paid and that 
the amount so paid is Rs. 27,030. Also that the Book Debts have all been collected or 
accounted for, and have realised Rs. 52,130. You certify accordingly, and on 31st October 
the Vendors apply for and are allotted at par and in equal proportions. Ordinary Shares 
for the balance which the Company holds to their credit. 

(1) Pass the Journal Entries in the Company’s books relating to the assets pur- 
chased from the Vendors. 

(2) Set forth briefly the procedure you recommend for the purpose of dealing, 
•in the Company’s books, with tire Vendors’ Liabilities and Book Debts and the subsequent 

settlement. Illustrate this, if necessary, by Journal Entries, and draw out a pro forma 
Vendors’ Account in 'the Comparry’s books showing the settlement. .270 

(Vendors’ Account Total Rs. 1,50,000 ; Vendors’ Srrspense Account Total Rs. 52,860.) 


84. A Company was formed to take over 

the business of an 

old-established 

The Assets consisted of v — 

Land and Buildings 



Rs. 

1,50,000 

Machinery and Plant 



3,25,000 

' Furniture and Fittings 



5,000 

Stock-in'-Trade 



1,00,000 

Sundry Debtors 



1,00,000 

Work-in-Progress .. 1 


Rs. " 

. . 70,000 

Less received on account 


.. 30,000 


Cash at Bank 


40.000 

20.000 

Cash in hand ' ' .. 


.. 

300 

■ 

• 

Rs. 

7,40,300 

and the Liabilities were: — 

Trade and Cash Creditors 



2,40,300 

. Partners’ Capital 

•> 

.. 

5,00,000 



,Rs. 

7,40,300 
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The Company look over all the Assets and agreed to discharge the Liahililies. 
The purchase consideration was Rs. 8,50,000 in 40,000 fully paid shares of Bs. 10 
each, Rs. 1.00,000 in 5 per cent Debenture Stock and the balance in cash. 

Rs 3.50,000 in Rs. 10 shares, were invited and obtained from the public, as Avell as 
E" 1,50 000 Debenture Stock as follows: — 


On Application 

Shares 

Rs. a. 
14 

Debenture Stock. 

10 per cent 

., Allotment 

2'8 

yy fi 

„ Ist Call 

2 8 

j> j) 

,. 2nd Call 

2 8 

25 „ „ 

,. 3rd Call 

14 

15 yy 


Pass the necessary Journal Entries to record tlie purchase of the business 
issue of the Capital and draw up the Balance Sheet, assuming that the Vendors ha't. 
been paid, ignoring the question of interest. . 

{Balance She^t Total, 12.40,300.) 


85. A and B, carrying on business as equal .partners, owed C D Rs. 65,000 
Sift December 19.37. It is agreed to form the business into a Limited Comp^yi 
from that date, the Share Capital to be held in equal parts by A. and B on the 
hand, and by C D on the other. The Balance Sheet on 31st December 1937, Avas a- 
follows : — 


A and B 

Joint Capital 

Rs. ( 

. . 75,000 1 

Debtors less Reserve 

Creditors 

(including C D) 

.. 80,000 

Cash 



1 

i 

Rs. 1,55,000 ' 

1 

Other Assets 

• 


Rs- 


60,000 

5,000 

90,000 


Rs. 


1,55,093 


A and_ B Limited was registered on 31st March 1938 with a nominal capital , 
Rs. 1,60,000 in Shares of Rs. 10 cacli. In order to save stamp duties, it wps arroi'S 
mat the Company .-hould only acquire the “Cash” and “other Assets” and thUi- 
Debts should be cnlloctcd on account of A and B, who would utilise the lo-®'' ‘i 
coikcled .'it the end of each month, in applying for and paying full on Shares to cq 
,'itrount, until they hold in all 7,000 Shares, when any further collections wou. 
retsiinrd by them. Tiie consideration for the assets taken over was tlie 
A and B of l^iOO Shares, and the taking over of the Creditorr. Immediately on i,'.., 
tion. clK^iues were oxdumgcd behvecn C D and tlic Company to liquidate 
to hinj, and for the investment of the same amount by him in’ Shares of the 
He ivf'o agreed to .axiply in due coiirse for further sliarcs, so that his holding froin^'. 
.0 -sme should equal Uial of A and B together. The Debts were collected. April Rr. • ’ 

B'. K,m ; Juno Rs. 7,000 ; July Rs. 9,000 ; August Rs. 2,000. 

file C.ash Book and Journal Entries to record these trans.aeiions and 
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Prcpnro the Opcninj; Balance Sheet of the Company. 

(Balance Sheet Total, Rs. C,3G,000.) 273 

'^7. A and B decided to convert their business into a limited company as from 
1st Janunrj' 3933. nmir Balance Sheet on that date was as follows; — 


Liabilities 


Rs. 

Assets 

' Rs. 

Sundry Creditors 


15,000 

Land and Buildings 

. . 10,000 

Loan on Mortgage of Land 

and 


Machinery and Plant 

. . 8,000 

Buildings (Contra) 

. 

7,500 

Models and Patterns 

. . 1,500 

Capitals : — 


Stock-in-Trade 

. . 12,000 

A .... 


17,000 

Sundry Debtors 

. . 17,500 

B 


10,000 

Cash in hand and at Bank 

500 


Rs. 

49,500 


Rs. 49,500 


A Company called A, B & Co., Ltd., was formed for the purpose of taking over 
the business. Its capit.al was Its. 1,00,000 divided into 5,000 G per cent Cumulative 
Preference Shnics of Rs. 10 each and 3,000 Ordinary Share.s of Rs. 10 each. Tlic Company 
was a private company, legistcrcd on 31st December 1937, the signatories to the Memo- 
randum of Association being A and B for one ordinary share each, for whiclt they 
paid on January 7th, 1938. 

The Company purchased the assets (exclusive of cash in hand and at Bank) 
for Re. 32,500, and agreed to take over the 'mortgage and pay the sundry creditors. 
Tire purchase price was to be discharged by the allotment to the Vendors of 1,210 6 
per cent Picfcronce Shares and 1,650 Ordinarj’ Shares, and the payment of the balance 
in cash. 

Show tlie Realisation and Capital Accounts in the books of the firm and the 
Opening Balance Sheet of the Purchasing Company. • 274 

(Realisation Account : Profit Rs. G,000 ; Balance Sheet Total Rs. 55,000.) 

88. A private business, as carried on by Jehangir Sorabji, is converted on _lst 
January 1937 into a Limited Company under tlic title of “ Sorabji, Ltd." on the following 
terms: — ^Thc Company takes over the Cash and Bills in hand but collects the Book 
Debts and dischaiges the Liabilities on behalf of the old firm; it also purchases the 
Stock for Rs. 15,000, the Plant for Rs. 30,000 and the Goodwill for Rs. 50,000. 

The purchase-money is payable as to Rs. 50,000 in 5 per cent Debentures, as 
to Rs. 50,000 in fully paid Shares, and the balance in cash. Tlie Balance Sheet of 
the business on 3lEt December 1930, was as under: — 

BALANCE SHEET. 

• As at 31st December 1936.” 


Rs. 

Sundry Creditors . . . . 30,000 

Jehangir Sorabji — Capital A/c. .. 1,11,500 


Rs. 1,41,500 


Rs. Rs. 

Cash in hand 6,500 

B/R in hand . . . . .9,000 


Sundry Debtors 1,05,000 

Less Reserve for 
Doubtful Debts 15,000 

90,000 

Stock-in-Trade , . . . 16,009 

Plant 20,000 


Rs. 1,41,500 


The sums paid over by die Company in respect of Book Debts collected, over and 
above the amount required to pay off the Creditors, are as follows On 31st January. 
Rs. 20,000 ; 28th February Rs. 20,000 ; on 30th April an agreed sum of Rs. 13,500 in ' 
settlement of the balance and as purchase money for the Book Debts then outstanding. 

Show the Cash Book and Journal Entries necessary to record the above transactions 
in the books of the new Company, open and post the Ledger accounts, and take out a " 
Trial Balance on 30th April 1937. ^ , 

Total as at 30tli April 1937, Rs, ^ aa" 


35 
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ADVANCED ACCOUNTING 


S9. The business of S, A and M who share profits in the proportions 
2 respectively was acquired by the A B Company, Ltd., on the footing of the p 
Balance Sheet as at Slst October 1937, which is as foUo^vs : — » 


Liabilities 


Rs. 1 

Assets 

Rs. 

6,000 

10,000 

750 

Creditors 

» « • • 

8,0Cf0 ' 

Goodwill 

Capital Accounts : — 

Rs. 

i 

Freehold Premises 

S .... 

14,400 

J 

Plant 

'! L250 

12,000 
' . 14,000 

.1.610 

Rs. 48810 

A 

16,800 


Fixtures 

M 

6,400 

* 

Debtors 

Current Accounts : — 

S 

A 

M 

1,280 

960 

800 

Rs. 

37,600 

3,040 

48,640 

Stock • 

Carii at Bank , - • • 

1 


The Company took over the assets, exclusive of cash, and assumed the ha 
the consideration for the purchase being the payment to the Vendors of Ks. > , jj 
cash and the allotment to them of 1.200 Fully Paid Shares of Rs. 20 each, on 
of their market value of Rs. 24 per share on 1st November. 

The partners agreed that the fractional shares to which S and M 
he debited to A, and the amounts thereof be deducted from A’s share m 
distribution. 

You are required to state final accounts of the partnership as at _ 1st Nove 
1937, show the proportionate number of shares to which each partner is ,.,l 
give the Journal Entries in the Company’s books to record the transaction wi 
Vendors. 

(Realisation Profit Rs. 4,000 ; S gets 462 shares, A 518 shares and M 220 share ) 

90. A Syndicate purchases a merchant's business and later floats 
the nev/ company taking up the same as at the date of original purchase. The lo 
are the values of the assets transferred : — 



As received 

As valued 


by the 

by the 


merchant. 

Company. 

r“ 

Rs. 

Rs. 

Slock-in-’Trade 

.. 3,04,000 

2,80,000 

Book Debts 

. . 70,000 

70,000 

Furniture and Fittings 

. . 30,000 

50,000 

Other Assets 

7,000 

7,000 


The merchant in addition receives Rs. 1,00,000 for Goodwill, and the Syn 
price per sale agreement is Rs. C lakhs. Prior to incorporation of the pL cf 

merchant continues the business for two months at the Syndicate’s risk. {or 

moneys collected appropriates Rs. 84,000 (debiting the same to his own 
pajTOcnt of his trade liabilities which were not taken over. This sum is adjusted 
the merchant and the Sjmdicate in settlement of the purchase price. ^ 

Pass the entries in the Co's Journal recording the purchase of the above 
Goodwill and adjusting the above said amount of Rs 84,000. Also prepare a star 
(in detail) of the profit made by the Syndicate on the above sale to the Companj- 

• eg ) 

(Profit made by thr Syndicate on Sale o/ Business to the Company Ret ’ 


APPROPRIATION or pRonxs. 

91- Tne following items compose the Balance Sheet of the X, Y, Z Co, 

Capital 15.000, Ordinary Shares of f 

..d; Bills Payable £500-, Sundiy Creditors £2^00. bfortgage on Freehold Prexfo. 
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accounts of joint-stock companies 

£2,000 ; Net Piofit foi- the year £3,000. Assets Cash £6,000 ; Sundry Debtors £3,000 ; 
Stock on hand £4,000 ; Freehold Premises £10,000. The Directors propose to pay oR 
the Mortgage on Freehold Premises, to distribute a year’s dividend at the rate of 12 per 
cent less income-tax at lj2 in the .£, to purchase £1,000 Consols at 72 (neglect brokerage), 
to form a Reserve Fund and to cany forward the balance of Profit and Loss. The above 
proposals having been duly approved, you are requested to raise the necessary Ledger 
Accounts showing these transactions and draw up a fresh Balance Sheet showing the 
changed state of affairs. ^National Union of Teachers.) 278 

(Total of Revised Balance Sheet £19,305.) 


92. The Profit and Loss Account of Soleil d'Or, Ltd., prior to the payment of 
Debenture Interest for tire half year to 31st December 1937, disclosed a profit of £12,850 
as on 31st December 1937. The Paid up Capital of the Company consisted of £100,000 
divided into 50.000 5 per cent Preference Shares of £1 each, and 50,000 Ordinary Shares 
of £1 each. 100 Debentures of £100 each at 4 per cent had also been issued. Tire Direc- 
tors made the undei mentioned recommendations for the disposal of the above balance 
which were approved by the shareholders at the Annual Meeting. (1) To pay the half 
year’s interest to 3Ist Decemher 1937 due on the Debentures. (2) To pay the Preference ' 
dividend for the half yc ai to 3 1st December 1937. (3) To pay a dividendTCoFTE? year- 

ended 31st DcccmBer* 193i?~c^"il) per cenT on the Ordinary Shares free of Incomc-taxh 
(4) To transfer '£5,000 to Reserve, raising that Account to £15,000 in all. (5) To carry" 
forward tire balance to next year. Show the entries necessary to record tliese transactions 
in the books of Soleil d’Or, Ltd. _ (London Chamber of- Comvverce.) 279 



93. Tire accounts of the Midland Industries Co., Ltd., showed'^ an^nrbunt of 
£109,000 to die ciedit of Profit and Loss Account on 31st December 1937 out of which 
the Directors decided to place £20,000 to General Reserve Fund, and £5,000 to Debenture 
Redemption Fund. At the Annual Geneial Meeting it was decided to place £10,000 to 
a War Resei-ve Fund (to provide for contingencies) and to pay a bonus of 2^ per cent ^ 
of the profits to the Directors as additional remuneration. The_^pax;nent of ,the half- ^ 
yearly dividends on ,_£25p,000 6 pe r cent. Ciunulative Preference' Shares on 30tlr June 
and 31st December igSTTwaF'conlifmed, and ‘a dividend at the rate of 10 per cent was 
declared on the Ordinary Share 'Capital of £300,000. the balancC-^-pf Profit and Loss 
Account to be cariied forward to next year. i 

Make out the Appropriation Account, showing the above an'angements. 


^Chartered Accountants.) 
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''mr'Tho following is the Balance Sheet of a Company on 29th September 1937, 
showing to tire ciedit of the Profit and Loss Account the sum of £103,720. 


A. B CO., LTD., BALANCE SHEET. 
As at Z9th September 1937. 


£ 

Capital : — 

50,000 Ordy. Shares of £10 each 500,000 
2,000 Debentures of £100 each 200000 

Sundry Creditors 85,000 

Reserve Account , . . . 50,000 

Sinking Fund— Leaseholds . . 9,000 

Profit and Loss — £ 

Balance from 193G 15,680 

Balance from 1937 100,040 


115,720 

Less Debenture Interest 12,000 

103,720 


Freehold Factory and Works 

Leaseholds 

Plant and Machinery 
Sundry Debtors 
Horses, Carts and Harness 
Motors and Motor Lorries 
StQck . . 32,000 

Works-in-Progress . . 90,000 


Bank Balance 
Bank Deposit Account 


£ 

100,000 

150.000 

250.000 

230.000 
5,720 
9,500 


122,000 

20,500 

60,000 


£ 947,720 


£ 947,720 
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ADVAJs’CED ACCOUNTING 


Resolutions have been passed appropriating this profit as follows:— 

£20,000 to Reserve Account. 

3 per cent Depreciation on Freehold Premises. X. 

10 per cent Bonus on the year’s Salaries of £8,000. 

0 per cent Bonus on the years Wages of £75,000 
a per cent Sinking Fund on Leasehold Property 
'^^1,000 to Directors’ Special Fees. 

10 per cent Dividend for the year, less tax. 

Balance to be carried forward. ~ 

revise the^ BrfanM -She^ Journal Entries ; prepare an Appropriation Account, and 
tmeet. (Chartered Accountants.) 281 

BONUS AND BONUS SHAKES. 

Fima “n' fccIaSn o'}°Tb!nuJ'“o 7hf ‘h S"“ ‘".“T 

applied to the extent of Rc 9 no non shareholders. The bonus, howev'er, is to be 
5,000 shares of Rs 100 each • anA t final call of Rs. 40 per share on 

fully paid ^ha-?of^S^otea:ft‘“th1%SLla?lho£f 

necessary to give effect to the above resolution. 282 

of Re. 30.^6bof^^ed^ta1i"i2 00^^0rH’ registered in "1928, v/ith a Capital 

made a profit of Rs 35 00 000 for tt,o mary Shares of Rs. 250 each. O^e Company 
1S3T the following airanSeS -c^^nteTeJInL^^^^^ 

' Hardfs w^'^closed^’his certaiiT^ts from Ramchandra 

. to coUect L debJ for Company also undertook 

for Rs. 30,000. The Debforc therefrom his Creditors 

creditors were paid off Ram only out of v/hich all the 

G per oenTDebeieffo? 

fifin under the abovesaid ar^Sent.'^''” satisfaction of the amount due 

^ ^ of thf (^mpany^be^tacrease^d°h'^RHn*^?nr^^“'®^°^‘^®''® Capital 

Shares of Rs. ^25 ea* ^nd ^^aWh by the issue of 24,000 Preference 

to be given one fullv naid Pr-of..^ holder of everj' Ordinary Share was 

of Rs. 25 each as divi(h>nfl fn Share and three coupons of the same 

^ OrdL^r^^S^of So increased and 1^ 

in full settlem^t of fte Smith as fully paid 

Rs. 20,00,000 bought from him Machinery costmg 

quoted at Rs. 1,^5 ^ Se m^k^lt 

Pass Joumal Entries necessary for giving effect to ’the above arrangements. 

Iny The C - t (G.D.A.) 283 

Shares of Rs. 10 each and 50.000*^r<Sa^^h consisted of 25,000 7 per cent Preference 
accumulated out of profits a Reserve fb® company h^ 

Ordinary Shares during the year at n m- ^ 5 issued further 10, OW 

sniount has been realised. ^ cmium of Rs. 30 per share and the whole 

Balance Sheet figiures as independent valuation of its assets increased the 

Land and Building by 
Plant and hTachinety by 

■■ •■■■ 

Goodwill by 
Concessions Rights by 


Rs. 

.. 6,50,000 
.. 3,00,000 
. 2,50.000 

.. 1,50,000 
.. 1 . 00,000 


ACCOtTNTS OP JOINT STOCK COMPANIES 
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It was decided to redeem 3,000 Debentures of Rs. 100 each at 5 per cent premium, 
ta adopt the new valuations and allot two Bonus shares of Rs. 10 each credited as fully 
paid for every ordinary share. It was further decided that the balance of Reserve 
Fund after carrying out all the above arrangements was to be capitalised. ^ 

Make journal entries for the above and comment on the proposals. i 

(B. Com.) ^84 _ 

'‘S?r"The X Co., Ltd. has a share capital of Rs. 10,00,000 divided into 1,000 shar^*' 
of Rs. 1,000 each which are quoted in the market at Rs. 4,000 each. The Company 
declares a bonus out of its Reserve Fund to the extent of 60 per cent of the Original 
Capital, and this bonus is to be satisfied by the issue of 1,000 fully paid shares at a 
premium of Rs. 400 per share. Pass the necessary entries to give effect to this. 28S> 

- \Ip 

A Company having a share capital of Rs. 5,00,000 divided into 500 shares m'' 

Rs. 1,000 each, which are quoted in the market at Rs. 2,700 each, distributes a Bon^~ 
out of Reserve Fund at the rate of 60 per cent of the original Capital by issuing to tM”i 
holder of every share a Coupon for Rs. 250 (1 fully paid up share) in full settlemem 
of the Bonus. Pass the necessary entries. (G. D. A.) Vtin,2Sp^ 

'““''Too. A Limited Company has had a profitable year but is short of w1)f%n'^ 
Capital. It proposes, in lieu of a Cash Dividend, to issue Bonus Shares at a premium - 
of 5s. per £1 share, the value of shares taken out at this figure being equal to the 
dividend that would have been paid if cash had been available. 

Give your opinion on the proposal, and show how you would deal with such 
transaction in the books of the Company. {Incorporated Accountants.) 287 

101. The following particulars have been extracted from the Balance Sheet of 
Soleil d’Or, Limited, as on December 31st, 1936. 


Capital:— £ 

Nominal;. 10,000 5 percent Preference Shares of £ 5 each... 50,000 
, 100,000 Ordinary Shares of £ 1 each ... ...1,00,000 


£ 


£ 1,50,000 


Issued : 5,000 5 per cent Preference Shares of £ 5 each... 25,000 

50,000 Ordinary Shares of £ 1 each ... ... 50,000 


Reserve Fund 

Profit and Loss Account (Balance) 


75.000 

20.000 
12,000 


During the year 1937, Resolutions were duly passed as follows : — 

(1) A Resolution converting the Preference Shares into Preference Shares of 
£1 each. 

(2) A Resolution declaring a bonus of 20 per cent on the (Ordinary Shares to be 

provided as to £6,000 out of the Reserve Fund, and as To the remainder out 
of the Balance of Profit & Loss Account. *' 

The bonus to be satisfied by the issue of one fully paid Ordinary Share for 
every five Ordinary Shares held. 


Give Journal entries which are necessary to carry out the above Resolutions, 
and show how they would affect the Balance Sheet of the Company as on 31st December 
1937. Assume that the profit for the year 1937 amowited to £4,000. 


(London Chamber of Commpic^ 


PROFITS PRIOR TO INCORPORATION. 

102. The profits of a business taken over by a Company, register ed^on' 31st' 
March 1937, amounted for the year ended 31st December 1937, to £50,000. 

Is the whole available for dividend? If not, to what extent and how should 
the balance be appropriated? (Chartered Accountants.) 289 


103. The Madhubhai Mills, Ltd., was incorporated on Ist July 1937, to purchase 
the business of D. Madhubhai fis qp April 1st, 1937, 
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ADVANCED ACCOUNTING 


The fully paid Capital of the Co. c6nsislcd of Rs. 20,000 in .charts of Rs. 10 eadi. 

500 6 per cent Debentures of Rs. 1,000 each were also issued and fully paid up. 

Tlie accounts for the year (ended 31st March 1938), disclosed the following 
particxilars ; — * 

Sales for the year Rs. 3210,400 (1st April to 1st July 1937, Rs. 8,02,(K)0; 1st July 
3937 to 31st March 1938, Rs. 24,07,800). 

Gross Profit for tlie year Rs. 4,12,800, Managing Directors Salary, Directors’ Fees, 
Preliminary expenses written off, and Secretaiy’s salary Rs. 53,000. 

Bad Debts, Rs. 14.890 (prior to 1st Julv 1937, Rs. 4,020; after 1st July 1937, 
Rs. 10,870). . . , . 

Jnterest on Debentures Rs. 20,000. Depreciation oji Machineiy and PlapJ, etc., 
Rs. 25^00. 

Advertising and General Expenses Rs. 58,400. 

You are required to prepare a statement demonstratmg your viev.'s os to the 
propM" apportionment of the profit of the company as between : (n) profits available 
for distribution; and (b) profits piior to incorpoi*ntion. 

You are also required to state how you would deal with the latter amount (h) 
when ascertained. 290 


[Pro^t.<! ; (a) -Available /or Distribution Rs. 1,58.030 

(b) Prior to incorporation Hs, 78280.] 

fll4. A Company vras formed on April 8th, 1937, talcing over a Business as from 
Isl March 1937. The Balance Sheet on 1st Sentcinber 1937, contains (he following 
Items : — ‘ ’ 


Liabilities 

Creditors 

Mortgage 

Capital, 5 per cent Preference 
Capital, Ordinary' 

Profit from 1st March 1937 


£ 


Assets 


. . 8,596 

Debtors 

.. 21,586 

. . 10,000 

Bank 

5S6 

.. 36,000 

Patent Rights . . ... 

2.000 

. . 22,668 

Machinery 

.'. 15,976 

. . 8,984 

Building 

Goodwill 

Preliminarv Expenses 

Stock 

. . 20,000 
. 15,000 

. . 1,100 
.. 10.000 

£ 86,248 

- 

.£ 86,243 


Rs '3 00 TOO fo^ rnn^" J^n'iary 1937 from a Promoter for Rs. 56,00,000 (mcludin| 

ae Venfes loot Promoter that should pay off 

of the incornoration Th general management of the business upto the date 

of purcha-^unto Se ^^^oter was to be allowed Rs. 5,000 a month from the date 
annum on the^m,r^=.l * of Incorporahon, and interest at the rate of 6 per cent 
and naid up a^d tliP Capital of the company was fully subscribed 

wife* ^terek on ^Oth June 1937 the sum of Rs. 56,00.000 

interest paid to the profit {}.e., after charging allowance .and 

year ending 31st Dpt^rrho,- ^^’^®oiation. and all other losses and expenses) for the 
Rs. 96,00,000 The total turn fbo total turnover dvuing the year 

and .that uko the date oT t^n'^ Incorporation amounted to Rs. 19.20,GM, 

Rs. 32,00,000. ^ certificate for commencement of business amounted to 

portion is no^hiS'^°aTOiIable^’for^’D’°-H Dividend? If not. State which 

also state how you would in thirna^frr.u®"^ (showing how you arrive at the sam^ j 

{Profit prior to commencement of business Rs, 41)6,000.) , 



ACCOUNTS OF JOINT STOCK COMPANIES 
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lOG. A Company incorporated on 1st April 1937, takes over a running business 
as at Ist January 1937, from a promoter for Rs. 8,00,000. It is arranged witli the 
promoter that he should pay the Vendors, and look after the general management .of tlie 
business upto the date of Incorporation. Tlie promoter was to be allowed Rs. 2,000 
a month from Uic date of purchase upto the date of Incorporation, and interest at the 
rale of 6 per cent per annum on the purchase consideration. The Capital of the 
Company was fully paid up, and the promoter was paid off on Slst May 1937 the sum 
of Rs. 8,00,000 with interest on the same. The net profit of the concern was Rs. 1,50,000 
for the year ending 31st December 1937. The total turnover during the year was 
Rs. 12,00,000. Tlie total turnover upto the date of Incorporation was Rs. 2,40,000. 

Apportion the profit prior to Incorporation, and state how you would deal with 
the same in the above case. (B. Com.) 293 

(Profit prior to Incorporation Rs. 35,200.) 

VALUATION OF SHARES. 

107. The Directors of a private company, on the death of tire principal share- 

holder, consult you as to the real value of the shares. You find the dividends for the 
last three years have been 20%, 30% and 25%. You come to the conclusion that on the 
basis of an average dividend of 12 ) 1 % over the last three years, fire shares (which are 
of Rs. 100 each) should be deemed to be worth par and that for every paid, more 
(or less) than 121%, on the last three years' basis, the shares should be worth Rs. 3-8-0 
more (or less) than par. On this basis, what would be the value of the deceased 
shareholder's shares ? ' (G. D. A.) 29 i 

• (Value of each share Rs. 187-S-O 1 * 

108. Under the Articles of a Private Limited Company dealing in Wines and . 
Tobacco, you have as Auditor to fix annually the “fair value” of the shares. At 31 st 
December 1937, the Company’s position was as follows : — 


- Liabilities 

Rs. 

Assets 


Rs. 

Capital, 5,000 shares of Rs. 100 

Buildings at cost 


80,000 

^ach, fully paid 

.. 5,00,000 

Furniture at cost 


3,000 

Reserve Fund 

.. 1,50,000 1 

Stock-in-Trade at market value 

4,50,000 

Depreciation Funds — 

Rs. ! 

Investments at cost — 

Rs. 


Buildings 

10,000 

31% GR. Notes for 



Investments 

45,000 

Rs. 1,00,000 

80,000 


_ 

55,000 

British War Loan for 



Creditors 

. . 48,000 

£7,500 

1,00,000 


Bad Debts Reserve 

. . 20,000 

Indian War Loan re- 



Profit and Loss — 


payable 1038 

2,00,000 


Balance from 1936 

80,000 



3,80,000 

Profit for 1937 

430,000 

Book Debts — 



% 

5,10,000 

1 

Considered good 

.. 

3,00,000 



Cash and Bank Balances 

70,000 


Rs. 12,83,000 


Rs. 12,83,000 


You are given the following information : — 

(1) The Company’s prospects for 1938 are equally good. 

(2) Its Buildings are nov/ worth Rs. 3 50,000. 

(3) Public Companies doing similar business show a profit-earning capacity of 
15 per cent on market value of their shares. 

(4) Profits for the past three years have shown an increase of Rs. 50,000 
annually. 

Fix the “ fair value ” and show your working. (G. D. A.) 295 

(Intrinsic Value of each share Rs. 288 ; Market Value of each share Rs. 347 ; 

^ Fair Value of each shaie Rs, 317-8-0.) 

109. Given below is the Balapcc Sheet of the Imperial Manufactuung Company, 
Limited; — 
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ADVANCED ACCOUNllNG 


Capital ; — 

8,800 shares of Rs. 250 each ' 
fully paid up . . 22,00,090 

Resen’e Fund . . . . 8,24,000 

Woikmen’s Savings Account .. 227.000 
Provident Fund Account . . 54,009 

Depreciation Fund Account . . 4,63,000 
Creditors . . . . • .38,86,000 

Profit and Loss Account 36,12,000 

Re. 1,12,53 000 


Land (at co,st) 

Building (at cost) 

Machinery, etc. (at co.st) 
Furniture and Dead Stock 
Stock-in-Irndc (at market value) 
Delrenture Charges 
Book Debts ■ • • • • 

Investments (at market value) 
Cash and other balances 


. 2,21,003 
.11,73,000 
.20,58,000 
5,000 
20,00,000 
. 25,030 

. 3;l5,0{i0 
17,00,003 
31,49,900 


Rs, 1.12, 66 , COD 


Depreciation Fund is in excess by Rs. 54,000 than the amount of a^ual 
Uon. Find out the intrinsic value of the share. (B. 

(Intrinsic Value oj each share Rs. 

110. It is provided in the Articles of Association that on the death of a 
holder his shares shall bo purchased by the remaining shareholders at a puce 
settled by the Auditors, on the basis of the last Balance Sheet. 

It is further provided that Goodwill shall bo taken for this purpose to be ^ 
value of three years’ purchase of the average annual profits for the last four y 
IDhe last Balance Sheet is as follows: — 

• pc 

T X>e’ I 


Liabilities 

Capital : — 

20,000 shares of Rs. 10 each 
iuUy paid 
Reserve 
Debentures 
Sundry Creditors 
Profit & Loss Account, profit 
not distributed 


2 , 00,000 
.. 1 , 00,000 
.. 2 , 00,000 
.. 1,50,000 


Assets 

Goodwill 

Investment at Cost (Market 
Value Rs. 1,25,000) 

. Stock at cost 
Debtors 
Cash 


. 1,00,000 

1,50,000 
’! 2.5'0,000 

1,50,000 

. 35,093 


Rs. 6,85,000 


Rs. 6,85,00C 


The profits for the last four years were Rs. 15,000, Rs. 20,000, Rs. 25,000 and 
Rs. 40,000 respectively. 

You are required to state with details of working the price to be paid per share. 297 

(Price to he paid per share Rs. 14-9" 

111. The following is the Balance Sheet of the Tumtum Metal Worlu. Ltd.. ""S 
on 31st December 1937 : — 


Liabilities Rs. 

Authorised & Issued Capital : — 

10,000 ’6% Cumulative Pref. 

Shares of Rs. 100 each, 
fully paid ..10,00.000 

10,000 Ordinary Shares of 
Rs. ICO cich fully paid .. 10,00,000 


Debenture Stock 


General Reserve 
Sundry Creditors . . . ’ 

Note. — ^The Dividends on 
Cumulative Preference Shares 
•are in arrears for the past three 
years, 


. . 11,50,000 
.. 10 , 00,000 
. . 0 , 20,000 


Goodwill, Patents & Trade Marks 
Freehold Land and Buddings . . 

Plant and Machinery . . • • ■ nnn 

Office Furniture . . • • 

Stocks .. .. 

Sundry Debtors .. •• ^'L’/ioo 

Redemption of Debentures . . f-nnn 
Cash at Bank and in hand . . 

Balance of Profit & Loss Account 


Rs. 47,70,000 


Rs. 47.70,000 


ACCOUNTS OF JOINT STOCK COMPANIES 
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A Shareholder owning 200 Preference and 250 Ordinary Shares ‘ died on 28th 
February 1938, and in tlie absence of market quotations, you are asked to value the 
shares for probate purposes. Show your working for arriving at your estimates. 298 

(Value of each Ordbiary Share its. 164-4-0.) 


MISCELLANEOUS PROBLEMS. 

112. The Balance Sheet of the Lions Company, Limited, as on December 31st, 
1937, was as follows ; — 

BALANCE SHEET. 


Ordinary Shares (1,000 shares of 

Rs 

Freehold Property 

Rs. 

. . 78,362 

Rs. 100 each) 

1,00,000 

Leasehold Property 

. . 22,441 

Sundry Creditors 

17.862 1 

Machinery and Plant 

. . 10,249 

Reserve Account 

Profit & Loss Account (balance) 

20,000 
7,462 ' 

Sundry Assets 

. . 34,272 

Rs. 

1,45,324 j 

• 

Rs. 1,45,324 


A recent valuation of die Company’s property disclosed the following results ; — 

Freehold Property Rs. 1,00,784 ; Leasehold Property Rs. 32,948. 

The Directors decided to adopt the revaluation figures and to capitalise the reserve 
allotting one Rs. 100 new share for every two shares held. Give the necessary Jou^na^ 
Entries and prepare a Balance Sheet after giving effect to the same. State also your 
views with reference to these proposals. (G. D. A.) 29D 

113. On 31st October 1937 the Indian Finance Co., Ltd., successfully floated the 
Sound Trading Co., Ltd., the consideration being Rs. 2,000 in cash and Rs. 10,000 in 
Ordinary fully paid shares of Rs. 10 each in Sound Trading Co., Ltd., the Cash and 
Shares were received on 10th November 1937. 

The expenses of promotion were Rs. 4,000. 

On 30lh November 1937, the Finance Company disposed of 200 of the shares by 
private treaty at Rs. 9 each. 

Journalise the above transactions in the Finance Company’s Books, and state how 
the same will appear in the Final Accounts of the Company. 300 


114. A parent Company owns three properties, which appear in the Company’s 
books at the cost values, viz.: — 


Rs._ 

Pioperty No. 1 .. .. .. .. .. 50,000 

„ „ 2 40,000 

„ „ 3 .. .. .. .. .. 70,000 

Tlie dhectors form tliree subsidiary Companies to acquire the properties, the 
piii-chaso prices of which were payable in fully paid Rs. 100 shares of the new Companies, 
as under : — 

Rs. 

No. 1 1,00,000 

„ 2 75.000 

„ 3 .. 1,20,000 


At what values should the shares in the subsidiary Companies bo shown in the 
books and Balance Sheet of the parent Company ? 301 

(Shares in Suhsidiary Companies at cost Rs. 1,60,000.) 


/ 
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115. Give suitable rulings for the Share Ledger of a Limited Company, and enter 
therein the following particulars: — John Smith, Cork Merchant, 440 Austin Friars, E. C., 
applied on 2nd January 1938 for 150 Ordinary Shares of £1 each, and forwarded the 
necessary 2/6 per share with his application. On 12th January 1938 John Smith for- 
%varded a further 2/6 per diare on being informed by the Company that 150 Ordinary 
Shares (numbered 1 to 130) had been allotted to him. On 10th March 1938 a call of 
5s per share was notified by the Company and was duly paid by John Smith on his 
holding on 15th March 1938. On 3rd April 1938, John Smith sold 100 of his shares 
(numbered 1 to 100) to Wm. Brown, hatter, 488 Bond Street W., at 12/6 per share, the 
transfer being accepted by the Company. (London Chamber of Commerce.) 302 

IIG. The Asian Trading Co , Ltd., in 1930, sold one of its Branches to the National 
Co., Ltd. The value of this branch, according to the books of the Company was 
Rs. 2,00,000. The purchase price was fixed at Rs. 3,00.000 to be discharged by the issue 
to. the Asian Trading Co , Ltd , of 30 000 Ordinal^' Shares of Rs 10 each, fully paid, 
in the National Co , Ltd. 

The Asian Trading Co , Ltd. had borrowed from C. Das Rs. 2,00,000 at 6(1, and 
the National Co , Ltd., being very prosperous, C. Das in 1937 agreed to accept 10,000 
National Co. Shares at Rs. 20 per share in discharge of the loan These shares were 
accordingly transferred to C. Das on 30th June 1937. 

^ Draft the Journal entries necessary to record the above transactions in the boohs 
of the Asian Trading Co., Ltd. How would you deal with the apparent profit on the 

sale to the National Co., Ltd., and on the transfer of the National Co. Shares to C. . 

. I . 303 


117. How would you recommend the following items should be dealt witli in the 
Accoimts of a Limited Company: — 

(1) Preliminary Expenses £1,200. 

(2) Premium of £3,000 paid for 21 years’ lease of premises. , 

(3) £1,500 expended in structural alterations to the above premises. 

(4) £5,000 received as premium on shares issued. 

(5) 500 £1 shares forfeited on whiA 10s. per share had been paid? 

' (Incorporated Accountants.) 


3W 


118. A Limited Company receives : — 

(a) £10,000 as compemation for the acquisition of some of its property by a Local 
Authority. 

(b) £7,500 as premium on an issue of Debentures. 

(c) £8,000 on the sale of one of its Foreign branches. 

T/hat considerations would weigh with you in dealing with the sums as profit- 
available for distribution or otherwise? (Incorporated Accountants.) 

119. How should the following items be treated in the accounts of a Lini't-d 
Company: — (1) An issue of 1,000 debentures of £100 each, issued 1st Januarj' 1938 * 
50, repayable in 1948. (2) An expenditure of £5,000 on advertising a ne-w 


medicine. The sales of the first year amounted to £1,500 but were on the up 8^3' 
(3) A debt owing by a director of the company? 


(London Chamber of Commerce.) 


30C 


all 

to 


120. You are preparing the Balance Sheet of a Limited Company of which J 
ar" the chief accountant, and find that there are bills under discount amountinS^ 
£10,750 On going through the books you discover facts which point to the prohabi-t . 
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that £1,000 worth of those bills will bo dishonoured on maturity, but that there is a 
reasonable chance of eventually receiving 10/- in the S, on the £1,000. How would 
you deal with these bills under discount, and how should they appear in the Co’s 
published accounts ? (London Chamber of Commerce.) 307 

121. The following assets are the property of the Reliance Boot Manufacturing Co., 

Ltd. How should they be valued for Balance Sheet pui’poses ? (o) Twenty deben^ 

tures of .-6100 each in the Southern Railway of America, representing the investment 
of the reserve fund. The debentures were purchased at par, but the market price 
has since fluctuated between 94 and 108, the former quotation being the mean market 
price as on 31st December 1937, the date upon which the Balance Sheet of the Reliance 
Boot Manufacturing Co., Ltd., is prepared, (b) Patents £2,000. This amount represents 
the original cost of the patent lights in a v/eltmg machine. The grant of Letters Patent 
is dated 1st January 1933. (cl Goodwill £5,000. The asset was purchased in 1932 
at tlic price named, upon tlie formation of the limited company. The trading profits have 
steadily declined from £4,200 in 3933 to £2,124 in 1937. 

(London Chamber of Commerce.) 308 

122. A & Co., Ltd., bought their Freehold Premises in the year 1889 for £50,000. 
Ill the year 1937 they employ Valuers who certify the present value to be £100,000, 
Tile asset stands in the Balance Sheet at £50,000. The Directors seek your advice as to 
dealing with the increment of £50,000 in the accounts. What would you propose ? 

(Incoi~porated Accountants.) 309 

123. A Limited Company has removed its business to new works, which have 
cost, including Freehold Land £30,000. A portion of the Machinery and Plant, at an 
estimated value of £14,000, has been removed to the new works at a cost of £1,800. 
The remainder has been sold, showing a loss ^n the total book value of the Machinery 
and Plant of £3,200. The profits for the year, including balance brought forward from 
the previous year, after making provision for depredation at 74% on the Machinery and 
Plant, are £4,500, without talung into account the above-named loss, and are about 
the normal amount of profits in previous years. 

State your views as to the proper mode of dealing with the cost of removal and 
the loss on the sale and whether, apart from financial considerations, the Directors 
would be justified in declaring a dividend. (Chartered Accountants.) 310 

124. A large Engineering Co., which has for many years regularly depreciated 

its Fixed Plant and Machinery and its Loose Plant and "Tools, dedded to have them 

valued by an independent valuer as on 31st December 1037, on which date they stood 

. in the books of the company at the follovring values : — 

£ s. d. 

Fixed Plant and Machinery .. .. 16,252 8 9 

Loose Plant and Tools . . . . 5,368 10 3 

The valuations were made, and resulted. as follows; — 

Fixed Plant and Machinery . . . . 17,329 16 4 

Loose Plant and Tools . . . . 6,035 11 6 

The Directors decide to increase the book values to the values shown by the new 
valuation. 

How do you consider thjs should be effected? Give your reasons, and draft the 

pecessaiy Journal Entries. (Chartered Accountants.) 311 



CHAPTER XII. 


AMALGAMATION, ABSORPTION AND 
RECONS'FRUCTION ACCOUXTrS. 


Not infrequently, two or more companic.s carrying on similar biisine.sses 
amalgamate their concerns so that the combination may result in reducing 
working expenses or that the combined capital may enable the canying 
on of the business more profitably or may help in avoiding the disastrous 
results of keen competition or for several other reasons. 

An Amalgamation takes place whei’c two or more companies cairying 
on business of a like nature combine together and form a new company. 
The object usually would be to secure economical working by reducing 
establishment and management charges and to eliminate competition imd 
control the market in a particular line of trade. The companies forming 
part of such a combine all go into liquidation, and sell their businesses to 
a new company, which is formed solely to take over the assets and assume 
the liabilities of the companies going into liquidation. No return of capita* 
is involved, as the shareholders are usually given fully-paid shares in the 
new company in proportion to their holdings in the old company. 

The term Absorption generally applies where an existing company buys 
oyer or absorbs another smaller company doing similar business for a con- 
sideration as may be agreed upon wth the vendor company. The object 
here again may be to reduce competition and enhance profits by effecting 
economy in management. The con:^any bought over goes into liquidator, 
and the absorbing company purchases the business from the liquidator. The 
creditors of the absorbed company may either be paid off or the purcha^rg 
company may take over the liabilities The .shareholders in the absorbed 
company may be given shares or cash in return for their holdings. 

Tlie term Reconstruction, as a rule, indicates that an existing comperj' 
on account of past losses in trading, and also due to financial difficulties, 
goes into liquidation with a view to forming another company to take over 
the existing concern. 


Tlie difference between an absorption and a reconstruction arises 
the fact that whereas the former represents the company which is absorhe 
being taken over by an existing company, the latter denotes the sale of the 
undertaking to a new company, to be formed specially for such purpose^ 
Besides, in the case of an absorption, the shareholders of the absorbed com- 
pany generally stand to profit from the sale of their business, while a 
reconstruction \vill usually result in a loss to the shareholders on 
of the company having been financially hard hit due to past losses, Wher 
the company has lost a part of its capital due to losses, tlie reconstruction 
scheme may provide for the existing creditors to be satisfied either by 

issue of debentures and even sometimes 
1 shareholders may also be called upon to 

partlj^P^pbhares in exchange for their holding in the old undertaking * 
order to secure fresh working capital for the new company. As the bailee 
on the partly-paid shares will necessarily have to be called up at any time, 
ffiis would encumber the shareholders with a further Hability, and it m^^ 

be that some of them may refuse tq accept such q scheme of reconstruction, 
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and in such a circumstance, the liquidator will have to purchase their interest 
at a price as may lie mutually agreed upon. In short, a reconstruction 
scheme presents an opportunity to obtain a new lease of life for the old 
corr^anj’^ by writing off past losses and obtaining further working capital 
resulting from the creditors and the members all agreeing to sacrifice 
equitably. 

Amalgamation by tire Formation of a New Company to take over tlie 
Business of two Existing Companies: — 

ILLUSTRATION 140. 

Two companies carrying on similar liusmesses enter into a contiact to amalgamate, 
a new Company being formed to take over the Assets and Liabilities of each. The 
following are the respective Balance Sheets, showing the values of the Assets as agreed 
in the contracts, and it is provided that fully-paid Rs 50 shares shall be issued by the 
new company, 'to the value of the net assets of each of the old companies. 


THE SPHINX COMPANY, LIMITED. 
BALANCE SHEET. 

As at 31st December 1937 


_ ^ ^ 




— .r 


LtaklUtes 


Re. 

Assets 

1 Rs. 

Share Capital: — 



Freehold Property 

.. , 55,000 

5,000 shares of Rs. 50 each 


2,50,000 

Plant and Machinery 

90,000 

Sundry Creditors 

««*. 

41,000 

Stock 

... 75.000’ 



Sundry Debtors 

. 1, 40,000 




Cash at Bank 

11,000 




Profit and Loss Account 

.. 1 20,000 


Rs. j 

J,91,000_ 


Rs. 2.91,000 

1 


THE EGYPTIAN COMPANY, LIMITED. 
BALANCE SHEET. 

As nt Snt Deccvibcr 1937. 


Liabilities 

'i 

) Rs. 

Assets 

1 Rs. 

Share Capital ; — 


Goodwill 

... 10.000 

4,000 Shares of Rs. 50 each 

...| 2,00,000 

Freehold Property 

.. ; 75 000 

Sundry Creditors 

...1, 30,000 
...i 50.000 

Plant and Machinery 

.. I,tt0,000 

Reserve Fund 

Stock 

... 45,000 

Profit and Loss Account 

...‘ 10,000. 

Re. >'2,90.000 

Sundiv Debtors 

...1 25,000 

Cash at Bank 

... 35,000 

Rs. 29n.('00 

_ 



. _ _ l_ 


Show the Balance Sheet of tlio new company on taking over the two businesses, and 
state what shares the Liquidator of eacli company will receive, and the distribution of 
tile same. 

Solution. 

Tlic net value of the asset* of the Sphinx Company, Limited, as -taken 
new company is arrived at ns follows ; — 

' Rs. 

ToUd Assets . . . . . . . . 2,71,000 

Loss Sundry Creditors .. .. 41,000 ‘ 



Net Assets T= Rs. 230,000 
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ADVANCED ACCOUNTING 


The net value of the assets of the Egyptian Company, Limited, as 
die new company is anivcd at as follows: — 

Es. 


Total Assets . . . . . . . • • 2,90,000 

Less Sundry Creditors . . . . • - 30,000 


taken over fay 


Net Assets = Rs. 2,60,000 


The shales in the new company would be issued as follows : — 

The Liquidator of the Sphinx Company, Limited will be given 4,600 slmres ot 
Es. 50 each fuOy-paid to be distributed by him in proportion of 23 shares in the new 
company for every 25 in the old. , 

The Liquidator of the Egyptian Company, Limited will be given 5,200 shares ot 
Rs 50 each fully-paid to be distributed by him in proportion of 13 shares in the new 
company for every 10 shares in the old. 

Of couise. all the shares cannot be distributed in these proportions, as shares can 
only be issued in whole and not in fractions. This will necessitate the selling of some 
of the shares by the Liquidators and the amount realised thereby would be distribute 
among those entitled thereto. , ' *• 

The Balance Sheet of the new company will appear as follows: — 


NEW COaiPANY’S BALANCE SHEET. 
• As at 31st December 1937. 


Liabilities 

ij Rs. 

Assets 


Rs. 

10,000 

1.30.000 

1.90.000 

1.20.000 
65,000 

! 46,000 

Share Capital : — 

’ 

Goodwill 


9,800 Shares of Rs. 50 each 

...j;4,90.000 
...!' 71,000 

1 

1 

1 • 

Freehold Properties 


Sundry Creditors 

Plant and Machinery 

Stock 

Sundry Debtors 

Cash at Bank 



Re. '5,61,000 

,j 


Re. 

5,61,000, 


/ If the values of the assets of each company as accepted for the 
of amalgamation are not the same as shown by the respective Balance Shee , 
it would be necessary to prepare revised Balance Sheets in order to arriv 
gt the value of the net assets taken overr ^ 

J If the company having a Reserve Fund or anj^ undistributed balance 
profit has sufficient cash to a like extent, it is sometimes arranged that su 
accumulated profits may be distributed among the shareholders of tha 
company prior to amalgamation and the nev/ company may then take ov 
the balance of net assets then left. 

Occasionally, it is agreed upon that each company should pay 
own liabilities, in which case the new company will take over only ' 
assets of each company. 

Amalgamation bj^ the Absorption of one Limited Company 
another Limited Company. — Wlien one company absorbs another companjj 
that is, buys up its business, the company that has been taken over w 
have to go into voluntary liquidation. The Purchasing Company eitlier taK 
over the assets of the Vendor Company at book values or after 
adjustments, as' may be mutually agreed upon, and either takes “1 

liabilities or leaves it to the Vendor CompanJ^ to pay off its own creditors 
The balance of undistributed profits, if any, in the Vendor CompariyS 
Boolis is not usually brought in the Purchasing Company’s Books but is 
rotamed by tlie Vendor Company and distributed by the Liquidator amoDgs^ 
Its shareholders. 
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The Entries nccessarj' to close the Books of the Company that 
goes into Liquidation will be similar to those that are required in case of 
a dissolution of paiinership : — 

1. Debit Realisation Account and credit each Asset Account as per 
book value. 

2. Debit each Liability Account and credit the Realisation Account, if 
the liabilities are taken over by the Purchasing Compan}^ 

3. Debit the Purchasing Company’s Account and credit the Realisation 

Account with the agreed Purchase-price. I ' \ ^ > ' 

4. If the expenses of liquidation are paid by the Vendor Company, 
debit Realisation Account and credit Bank. ' 

5. If the expenses of liquidation are to be borne by the Purchasing 
Compan 5 ’', debit the Purchasing Company’s Account and credit Bank. 

I 6. The Realisation Account will now show Profit or Loss which .will 
be transferred to Shareholders’ Account. 

7. 'Transfer ihe Share Capital Account, Reserve Fund, or any balance 
of Profit and Loss Account to the Shareholders’ Account. 

8. Debit Cash and Shares when received ffom the Purchasing Com- 
pany and credit the Purchasing Company. 

9. Debit the Shareholders’ Account and credit Cash and Shar-es when 
the same are distributed amongst the shareholders. 

All the accounts in the Vendor Company will then be closed. 

•The Entries in thelBooks of the Purchasing Company \yill be as follows : — 

1. Debit an individual account for eacli Asset 'taken' over including 
the Goodwill Account (if any) and credit each Liability Account with its 
respective amount' (if the Liabilities ai'e taken over) and the Vendor Com- 
pany’s Account with the amount of the purchase consideration. 

The amount of Goodwill is always repi-esented by the difference between i 
the assets_ acquired less liabilities and the purchase price agreed to be paid.l 

“ 2. Debit 'the Vendor Company’s 'Account and credit’ Share Capital 

Accoimt witli the amount of shares, if any, issued as fuUy paid up, and Bank 
Account v/ith the cash paid in full satisfaction of the purchase consideration. 

ILLUSTRATION 141. 

The following is the Balance Sheet of X, Y, Z Co., Ltd. on 31st December 1937 : — 


BALANCE SHEET. 

As at 31st December 1937. 


Liabilities if Rs. 

Assets 

••Rs. 

Capital— 20,000 shares of 


Land and Buildings 

1,00.000 

Rs. 10 each 

2,00.000 

Plant and Machinery 

1.50.000 

Debentures 

1,00,000 

Work-in-Progress 

30,000 

Sundry Creditors 

30,000 

Stock-in-Trade 

60.000 

Reserve Fund 

25,000 

■Furniture and Fittings 

2,500 

Dividend Equalization Fund 

20,000 

Sundry Debtors ’ 

25.000 

Profit and Loss Appropriation 


Cash at Bank 

12.500 

Account — balance 

5,100 

Cash in hand 

100 

Rs. 

13^80,100 

Rs. 

'3,80,100. 


ADVANCED ACCOUNTING 


The Company aS absorbed by the A, B, C Co., Ltd. on that date. The consideration 
for the absorption is the discharge of the Debentures at a premium of 5%, taking ovot 
of the liability in respect of 'the creditors on open accounts, and a payment of Rs. 7 in 
cash and one share of Rs 5 in the A, B, C Co., Lt d., at the market j alue-of-Rg. 8 per 
share in exchange for one share in the X, Y, 2 UoT i^tdl ' The cost ofLiquidation Rs. 500 
IS to be met by the Purchasing Company. 

Entries in the Books of the Company going into Liquidation: — 


Realisation Account 
To Land and Buildings 
„ Plant and Machinery 
Work in Progress • 

„ Stock-in-Trade 
„ Furniture and Fittings 
„ Sundry Debtors 
„ Cash at Bank 
„ Cash in hand 

(Being the respective values of the assets taken over by 
the purchasing company). 


Share Capital Account 

Reserve Fund 

Dividend Equalization Fund 

Profit and Loss Appropriation Account ... 

To Shareholders' Account 

(Being the transfer of credit balance standing to the 
former accounts). 


Bank 

Shares in A. B. C Co , Ltd. ... 

To A. B C. Co., Ltd. 

(Being cash and shares received from the purchasing 
company in payment of the purchase pric e)! ^ 

A- B. C. Co'; Ltd. 

To Bank 

Liquidation to be met by the purchasing 


Account ~~ 

Bank 

^v. (Being repayment of Rs. i no Of a n.,!, . 

rainm of 5%). L JO.OeO Debentures at a pre- 


Dr. 


L F. !' Rs. 
3,80,100 


Sundry Creditors ^ 

To Realisation Account 

(Being the liabilities in respect of creditors on open 
accounts taken over by the purchasing company). 


Dr. 


A. B.C.Co.Ltd ... ... - Dr. 

To Realisation Account _ | 

(Being the purchase price for the absorption of the old , 

company agreed to be paid by the new company). f 

. -i 

Realisation Account ' Dr. 1 

To Debentures A.ccount 

(Being the transfer of the premium payable to Deben- I 

ture holders). 

Realisation Account ... ... — Dr. j 

To Shareholders' Account 

(Being the transfer of the credit balance of Realisation 
Account). '' 


Rs. 

11,00,000 
1 1,50,000 
i 30,000 
60,000 
2,500 
I 55,000 
12,500 
100 


I, 30,0t0 


' ! 4,05,000 


30,000 


4,05,000 


!' 5.000 I 
I I 5,000 


;! ; 49.900 


Dr., 

1 

1 

2,00,000 
25 000 
,1 20,000 
!j 5,100 
( 

1' 

12,50,100 

! 

1 

f 

'i 

Dr. 

'1 

, 2.45,000 

1 

1 

! 

111,60,000 

') 

( 

4,05,000 

! 

TTj 

) 

1 500 

1 

} 

( 

SCO 

[ 

Dr i 

1 

i 1,05,000 

i 

1 

1.05,00-0 
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JOURNAL ENTRIES— (Coutd) 



Bank ... ... 

To A. B. C.Co , Ltd. 

(Being receipt of cost of Liquidation from the purcha- 
sing company). ^ 

L. F. 

Dr.| 

j 

its. 

J 500 

1 

i Rs. 

1 

! 500 

/ 


Shareholders’ Account 

Dr. 

3,00,000 

1 


To Bank 



,1,40,000 


,1 Shares in A. B. C. Co., Ltd. 

1 


11,60,000 


(Being distribution of cash and shares in the new 

J 


j 


company amongst the shareholders pro rala). 

1 

1 

« 

1 


REALISATION ACCOUNT. 


To Sundry Assets 
„ Debentures 

„ Profit on Realisation transferred to 
Shareholders’ Account 

Rs. 

3,80,100 

1 5,000 

i 49,900 

By Sundry Creditors 
„ A. B. C. Co , Ltd. 

i' Rs. 

i, 30,000 
j|4, 05,000 

't 

,1 . . 

Rs. 

4,35,000 

Rs. 

1 4,35,000 




\ — 

A, B, C CO, LTD (PURCHASING COMPANY) ACCOUNT 



Rs,^ 


i Rs. 

To Realisation Account 

4,05,000 

By Bank 

*12,45.000 ' 

„ Bank (Liquidation Expenses) 

500 

„ Shares in A. B. C. Co., Ltd. 

„ Bank 

11,60,000 

11 500 

t' 

Rs. 

|t, 03,500 

Rs. 

1 4,05,500 

.-a, .-7;=. 

SHAREHOLDERS’ ACCOUNT. 


|f Rs. 


Rs. 

To Bank 

'1,40,000 

By Share Capital Account 

2,00,000 

„ Shares in A. B. C. Co , Ltd 

'V,60,000 

„ Reserve Fund 
„ Dividend Equalization Fund 
„ P. & L. Appropriation Account ... 
„ Realisation Account 

25.000 

20.000 
5,100 

49,900 

Rs. 

^00,000 

Rs. 

j3 00 000 

BANK ACCOUNT 



Rs. 


Rs. 

To Balance b/fd. 

12,500 

By Realisation Account 

12,500 

.. A. B. C. Co.. Ltd. .. * 2,45,000 

„ Debentures Account 

1,05,000 

„ do. do. 

500 

„ A. B C. Co., Ltd. 

„ Shareholders’ Account 

500 

1,40,000 

Rs. 

2,58,000 

1 ' 

Rs- 


36 
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ADVANCED ACCOUNTING 


Entries in the Purchasing Company’s Boohs 


Land and Buildings 
Plant and Machinery 
Work-in-Progress 
Stock-in-Trade 
Furniture and Fittings 
Sundry Debtors 
Cash at Bank 
Cash in hand 
Goodwill 

To Sundry Creditors 
„ X, Y, Z Co., Ltd. (Vendors) 

(Being the assets, liabilities and goodwill taken over 
from the X, Y, Z Co., Ltd., now absorbed, in consi- 
deration of the purchase price of Rs. 4,05,000 agreed 
to be paid to the said company). 


Goodwill Account ... ... — Dr. 

To Bank 

(Being the amountof Liquidation Expenses of theX, Y, 

I Z Co., Ltd., met by this company as per the agree- . 

) raent, and debited to Goodwill Account). 


i X, Y, Z Co., Ltd. (Vendors) ... ... 

1 To Bank 

1 „ Share Capital 

i „ Premium on Shares 

! 

j (Being the cash paid and the 20,000 ^hares of Rs. 5 each 
! issued at a premium of Rs. 3 per share to the X, Y, Z 
! Co., Ltd., in full satisfaction of the purchase price). 


Dr. 


1 , 00,100 11 ' 

1,50,000 i . , 

30.000 ij ' ■ ■ 

60.000 |! . L 

■: 2,500 -I . ■ 

25.000 f 

■ ■■ 12,500 ■ . 

MOO j: ; . ■ 

■ Hm- 

|4,05,tt« ' 


SCO 


il 


4.05,000 


|r2,45,fJ 
■i 1.00, 

" 60,003. 


Note. — ^The Purchase Price is arrived at as under:— . 

\ \ I - 

Discharge of Debentures .. .. .• - 

Cash payment to Shareholder.': at Rs.' 7 per share • ; 

20,000 Shares, of the Company. -valued at Rs. 8 each , ’ 

. Rs. 4,O5,(W0 


Tl-LDSTRATION 142. 


Tlie following was the Balance Sheet of “A’.LCo., Ltd., on 1st January 


r 193S. 


■ ' UahsHiicj 

Capita! , 

2,500 Shares o! Rs. 100 each 
150 Mortgage Debentures of 
Rs. l.fXtO each 
SittdTV Ctednms ’ ■ 

Profit & Lors Acccnat— Balarcs 


Rs. 


... 2,50,000 

1 ... 150,000 
00,0.0 
-...■ 2.000 

Ra.' •'ijr,2jo;ia 


Assets 

, l-and and Buildings 
Plant and Machirery 
Stock , ' 

Debtors 
Cash at Bank 
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On the same date, the “ B ’’ Co., Ltd., took over the assets and liabilities of the 
“A” Co., Ltd,, on the following terms: — 

(a) The Shareholders of the “A” Co. were to be allotted one share of Rs. 100 
each as Rs. 75 per share paid up in the “B" Co., for every Rs. 100 shares 
fully paid up in the “A" Co. 

(b) The Debenture-holders were to be allotted a Debenture of Rs. 900 for every 
Debenture of Rs. 1,000 held by them in the “A” Co. 

Draft Journal entries to close the books of the “A” Company and to record the 
transactions in the “ B ” Company’s Books. 


'A’ COMPANY’S BOOKS. 
JOURNAL ENTRIES. 


Realisation Account ... ... ... Dr. 

To Sundry Assets— viz., 

Land and Buildings 

Plant and Machinery 

Stock 

Debtors 

Cash at Bank 

(Being Sundry Assets taken over by the ‘ B ' Company 
as per Balance Sheet dated 1-1-38, under Agreement 
dated ). 


I Sundry Creditors .. ... ... .. Dr. 

To Realisation Account 

(Being the Liabilities taken over by the ' B ' Company 
1 as per Agreement dated ). 

i ' B ’ Company ... ... ... ... Dr. 

To Realisation Account 

1 (Being the agreed consideration as per Contract 
j dated ). 


L.F. 


Rs. 
4,62,000 


Rs. 


94.500 
;2,03,000 

70.000 

75.000 • 

19.500 


60,000 


60,000 


j! 


> 3.22.500 !i 


3,22,500 


[ Shareholders’ Account ... ... ... Dr. 

I Mortgage Debentures Account ... ... „ , 

To Realisation Account , 

(Being the transfer-of loss on realisation). 


I Share Capital Account ... ... ... Dr. i 

, Profit and Loss Account ... — ’ ... „ ■ 

i To Shareholders' Account j 

' (Being the transfer of Capital and the Profit and Loss 1 

’ Account balance). I 

I Shares in ' B ’ Company ... ... ... Dr. | 

I Debentures in ' B ' Company... ... ... >, ! 

> To ‘ B ’ Company ^ I 

, (Being satisfaction of purchase consideration m terms 

of agreement dated ). j 


Shareholders' Account ... — ... Dr. 

( To Shares in ' B ' Company 
1 (Being distribution of Shares in ‘B' Company amongst 
j the Shareholders of ' A ' Company pro rata). 


> Mortgage Debentures Account ... ... Dr. ‘ 

I To Debentures in ‘ B ' Company 

; (Being distribution of Debentures in * B ’ Company i 

1 amongst the Debenture-holders of ' A ' Company). j 


64,500 ! 

15,000 li 

! jj 79,500 

2,50,000 1 
2,000 ') 

|'2.52,000 

I 

‘ *1 

; 1.87,500 I 
; 1,35,000 jl 
j |j3,22,500 

i ll 

I « 


1 1,87,500 


'1,87,500 


Sll,35.000 j 
’ *|1, 35,000 

I >1 


i; 
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'B’ COMPANY’S BOOKS. 
JOURNAL ENTRIES. 


Land and Buildings ... ... ... Dr. 

Plant and Machinery 
Stock ... 

Sundry Debtors ... 

Cash at Bank 
To Sundry Creditors 
„ Capital Reserve Account 
„ ‘ A ' Company, Ltd. 

(Being the Assets and Liabilities taken over from the 

‘ A ' Company as per agreement dated and the 

consequent profit thereon transferred to Capital 
Reserve Account). 


,L.F. 


' A ’ Company Ltd. 

To Share Capital Account 
„ Debentures Account 

(Being the issue of 2,500 Shares of Rs. 100 each at Rs. 75 
per share paid up, and 150 5% Debentures of Rs. 900 
each to ‘ A ' Company in satisfaction of purchase 
price). 


Dr, 


I Rs. 
i 94,500 
2,03,000 
70,000 
I 75,000 
' 19,500 


Rs. 


11 

: 60.000 
' 79,500 
',3,22,500 


1 3,22,500 


1,87,500 

1,35,000 


Notes. — (a) The purchase consideration is arrived at, thus: — 

Rs. 

2,500 shales of Rs. 100 each taken at Rs. 75 per share paid up .. 1,87,500 
Issue of 150 Mortgage Debentures of Rs. 900 each . . . . 1,35,000 


Rs. 3,22,500 


(b) In the purchasing company’s books, it will be seen that the net intrinsic worth 
of the assets minus the liabilities taken over comes to Rs. 4,02,000, whereas the consi- 
deration they have agreed to pay is Rs. 3,22,500 as shown above. The gain of Rs. 79,500 
that the company thus stands to make is credited to Capital Rcseiwe Account. 

ILLUSTRATION 143. 


The Indo-European Co., Ltd., sells its business to the Continental Co., Ltd , as on 
31st December 1937, on which date its Balance Sheet was as under: — 



1 

~ _ 

1 


LiaMilies 

Rs. 

1 

Assets 


Rs. 

Paid up Capitai — 

'1 

Goodwill 


50,000 

2,000 Shares of Rs. IGO each 

2,00,000 

Freehold Property 


1,50,000 

Debentures 

...',1,00,000 

Plant and Tools 


83,000 

Trade Creditors 

30,000 

Stock 


35,000 

Reserve Fund 

...'1 50,000 

Bills Receivable 


4,500 

Profit and Loss Account 

.. ! 2U.OOO 

Sundry Debtors 


27,500 


f 

Rs. 1,4,00,000 

Cash at Bank 

Rs. 

50,000 

4,00,000 


The Continental Co. agreed to take over the Assets (exclusive of Cash and Good- 
will) at 10 per cent less than the book values, to pay Rs 75,000 for Goodwill, and to take 

over the Debentures. • y, — — — 

— The 'piirchase consideration was to be discharged by the allotment to the I. E. Co, 
Ltd., of 1,500 Shares of Rs. 100 each at a premium of Rs. 10 per Share and the balance 
in Cash. 

The cost of the liquidation amounted to Rs. 3,000. Show the necessaiy Accounts 
in •^e boolrs of the I. E Co., Ltd., and pass the entries recording the transactions in the 
boote of the Continental Co., Ltd. 



amalgamation, absorption & RECONSTRUCTION ACCOITNTS 


Solution. 

REALISATION ACCOUNT. 



Rs. 


Rs 

To Goodwill 

50,000 

By Debentures .... 

1,00,C 

„ Freehold Property 

1,50000 

„ Continental Co., Ltd. .. , 

2,45, C 

„ Plant and Tools 

83,000 

„ Shareholders’ Account— 


„ Stock 

35,000 

Balance transferred 

CO 

„ Bills Receivable 

4,500 



„ Sundry Debtors 

27,500 



„ Bank, Cost of Liquidation 

3,000 

- 


Rs. 

3,53,000 

Rs. I 

3,53,0 

_ _ 

_ 

]_ 




BANK ACCOUNT. 


1 

Rs. 

1 

1! 

I Rs. 

To Balance b/fd. ...1 

50,000 

By Realisation Account — | 


„ Continental Co., Ltd. ...i 

80,000 

Cost of Liquidation .. ' 

3,01 



„ Trade Creditors 

30,01 



„ Shareholders' Account 

97,0C 

• Rs. 

1,30,000 

Rs. 

L3^,0C 


CONTINENTAL CO., LTD. 


1 Rs. 

Rs. 

To Realisation Account ...1,2,45,000 

By Shares in Continental Co., Ltd. ...,|1,65,0C 
„ Cash ... 80,00 

Rs. |'2.45.000 

Rs. ','2,45,00 


' 


SHAREHOLDERS’ ACCOUNT. 


• 

1 Rs. 

- 

'1 Rs. 

To Realisation Account 

...it 8,000 

By Share Capital Account 

..’.'2,00,00 

Shares in Continental Co., Ltd. 

... jl,65,0UU 

„ Reserve Fund 

... 50,00 

„ Bank • 

.. Ij 97,000 
Rs. tj2j70^000 

„ Profit and Loss Account 

...1 20,00 

Rs. ; 2,70.00 



_ 

- _ _ 

,t 


CONTINENTAL CO.’a BOOKS. 
JOURNAL ENTRIES. 


! 


L.F. 


Rs. I Rs. 


' Goodwill ... ... ... ... Dr. 

1 Freehold Property ^ ... ... •.• >. 

1 Plant and Tools ... . ... ... ... .. 

! Stoclt ... ... ... ••• >. 

{ Bills Receivable ... ... ... ... .. 

Sundry Debtors ... ... — ... .. 

' To Debentures 

„ I. E. Co., Ltd. 

(Being the Assets and Liabilities as taken over from 
} the Indo-European Co., Ltd. as per agreement 
I dated ). 


' 1,35,000' 
'i 74,700 
31.500 
4,050 
24,750 


iil.OO.Ol 

2,45,01 
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JOURNAL ENTRIES.— (Contd.) 


I 


Indo-European Co , Ltd. 

To Share Capital Account 
„ Premium on Shares Account 
„ Bank Account 

(Being the issue of 1,500 shares of Rs. 100 each at a 
premium of Rs. 10 per share and the balance in 
cash in satisfaction of purchase price as per 
i agreement dated ). 


1 Premium on Shares Account 
To Goodwill 

(Being the Premium on Shares utilised in reducing 
Goodwill Account). 


Dr. 


L.F. 


Rs. 

2,45,000 


i 


Rs. 

11,50,000 
15,000 
I 8U,000 



Dr. 


I 


15,000 


15,000 



Purchasing Company Issuing Shares at a Premium. — ^When the Purchas- 
ing Company issues shares to the Vendor Company at a premium, the 
treatment iti accounts should be as foUov.^s. In the Vendor Company’s 
Boolrs, the shares will be brought in at the Premium Value and the corres- 
ponding credit w'ill have to be given to the Purchasing Companj'. In the 
Purchasing Company’s Books, the Share Capital Account wdll be credited 
at the face value of the shares, whereas the premium amount will have to 
be credited to an account styled “Premium on Shares Account.” The credit 
balance on this latter Account is then utilised tow^ards reducing or wiping 
off the Goodwill Account or may he transferred to General or Special Reserve 
Account as the Directors may deem fit. 


Reserve Fund, Diwdend Equalisation Fund. Contingency Fund, etc.— 
These Funds represent accumulations of profits and they belong to the 
shareholders. They need not, therefore, he transferred in the Books of 
the Purchasing Company that has taken o\x-r the liabilities of the Vendor 
Company, but will be closed in the Vendor Company’s Books by transfer 
to the Shareholders’ Account. 


Accident Compensation Fund or Workmen’s Compensation Fund. — Such 
a fund is usually raised out of profits and is invested in specific securities 
with the object of enabling the Company to meet any compensation claim 
that might be made in case of an accident. Such claims, as and when paid, 
are debited to this Fund Account and the specific securities'will, of course, 
nave to he realised for such a puipiosc. If, therefore, this Fund Account 
a credit balance on any particular date, it w’ould mean that the 
Company hp made a profit under this head in the sense tliat the wdiole 
of the jJTOvision made in order to meet compensation claims has not been 
wiped oil. Such a credit balance cannot be regarded as a liability and should 
not, therefore, he brought in the Books of the Purchasing Company, The 
Vendor Company will close it by transfer to the Shareholdets’ Account. 


-An Imsurance Fund is sometimes created and raain- 
3an:ej> and specifically invested in order to enable 


Insurance Fund. 

companij:^. j- specincany invested sn ora-. - - 
r, any loM e-ither llirough fire or marine accidents. Such a fund 

would ariso from time to time, and 
on ..n, one ante, there h a credit balance on this Fund Account, what it 
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signifies is that the Company has made a profit on this Account and such a 
credit balance cannot be regarded as a liability. The Purchasing Company 
taking over the liabilities of a Vendor Company will, therefore, not bring 
this account in its Books. The Vendor Company vdll wipe it off by transfer 
to the Shareholders’ Account. 

Provident Fund, Supcr-amiuation Fund, Staff Pension Fund, etc. — Such 
a Fund usually represents periodical deductions from wages or salaries as 
also additional conli-ibutions by the company from profits, for the purpose of 
paying to each employee a sum arrived at in a definite manner having due 
regard to the length of his service, tlic positfon ho enjoyed, etc., on the death- 
or retirement of each such employee. It naturally represents a definite 
liability by way of amounts claimable by employees und,er contract and 
consequently such a Fund Account should bo brought into the Books of the 
Purchasing Company taking over the liabilities of a Vendor Company. 

Workmen’s- Profit-Shaiing Fund or Employees’ Profit-Sharing Fu-nd. — 
Such a Fund always i-epresaaits appropriations from profits to be distributed 
amongst the employees under specified terms and conditions, and therefore, 
the credit balance on such account on any one date would mean the amount 
not yet withdrawn by the employees entitled thereto. This again is, there- 
fore, a liability in the strict sense and must be transferred in, the Books of the 
Purchasing Company taking over the liabilities of a Vendor Company. 

RECONSTRUCTION OF A LIMITED COhlPANY. 

The term reconstruction as applied to a Limited Company means the' 
winding up of an existing company and registering itself into a new one 
after a rean-angement of its financial position, as approved by its share- ' 
holders and creditors. Such a step usually involves the writing off of a debit 
balance on Profit and Loss Account or the elimination of any fictitious assets 
from the Balance Sheet, and the consequent readjustment of Share Capital. 

The entries necessary to close the books, of the old company and to open 
those of the new company follow on the same lines as already explained. 

ILLUSTRATION 144. 


The “ A ” Company’s Balance Sheet showed the following position on 31st Decem- 
ber 1937 




^ — zr— _ 


- - r ^ 

LiabiUiies , 

Rs. 

Assets 

1 Rs. 

Share Capital, 15,000 shares of Rs. 10 ' 
each 

Sundry Creditors 

1,50,000 

54,000 

Goodwill 

Land and Buildings 

Plant and Machinery 
Stock 

Debtors 

Profit and Loss Account 

...1 15,500 
- .. 1, 85,000 

.. i' 40,000 
.. ' 27,000 
..i 22,500 
... 14,000 

Rs. 

2,04,000 


, Rs. [2.04,000 





A 


The Committee of Shareholders and Ct editors resolved as follows: — 

1 That the Company be taken into voluntary liquidation, and a new company bef 
formed with* a nominal capital of Rs. 2,00,000 in .«hnres of Rs. 10 each, to take over tW 
Assets and Liabilities of the existing company. ' 
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2. That the item of Goodwill be eliminated and Machinery be valued at 20 per 
cent less in the books of the new company. 

3. That 15,000 shares of Rs. 10 each be issued to the shareholdeis in the old com- 
pany as Rs. 7-8 per share paid up. 

4. The sharelioldeis to pay up the balance of Rs. 2-8 per share in cash. 

5. The creditors of the company to be satisfied by the payment to them of half the 
amount in cash and by the issue of 6 per cent Debentures as to the other half. 

Show the Journal entries and the Ledger Accounts in the Old Company’s Books 
to give effect to the above. 

Show also the entries to open the Books of the New Company and the opening 
Balance Sheet. 


Sohiiion. 


Entries to close the Books of the Old Company: — 

s 


~i ~ " ■ 

1 

i Realisation Account ... . ... ... Dr. 

To Goodwill Account 
j „ Land and Buildings 

„ Plant and Machinery 
ti Stock 
„ Debtors 

' (Being the transfer of the assets to Realisation Account). 

LF. 

, 

1 

1 

1 Rs. 
|T,90,000 

1 

1 

1 Rs. 

' 15,500 

85.000 

40.000 

27.000 
; 22,500 

’ 1 Sundry Creditors ... ... ... ... Dr. 

i To Realisation Account 

j (Being the transfer of the liabilities to Realisation 

1 Account). 

1 

! 1 

54,000 

1 

[ , 

54,000 

I The New Company’s Account ... ... Dr. 

1 To Realisation Account 

1 (Being the debit to the new company in respect of the 

1 purchase consideration agreed to be paid to the j 

’ shareholders of this compaayl. 1 

1 ; 

1 ' 

( 

1 

' 1 

1 1,12,500 1 
1 ' ' 1 

' 1 

1 

'1 !' 

1,12,500 

... 1 

’ Shareholders’ Account ... ... ... Dr. ' 

To Realisation Account ' 

(Being transfer of loss on realisation). j 

i .1 
1 

1, 23,500 ; 

23,500 

] 

Shareholder's Account ... ... ... Dr. 

To Profit and Loss Account 

’ (Being the transfer of debit balance of Profit and Loss 
> ,^ccou^t to Shareholders’ .Account). 

1 

( 

' j 

< 

14,000 

i ( 

1 

! 

■ 14,000 

j 

! 

i 

Share Capital Account ... ... ... ]r)j-. 

To Sharehcldtrs’ Account 

(Being the trantfer of share capital to Shareholders’ 
Acco'int). 

1 

1 

r 

1,50,000 1 

ill,50,000 

J 

t( 

Ij 

Shares in the New Ctirnpany. Lid,, ... Dr 

'1 0 New Comt any's Account 

< <»>e‘"Sth5'3’oeof ir.,ttn0 shares of Ks. 10 each at ; 

Kf, //S per rhare paid up. rcrcia cd from the N’ew 
Compa*’;.- in 'a'lifaciim of fhe purchase price) ^ 

1 

f 

t t 

1,12,500 s 

i 

1 

i 

1,12^00 

Sh’reho’ left* Arcc tint ... . la. 

Shares in the New Co., Ltd. 

(Hrurgtherii^nhuiion of the abosc tharcs emongit 

i " '■’hatchoUen. r( this cvmpany p/n fctaj. 



1,12500 


I _ S 
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REALISATION ACCOUNT. 



I Rs. 

1 



Rs. 

To Goodwill 

„ Plant and Machinery Account 
„ Land and Buildings 
„ Stock 

„ Sundry Debtors 

15,500 
.. ll ilO.OOO 
...| 85,000 
.. 27,000 

... 22,500 
ll 

By Sundry Creditors 
„ New Company's .Account 
„ Shareholders’ „ 

... 

S'! ,000 
1,12,500 
23,500 • 


Rs. ,1,90.000 


Rs. 

1,90,000 


_ J 





SHAREHOLDERS’ ACCOUNT, 



11 

' Re. 

j 



Rs. 

To Realisation Account 
„ Profit and Loss Account 
„ Shares in the New Co. 

.. ■23,500 

...' 14.000 
...1 1,12,5U0 

1 

By Share Capital Account 


1,50,000 


Rs.- j IM.OOO 


Rs. 

1,50,000 


ll 



✓ 


Entries in the New Company’s Books: — 





L.F. 

Rs. 

Rs. 


Land and Buildings 

Plant and Machinery 

Stock 

Debtors 

To Sundry Creditors 
„ "A" Company, Ltd. (in liquidation) 

(Being the values of the assets and liabilities of the ‘'A" 
Company, Ltd. (in liquidation) as taken over by this 
' company). 

Dr. 

” 


85.000 

32.000 

27.000 
22,500 

54,000 

1,12,500 


“A” Company, Ltd. (in liquidation) 

To Share Capital Account 

(Being the issue of 15,000 shares of Rs.l0 each at Rb. 7/8 
per share paid up to the Liquidator of the "A" Com- 
pany, Ltd. in satisfaction of the purchase price). 

Dr. 


1,12,500 

1,12,500 


Bank ... . ... 

To Share Capital Account 

(Being the balance of the share capital money received 
from the shareholders). 

Dr. 


37,500 

37,500 


Sundry Creditors 

To Bank 

„ Debentures Account 

(Being the payment to creditors of half the amount in 
cash and the balance by issue of 6% Debentures as 
agreed). 

Dr. 


54,000 

27.000 

27.000 

{ 
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BALANCE SHEET OF THE NEW COMPANY, LIMITED. 
As at 


Capital and Liabililtes. 

Authorised Capital ; — 

20,000 shares of Rs. 10 each 


Rs. 

2,00 000 


Rs. 


I 


Properly and Assets. 


Issued & Subscribed Capital : — 

15,000 shares of Rs. 10 each 
issued to the shareholders 
of the "A” Company, Ltd. 
as Rs. 7/3 per share paid up 1,12,501 
The balance of Rs. 2/8 per 
share on the above Shares 
called up ... 37,50t 


land and Buildings 
Plant and Machinery 
Stock 

Sundry Debtors 
Cash at Bank 


Rs. 

I 

.85,000 

32.000 

27.000 

22.500 

10.500 


Debentures : — 

270 6% Debentures of Rs. 100 
each, issued as fully paid 
up 


Re. 


1,50,000 


27,000 


jU, 77.000 


Rs. i:i. 77,000 


EXAMINATION QUESTIONS. 


Note. — figures in bold type at the 'end of most of the problems 
indicate tlicir corresponding numbers in tlie Author’s ■“ TYPICAL 
PROBLEMS IN ADVANCED ACCOUNTING” where full solutions of 
these will be fotuid. 

1. Mention the different ways in which limited companies can amalgamate their 
businesses. 

2. Define Amalgamation, A.bsorption and Reconstruction. 

3. What entries are passed by a company to close its books, when it is absorbed 
■by another company ? 

4. Give entries necessary to be passed by a company on purchase of a running 
business. 

5. \Yhcn the net intrinsic worth of the assets taken over is less than the purchase 
considcratioh agreed upon, how should the difference be dealt with ? 

C. How would you adjust the difference, when a company taking over a runmng 
business has to pay as purchase price an amount less than tlie value of the net assets 
t.rkcn over? 

should premium on shares be dealt witli, when fully-paid shares are issued 
to tjie^cndors by the purchasing company at a premium ? . 

S. The Moon Co., Ltd., and the Rising Star Co., Ltd. have agreed to amalgamate. 
A new company Sunshine Co., Ltd , has been formed to talre over the combined concerns 
as on 31st Decc.mber 1937. After necotiaUon. the assets of the two comnanies have been 
agreed as shown in the following Balance Sheets : — , 


THE MOON CO.. LTD. 


Ltabiiiftes 
H'iuefl Capital: — 

1.00 '^00 Ordinars' Shares 
Rs. IP each fully p-iid 
Sund'y Creditors 
I’mfit ."ud I-ct'-s Account: — 
' fljiidi'lribupid Balance) 


of 

..10,00,900 

T > Assets ' 

Buildings 
Machinery and Plant 

Hi?. 

/5,00,000 
2,00,000 
;. 1.10,000 

.. 80,000 

Stock ' ] i . 

" .. 1,59,000 

. . 50,000 

Sundry Debtors 

Ca-h at Bank 

.. 1,20 000 
. . 50,000 

. 31.S0,0fi0 


Rs. 11.30,000 
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THE RISING STAR CO., LTD. 


Liabilities Rs. 

Issued Capital : — 

50,000 Ordinary Shares of Rs. 10 
each ' .. .. 5,00,000 

Sundry Creditors . . . . 50,000 

Reser\'e Fund . . ... 50,000 

Profit & Loss Account (Undistri- 
buted Balance) .. .. 50,000 i 


Rs. 6,50,000 


Assets 

Rs. 

Land and Buildings 

.. 3,00,000 

Machinery and Plant 

.. 2,50,000 

Goodwill 

. . 50,000 

Stock ... 

. . 20,000 

Sundry Debtors 

.. 20,000 

Cash at Bank 

. . 10,000 


Rs. 6,50,000 


Show how the amount payable to each Company is arrived at and prepare .the 
amalgamated Balance Sheet of the new Company. 312 

(The shareholders of the Moon Company, Limited, will get 1,05,000 shares 
and those of the Rising Star Company, Limited, will get 60,000 shares ; 

Balance Sheet Total R.s. 17,80,000.) 

9. The Pig Iron Co., Ltd., agrees to absorb the business of the Iron Ore Co., Ltd. 
as on 30th June 1937, and to take over the assets and liabilities at their Balance Sheet 
values, in exchange for which it is to issue 12 shares pf Rs. 10 each for every share of 
Rs. 100 each in the Iron Ore Co., Ltd. The expenses of absorption (Rs. 10,000) will be^ 
paid by the Pig Iron Co., Ltd. The Balance Sheets of the two Companies v/ere as follows : ' 

THE IRON ORE CO., LTD. 


Liabilities Rs. ( Assets Rs. 


Capital ; — 

1 

Land and Buildings 


3,00,000 

5,000'0rdinai'y Shares of Rs 

. 100 1 

j Machinery and Plant 


2,00,000 

each fully paid 

.. 5,00,000 

j Sundry Debtors' 

55,000 


Sundry Creditors 

. . 58,000 1 

1 Less Reserr'e for 



Bills Payable ,. . 

' . . 42,000 

' Doubtful Debts 

5,000 


Contingency Fund 

. . 10,000 



50,000 



Stock 


25,000 



Cash at Bank 

1 

•• 

35,000 


Rs. 6,10,000 i 


Rs. 

6,10,000 


i 

THE PIG IRON CO., LTD. 

• 


Liabilities 

Rs. 1 
1 

Assets 


Rs. 

Nominal Capital ; — 

■■ ! 

Land and Buildings 

. .. 

5,00,000 

2,00,000 Ordinary Shares 

Rs. ! 

Machinery and Plant 


3,00,000 

of Rs. 10 each 20,00,000 , 

Goodwill 


1,00,000 

V — 

— 

Stock 


60000 

Issued : — 


Sundry Debtors 


1,20,000 

, 1,00,000 Ordinary Shares 

of 

Cash at Bank .. 


1,00,000 

Rs. 10 each fully paid 

. .10,00,000 j 




Reserve 

, . 60,000 




Sundry Creditors 

.. 1,20,000 




Rs. 11,80.000 ! 


Rs. 11,80,000 


Shoiv the Journal Entries in the boobs of the Company that is being, absorbed r.nd 
the ooeninB''Balancc Sheet of die Pig Iron Company, Ltd. 313 

• “ (Balance Sheet Total Rs. 18,85,000.) 

The X, •Y, Z Co., Ltd , having proved un-^uccc'-sful, resolves bj' spacial resolu- 
tion to wind up for the purpose of reconstruction and .sale to a new company P, Q, R Co., 
Ltd. The Balance Sheet of the old company at the dote of the con^rmaforj- rerolution , 
was as follows: — ,, 
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Liabilities Rs. 


Cppital : — Rs. 

1,00,000 Ordinary Shares of 
Rs. 10 each fully paid 10,00,000 

Sundry Creditors . . 30,000 

Bills Payable .. 20.000 

50,000 


Re. 10,50,000 


Assets 

Land and Buildings 
Machinery and Plant 
Sundry Debtors 
Stock 

Cash at Bank 
Profit & Loss Account 
lated loss) 


Rs. 

.. 4,50,000 
2,40,000 
.. 1 , 00,000 
.. 50,000 

.. 10,000 
(accumu- 

- 2,00,000 


! * Rs. 10.50,000 

1 


The scheme of reconstruction, assented to by all parties, was as follows : — 

(1) The new Company was to take over all the Assets of the old Company, but 
not the Liabilities. 

(2) The capital of the new Company was to be Rs. 15,00,000 in 1,50,000 Shares 
of Rs. 10 each. 

(3) Tile new Company was to purcliase the Goodw^ill, busuiess and assets of the 
old Company for the sum of Rs. 8.00,000 payable as to Rs. 7,00,000 by the 
is-me of 1.40,000 Ordinary Shares of Rs. 10 each with Rs. 5 per share credited 
as paid up and as to Rs. 1,00,000 in cash.* 

(4) Tlie memhers of tlic new' Company -were to pay the balance of Rs. 5 per 
share due upon the shares issued to them, as to Rs. 2-8 on Application and 
the balance on Allotment. The expenses of reconstruction amounted to 
Rs. 5.000. There were ho dis-'cntient Shaicholders and all the calls 'were 
duly paid. Ko further ’ Shares were issued beyond those forming part of 
the purchnte con^ideTOticn for the transfer of the business. 


Pass Journal Entries to close the books of Uio X, Y, 2 Co , Ltd., and show the 
opening Bahmeo Sheet of the P, Q, R Co., Ltd. 314 

(Balance Sheet Total Rs 14,50,000 ) 

' 11. The Air TIachines, Ltd.. L absoibed by Uie Aeroplane Stores. Ltd., the con- 

•idcMtion being the .-issiunption of she liabilities, the- discharge of the Debenture debt 
at .1 i remium of 5 per cent by tin is.uc of 5 per cent debentures in the Aeroplane Stores, 
Ltd . end ajiTymcnt iji cash . of R-, SO pcr. sharc. end the e.xclinnge of three Rs. 10 shares 
„in.-tbc, Acrcplanc Sto'es. Ltd., at tn erred v.eluo of Rs. 15 per .share, for every share in 
Ihf Air r.l''cTiihb's.~Xtcr. ’ 


BALANCE SHEET OF THE AIR MACHINES, LTD. 
As or 31tt Aiipiist 1037. 


Llrhijl'ii'- 


Rs. 


He. SO Shcrc.'i fully 

r<‘-d 

tTf'; Pfent-.d-raring Fund 

ry'.4";f Fur'] 

Acermt ’ 

P,"' i "d L'.'" Arc’Ount ' 


S'i.Oj.OOO 
ISOO.WO 
2,00009 
1,CO,OCO 
. .'•'0.P93 

. aio.ooo 
. ro.ocD 


Ih S20004y> 


A 'rets 


Rs. 


Goodwill 

Land and Buildings 
Pkl.i u'fl Machirety 
Patent- 

Pi.ttcm-; and Drawings 
V,’ork-iij-Prrg! css and Stocic 
S mdry Dehli'm 
Irivcsiments on Compensation 
Fund Account 
Ca'h at Bank . , 


. 2,50,000 
. 7.63,000 
.22,00.000 
, 50,000 

. 23.090 
AO.CO/m 
. JFAO'K) 

. .50.000 

. 3.50,000 


Rs, 52,00.090 


tv 


1 


V. 

1 - 


l; ( Ar," 
VMl.- 


clr e it-c >5n(.L', ;,f -the Air il'.chsjvc':. I/d., and ai.'u io eipcn 
^ -tu. 315 

Vf >' rbrn'-b-d hy {bn Bh.'irat Co., t/d,‘thc cen'-iderati'm 

1'^,; tt'de lubililtn-; the payment af the ecu'- of 
re. .i rcr-pnc;" <,f fi .. * V '* n pr,.r/4u« ef lOL (he d-cL-rge rf, 
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the “ A ” Debentures at a premium’ of 10% by issue of 5% Mortgage Debentures in the Q 
Bharat Co., Ltd., and a payment of Rs. 20 per share in cash, and the exchang e of 4 -fullv-‘. ' 
paid Es. 10 S hares . In the Bhaiat Co., Lt d., at the market price of Rs. 15 p er share, for 
every share irTThe CU, ' Lfdr" The followmg being the balance aheet of the ' 

Wallace Co., .Ltd., at the date of absorption, make the necessary entries in both the 
Companies’ books to record the transaction. 

BALANCE SHEET OF THE WALLACE CO , LTD. 

' Capital & Liabilities Rs. Property & Assets Rs. 


Share Capital: — 

40,000 Shares of Rs. 50 eadr 
fully paid . . , .20,00,000 

Debentures : — 

5% “A” Debentures ..10,00,000 

5% “B” „ .. .. 5,00,000 

Sundry Creditors . . . . 1,50,000 

Reserve Fund .. .. 2,00,000 

Sinking Fund . . . . 50,000 

Employees’ Savings Bank Deposits 
and Interests , . . . 80,000 

Profit & Loss Account . . 30,000 


Land and Buildings .. ..15,00,000 

Plant and Machinery . .10,00,000 

Goodwill . . . . . . 4,00,000 

Patent Rights . . . . 2,50,000 

Stock 2,00,000 

Sundry Debtors . . . , 3,60,000 

Investments on account of Sink- 
ing Fund . . . . 50,000 

Cash at Bank .. .. 2,50,000 


Rs. 40,10,000 I Rs. 40,10,000 

^ WsJ 316 

Is^Below is the Balance Sheet of the Blank Co., Ltd, on 31st Decen'Iber 1937 : — 


Nominal Capital ; — 

1,00,000 Preference 
Shares of £1 eadr 100,000 
1,00,000 Ordy. Shares 
of SI eadr ' 100,000 


Sundry Creditors 
Bank Overdraft 


200,000 


Issued Capital: — 

74,720 Preference Shares 
fully paid 74,720 

42,633 Ordinary Shares 
fully paid ' 42,633 


117,353 

14,000 

1,328 


& 132,681 


Patents at cost 
Leasehold Works 
Machinery and Plant . , 
Sundry Debtors 
Stock on hand 
AdvcrHisrng Suspense, 
Preliminary Expenses 
Profit and Loss Account 
Cash in hand 


114,663 

3,820 

4,120 

1,241 

4,921 

2,000 

406 

1,482 

28 


& 132,681 


The Company proved unsuccessful, and resolutions were passed to carry out the 
following scheme of reconstruction; — (1) That the £1 Preference Shares be reduced to 
an equal number of fully paid shares of JOs. each. (2)__T]iat tire £1 Ordinary Shares be 
reduced to an xgud ^lumber of fully. paid share s of 6/8 e ach. (STTfllarthe amounmTfis 
rendered availableTor tire reduction of the a3s'5tS~fae apportioned as follows ; — Pichmi- 
naiy Expenses, Profit and Loss Account and Advertising Suspense -Account to be writ en 
off entirely ; £1,200' off tlio Leasehold Works ; £1,400 off the Stock ; 20 per cent oG the 
Machinery and PlaSit, and the balance available to, be written off Patents. Prepare 
Balance Sheet givipfi-^cGect to above. (LoimZou Chamber oj ^Commerce.) 317 

(Balance Sheet Total £66,899.) 

the reconstruction of a Company, the follov/ing terms were agreed upon 
The Shareholders to receive in lieu of their present holding (viz., 50,000 sliares of 
.£10 each) the following 

(«) ikilly-paid Ordinarj' Shares to 2'5ths of their holding. - . 
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ADVANCED ACCOUNTING 


(b) 5 per cent Preference Shares, fully paid, to the extent of l/5th of the above 
new Ordinary Shares. 

(c) £60,000 6 per cent second debentures. 

An issue of £50,000 5 per cent first debenhu-es was made and allotted, payment 
for the same having been received in cash. 

Tne Goodv.-iU, which stood at £300,000, was -vnritten down to £150,000. 

The Plant and Machinery, which stood at £100,000, was written down to £75, OW. 

The Freehold and Leasehold Premises, which stood at £150.000, were written 
down to £125,000. 

Make the Journal entries in the books of the Company necessitated by the above 
reconstruction. (Chartered Accountants,) 318 


The Anglo-Egyptian Co., Ltd., decides to sell its business to the British ‘and _ 
Colon ial Co., Ltd., as on 31st December 1937. 

On that date its Balance Sheet was as follows: — 


Liabilities 


Paid-up Capital, 20,000 Shares of 


£1 each 

. . 20,000 

5fc First Mortgage Debentures 

. . 10,000 

Sundry Trade Creditors 

3.000 

Reserve Fund 

5,000 

Profit and Loss Account 

2,000 


£ 40,000 


Assets 


Freehold Property . . . . 15,000 

Plant and Tools . . . ■ 1,500 

Stock-in-Trade . . . . 3,500 

Sundry Debtors (all good) . . 4,000 

Bills Receivable . . . . 2,000 

'■''Goodwill . . . . . . 4,000 

I «.Cash in hand and at Bank . . 10,000 


£ 40,000 


The B & C Co., Ltd., agreed to take over the Assets (exclusive of Goodwill and 
Cash) at the amounts stated in the above Balance Sheet, to discharge thereout fire 
liabilities to Trade Creditors, and to pay £10,000 for Goodwill. 

The purchase price was to bo discharged fay the allotment to the A-E Co., Ltd., of 
12,000 ^arcs of £1 each in the capital of the B & C Co., Ltd,, at 25s. per share, and the 
balance in cash. 


The A-E Co., Ltd., went into voluntary liquidation, and X was appointed Uqui- 
dator. The espenses of the liquidation amounted to £300. 

W rite up and close the books of the A-E Co., Ltd., and show what the Share- 
holders will receive in all. iChartered Accountants.) 319 

(Projtf on Realisation ^,700; the Shareholders will receive 

£15,000 in shares and £17,700 in cash.) 


16. The X and Y Companies, having many interests in common, in order to econo- 
mise, decided to amalgamate and form a new Company, Z. 

The position of the two Companies was as follows : — 



•£ 1 



£ 

fXi Capital paid up .. 
Debentures 

Creditors 

Profit and Loss Account 

- . 30.000 ' 

5,000 ’ 

.. 5,000 

. . 3,C00 

Debtors 
Stock , 
Goodwill 

.. 

1 III 


£ 43,000 



£ 43,000 ‘ 


£ ' 



~ ^ 

(Y) Capital paid up 

Creditors 

Profit and lots Account 

.. 20,000 ' 
.. 8090 t 

2,000 

Debtors 

Stock 

-- 

20.000 

10,000 


£ 30,000 



£ 30,009 


AMALGAMATION^ ABSORPTION & RECONSTRUCTION ACCOUNTS 


5T5 


The average profits of the X and Y Companies have been £3,000 and £2,000 < 
respectively. The new Z Company agrees with the X and Y Companies to take over both 
the concerns for the sum of £60,000 and, in addition, to discharge all liabilities, £10,000 
to be paid in cash, and the balance in shares. 

The profit on the conversion is to be divided between the Shareholders of the X 
and Y Companies in the same proportions as the profits previously earned by the 
Companies, 

Draw up a Purchase Account on the completion of the Z Company, and show how 
the Siiare Capital Accounts in the X and Y Companies should be closed. 

A B held £5,000 shares in X Company and £4.000 shares in Y. 

Show how much cash and how many shares A B should receive from the new 
Company. {Incorporated Accountants) . 320 


(A B will receive 9,000 shares in the Z Company and £1,800 in cash.) 


<5" 17. The Prosperous Co., Ltd, after several years of large profits and increasing 
dividends, decide to reconstruct with a view to giving the holders of each of their 
Ordinary Shares of £10 each two shares of- £1 0 each, viz., on e Ordinary and one 5% 
Cumulative Preference. From the following Trial Balance of the~oI3~Company, prepare 
the Journal entrlEF'necessary to open the books of the new Company, which Company, 
by agreement, undertakes to' discharge the liabilities, collect the Book Debts, and take 
over the Premises. Plant and Stock at the book values : — ^ 


Share Capital issued ; — 

60,000 Shares of £ 10 each 
Reserve Account 
Trade Creditors 
Dividend Equalisation Reserve 
Sundry Shareholders’ Dividend Account ... 

Profit and Loss Account, balance after providing for Final 
Dividend as above 
Freehold Premises ' 

Plant and Machinery 
Stock 

Book Debts 
Goodwill Account 

Bank Current and Deposit Accounts 
Cash 


200,000 

150.000 

260.000 
200 000 

91,000 

120,060 

1,200 


' 'SoiAifaVfs.) 321 
18. A Limited Company goes into voluntary liquidation on the Slst December 1937 


V. 

1,022,200 

{Chartered ' AcSoiAifanfs, 


£ 1,022.200 

T 


600,000 

200.000 

44.000 
30 000 

90.000 

58,200 


having assets appearing in tlie books as follows 


'90,000 

10,000 


Works and other Properties 
Liquid Assets 

Its Liabilities are £20,000, and its Capital (paid up) £100,000. Tlie Assets are 
sold to a new Company for £72,000, £50,000 payable in shares of that Company of £1 
each, credited with--15s,.E er shm e piM up, and £22,000 in cash, which latter just suffices 
to pay the liabilities and~co^of liquidation. Close the books of the Company 
liquidation. 

19 t“Tho following is file Balance Sheet of the 
December 1937 : — 


m 

322 


£a.>7»^. 

'ding Co., Ltd., as on 3Ist' 



f»'- *x-hi 
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ADVANCED ACCOUNTING 


Liabilities £ - ' 

Capital — 120,000 Shares of £1 i 

each fully paid . . . . 120,000 j 

Sundry Creditors . . . . 30,000 

Bank Overdraft . . , . . ' 26,000 | 

1 

£ 176,000 i 


Assets - ^ 

Land and Buildings .. .. 100,000 

Machinery and Plant . . 40,000 

Stock-in-Trade . . . . l5,000 

Sundry Debtors . . . . 20,000 

Profit and Loss Account .. 1,000 


£ 176,000 


fO The Company went into liquidation, and the Assets were sold to the Delta Co., Ltd., 
■3^ for £147,000, payable as to £37,000 in cash (which sufficed to discharge the Creditors 
and the Bank and pay the costs of winding up £1,000) and as to £90,000 bj' the allotment 
^of 120,000 £1 shares of the Delta Co., Ltd., 15s. p aid to the Sharehplders. ,of th e Alpha 
'V'Trading Co^^'TXiT 

Close thT" books of the Alpha Trading Co., Ltd., and give the necessary entries 
for recording the transactions in the books of the Delta Co., Ltd. 

{Chartered Accountants.) 323 

■ 20. The Share Capital of the following Cotton Mills is as follows : — 

Jamshedjee Spinning and Weaving Co., Ltd., 1,00,000 Shares of Rs. 100 (Rs. 20 paid). 
Bharat Cotton Mill, Ltd., 10,000 Shares of Hs. 80 (Rs: 60 paid). 

Indian Cotton Manufacturing Co., Ltd., 10,000 Shares of Rs. 20 (fully paid). 

The first-named Company acquires the others on the following terms; — 

(a) two of its shares (market value Rs. 25) for one share of the Bharat Mill 
plus Rs. 20,000 in cash ; 

(b) Rs. 2,40,000 in cash for the business of the Indian Cotton Manufacturing Co., 
comprising the following assets only : — 

Rs. 

Building and Machinery .. .. .. 1,13,400 

Stock-in-Trade . . . . . . . . 46,300 

Book Debts (25 per cent bad) .. .. 35,920 

debts due to the Bharat hEll and the Indian Cotton Manufacturing Co. 
of Rs. 12,000 and Rs. 4,000 respectively are considered extinguished without 
payment. 

Show complete Journal Entries in the purchasing Company’s b^ks calculating 
tlie cost of the Bharat Mill’s business on the basis of the Market value of the Jamshedjee 
Mill’s shares. (G. D, A.) 324 

c-< 

21. ’The X Company, Ltd., is absorbed by Y Company, Ltd. Given below are 
"the Balance Sheets of the hvo Companies, taken after revaluation of their assets on a 
uniform basis ; — 


X COMPANY, LIMITED. 


Rs. . 

' 

Rs. 

Authorised Capital ; — • | 

9,000 Shares of Rs. 300 -each . .27,00,000 

Sundrj' Assets 

Cash in hand 

..33,70,000 

7,000 

Paid up Capital : — ! 

9,000 Shares of Rs. 270 paid on i 

each .. ' ..24,30.000 ' 

Creditors .. .. .. Ij0,000 . 

Rcsoive Fund .. .. 8,07,000 j 

Profit and Loss Account .. 30,000 1 

i 

i 


Rs. 33,77,000 i 

! 

Rs. 
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y COMPANY, LIMITED. 


Rs. 


Authorised Capital: — 

40,000 Shares of Rs, 180 each . .72,00,000 


Paid up Capital ; — 

40,000 Shares, Rs. l.'iO 
on each • . . 

Creditors 
Reserve Fund 
Profit and Loss Account 


— a 

paid 

. .60,00,000 
.. 1,30,000 
. .25,70,000 
. . 70,000 


Rs. 87,70,000 


Sundry Assets 
Cash on hand 


Rs. 


. .87,15,000 
. . 55,000 


Rs. 87,70,000 


The holder of every three shares in the X Company, Ltd., was to receive five 
shares in the Y Company, Ltd. phw as much cash as is necessary to adjust the rights of 
Shareholders of both the companies in accordance with the intrinsic values of the shares 
as per respective Balance Sheets. Pass the necessary Journal entries in the books of 
Y Company, Ltd. and prepare the Balance Sheet giving effect to the above scheme of 
absorption. (G. D. A.) 325 



(Bnlonce Sheet Total Rs. 1,21,20,000.) 


22. The As%et^. of the National Steel Company, Limited are purchased 'by the 
Hindustan Iron & Steel Company, Limited. The purchase consideration was as follows; — 


(1) A payment in cash at Rs 90 for every share in the National Steel Company, 
Limited. 


(2) A further payment in cash at Rs. 550 for every Debenture in the National 

•Steel Company, Limited, which the Debenture-holders have agreed to 
accept in full discharge of their Debentures. 

(3) An exchange of four shares of the Hindustan Iron and Steel Company 

Limited, of Rs. 75 each (quoted in the market at Rs. 140 each)' for every 
share in the National Company, Limited. 

The Balance' Sheet of the National Steel Company, Limited, stood as follows when 


given over: — 

Capital : — 

Rs. 

Land and Buildings 

Rs, 

. .11,00,000 

0,000 Shares of Rs 500 each . 
1.300 Debentures of Rs 500 

.30,00,000 

Machinery and Plant 
Furniture and Fittings 

..15,50,000 
.. 2,60,000 

each 

. 6,50,000 

Patents 

.. 2,40,000 

Sundry Creditors 

. 2,50,000 

Work-in-Progress 

.. 8,15,000 

Worlcmen’s Savings Bank 

. 2,00,000 

Stock of Goods 

.. 1,85,000 

Insurance Fund 

. 65,000 

Sundry Debtors' 

.. 2,65,000 

Reserve Fund 

Profit and Loss Account 

, 2,75,000 
. 60,000 

Cash 

. . 85,000 . 

Rs. 

45,00,000 


Rs. 45,00,000 


MaJje the necessary closing and opening entries in the Journals of "the Purchased 
and ^^rchasing Companies respectively. (G. D, A.) 32G 

6 23. With a view to reducing establishment expenses and generally to effect 
economy in working, the A Company, Limited was taken over by the B Company, 
Limited as from 1st January 1938, upon the following terms: — 

(1) The B Company to assume the Liabilities and take over the assets at Book 

Values. . * 

(2) Tire B Company to dischai^ge the debentures in A Company at 105 per cent , 

by the issue of new debentures at 6 per cent, in the B Company, ' 

(3) Tire B Co. to pay the Shareholders in the A Co Rs. 10 per share and to 

give three Rs. 10 shares in the B Co., for every Rs. 20 share in A Co. The ' 
Rs. 10 shares were considered ns being at par. 


37 
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ADVANCED ACCOUNTING 


The followmg Balance Sheet of the A Co. was prepared on 31st December 1937 


Its. 

Capital ; — 

Nominal 50,000 Shares of Ks. 20 
each .. .. ..10,00,000 


Issued 47,500 Shares ‘of Es. 20 
each fully paid . . . . 9,59,000 

- 5% Debentures . . . . 2 40 000 

^ Resei've Fund . . . . 3,00,000 

^ Sundry Creditors , . . , 1,53,000 

Profit & Loss Account (Balance) 99,200 



Rs. 17.42,200 


i Goodwill .. •• •• 7,00,000 

i Freehold Land and Buildings .. 3,13 000 

I Machinery and Plant . .. 64,200 

Fixtures and Fittings .. 17,000 

i Sundry Debtors . . . . 2,19,800 

' Stock . . . • • • 93,200 

' Investments . . . - 2,93,000 

‘ Cash at Bank and in hand . . 42,000 


i ' - 

1 Rs. 17,42,200 

1 - — 
I 


You are required to give the entries necessary to close oft the books of the 
A Co., and to shov/ how the acquisition of the new Business would be recorded in 
the books of the B Co. (B. Com.) 327 


24. The B. T. T. Co., Ltd. was floated with a capital of Es. 20,00,000 in 1,00,000 
Ordinary Shares of Rs. 10 each, and 1,00,000 G% Preference Shares of Rs. 10 each. The 
Capital was fully subscribed and paid. The Preference Shaics carried cumulative prefer- 
ence rights as to dividend but not as to c.apital icpaj'ment. The Company was unsuccess- 
ful, and sustained trading losses amounting to Rs. 3,00,000. In addition, tlie majority 
of the patents acquired by the Company proved to be worthless. It v;as resolved to 
v/rite oft Rs. 10.00,000 of the subscribed capital by reducing each class of shares by 
Rs. 5 per share, and to reduce tlic assets correspondingly by wiping out the debit balance 
of the Profit & Loss Account (Rs. 3,00,000) and writing down" Goodwill to the extent 
of Rs. 3,00,000, Patents Es. '3,00,000, and Preliminary Expenses Account Rs. 1,00,000. 
Pass Journal Entries to give effect to tlic above. ' • 328 


^x’'25. As Auditor of X. Y. Z. Co., Ltd., you arc infoitped that the Company has 
a^eed to purchase the A. B. C. Co., Ltd., as from the 31st December 1937, on the 
following terms: — 

The X. Y. Z. Co., Ltd., is to discharge all the liabUilies of the A. B. C. Co., Ltd., 
and to take over all the assets at- the values as shown in the A. B. C. Co.’s Balance 
Sheet at 31st December 1937. Shareholders in the vendor company are to receive an 
equivalent number of shares in X. Y. Z. Co. phis Rs. 1,00,090 in cash. 

The following was the position of the two companies at 31st Dacember 1937. 



X Y. Z. CO., LTD. 


Liabilities 

Es. 

Assets 

Rs. 

Nominal Capital ' . . 

Subscribed Capital 

Creditors 

Reserve Fund 

Profit and Loss Account • 

. .15,00,000 

..10,00,000 
. . 70,000 

.. 1,00,000 
.. 1,23,000 

Debtors 

Premises ' . . ' . . • 

Plant and Machinery 

Cash in hand and at Bank 
Investments 

Bills Receivable 

Stock 

.. 4,50,000 
.. 1,00,000 
.. 1,50,000 
. . 20,000 
.. 1,00,000 
.. 1,00,000 
.. 3,75,000 


Rs. 12,95,000 


Rs. 12.95,000 

Liabilities 

A. B. C. 
Re. 

20., LTD. 

Assets 

Rs. 

Siihecribed Capital ' . . 
Creditors 

General Reserve Account 
Profit and Loss Account 

.. 2,50,000 
*. .. 25,000 

. . 30 000 

■ . . 20,000 

Debtors 

Bank 
' Premises 

Fixtures, etc. - 
Stocle 

.. 1,45,000 
5,000 
.. 55,000 

. . 20,000 
.. 1,00,000 

. 

Rs. 395,000 


Rs. 3,25,000 
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You are requested to prepare a Balance Sheet, as on 1st January 1938, embodying 
the above arrangements, assuming that the bash transactions do not take place till 
afterwards. 


What recommendations would you, as Auditor, make to the Directors of tlie 
X. Y. Z. Co., Ltd. with regard to the new state of affairs, dealing especially with 
Goodwill ? 329 

(Balance Sheet Total Jis. 1(1,70,000.) 

' sortie “A” Bank, with a Capital of Es. 2,00,00,000 In 50,000 shares of Rs. 400 
each (Rs. 70 is, paid up), and a Reserve of Rs. 30,00,000, and whose shares were quoted 
at Rs. 240, was taken over by the “ B ” Bank, whose Capital v/as Rs. 6,00,00,000 in 1,00,000. 
shares of Rs. GOO each (Rs. 200 paid up), and a Reserve of Rs. 80 00.000, and whose 
shares were quoted at Rs 740, on the basis that one share in the pin chasing Bank was 
given for three Shares in the vendor Bank. 

What are the entries to be made in the purchasing Bank’s books, and how will 
its Shai^Xlapital and Reseiwes then stand ? 330 

' TL The Bombay Trading Co., Ltd , having a Capital of Rs. 4,50,000 divided -into 
9,000 shares of Rs. 50 oacli (on which Rs. 40 per share was paid up) and a Resen’e 
E^nd of Re 90.000 was absorbed by the International Trading Co., Ltd., having a Capital 
of Rs. 12,00,000 divided into 40,000 shares of Rs. 30 each (on which Rs. 25 per share was 
paid up) and a Reserve Fund of Rs. 2,00,000, on the terms that for' every tliree shares 
in the absorbed company, the absorbing company was to give five shares (partly paid 
as the original ones). - ~ 

Give udth full details the Journal Entries ,in the Books of the absorbing Company 
and draw out the Balance Sheet after the absorption. 331 


(Balance Sheet Total Rs. 16,50,000.) 

Nifi^^^The Bubbles Co , Ltd. is in the hands of a Receiver for Debenture-holders, 
who hold a charge on ail assets, except uncalled Capital. The following statement 
shows the position ns regards creditors as on 30th June 1937 : — 


Liabiltfies - Rs. 

Share Capital Rs. 36,00,000 in 
Shares of Rs, 10 each, Rs. 30 
paid up 

First Debentures . . . . 30,00,000 

Second Debentures . . . . 60,00,000 

Unsecured Creditors . 45,00,000 


Assets Rs. 

Cash in hand of the Receiver 27,00,000 
Property, Machinery & Plant, 
etc. cost Rs! 39,00,000 estimat- 
'cd at ' 15,00,000 

' ■ Charged under Debentures . . 42,00,000 
. Uncalled Capital — 

I 60 000 Shares at Rs. 30 each 13,00 OOO 
1 Deficiency . . . . . . 75,00,000 


Rs. 1,35,00,000 1 Rs. 1,35,00,000" 


A holds the First Debentures for Rs. 3000,000 and Second Debentures for 
Rs. 30,00,000. He is also an tmsecured creditor for Re. 9,00,000. B holds Second Deben- 
tures for Rs. 30/00,000 and is an unsecured creditor for Rs. 6,00,000. 

The following scheme of reconstruction is proposed; — 

(1) A is to cancel Rs. 21,00,000 of the total debt owing to him, to advance 

Rs. 3,00 000 in Cash and to take First Debentures (in cancellation of / 
those already issued to him) for Rs. 51,00,000 in satisfaction of all his 
claims. 

(2) B is to accept Rs. 9,00,000 in Cash in satisfaction of all claims by him. 

(3) Unsecured creditors (other than _ A and B) are to accept four shares of . 

• Rs. 7-8-0 each, fully paid in satisfaction of 12 annas in the rupee of every 

Es. 60 of their claims. The balance of 4 annas in the rupee is to be post- 
poned, and to be payable at the end of three years from the date of the 
Court’s approval of the scheme. Tlie Nominal Share Capital is to he 
increased accordingly. 

(4) Uncalled Capital is to be called up in full and Rs. 52-8-0 per share cancelled, 

thus making tlie Shares of Rs. 7-8-0 oaclf. 
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Assuming that the schemg is dul 3 - approved bj' all parties interested and by the 
Court, adjust the statement accordingly and show the alterations in the Compai^’ s 
Balance Sheet'^and give the necessary Journal entries. 

The following is the Balance Sheet of a Companj' as on 30th September 1937 . 


Ks. R: 

Korninal Capital: — 

50,000 Ordinary Shares 
of Rs. 10 each 5,00,000 

50,000 Preference 
^ Shares of Rs. 10 each 5,00,000 


Rs. 10,00,000 


Rs. 

Goodwill 

Freehold Premises 
Plant and Machinery 
Stock 

Sundiy Debtors 
Cash at Bank 


. 50,000 

. 6,00.000 
. 1,00,000 
, . 40,000 

, . 70,000 

.. 3,00,000 


Is.med Capital : — 

45,000 Ordinarj’ Shares 
of Rs. 10 each, fully 
paid 4,50,000 

45,000 5S^i Pieference 
Shares of Rs. 10 each, 
fullj" paid 4,50,000 

9,00,000 

Sundry Creditors - . . . . 10,000 

Profit & Loss Account — Balance 2,50,000 


Rs. 11,60,000 


Rs. 11,00,000 


The Shareholders resolved that the credit balance of the Profit & Loss Account 
should be dealt with as follows; — 

(a) The Preference Dividend io be paid, (b) The Ordinaiy Shareholders to 
receive a dividend at tlie rate of 10% free of tax. (c) A return of capital 
(subject to re-call) to be made to the Shareholders, Preference Shareholders 
to receive Re. 1-4 per share, and Ordinary Rs. 2-8 per share. 

A holder of 1,000 Preference Shares gave the necessarj’ notice to the Company 
that ho did not v/ish to accept a return of capital. 

Give the Jouinnl Entries necessarj- Jto record the above in the books of tlie 
Company and the B, -.lance Slieet immediately after Uie scheme has been carried out, 
showing Uie treatment of the sum the Preference Shareholder refused to' accept. 333 

(Balance Sheet Totaf Rs. 9,27,109-6-0.) 

Vv' r---™- 

30. The'followmg is the Bakance Sheet of a Company as^on 3lst December 1937 ; — 


Rs, Rs. i 


Rs. 


Nominal Capital ; — 
m.COO STr Cumula- 
tive P.nrtJcipating 
Preference Shares 
of R-. 10 eaai . . 10,00,000 
S2.WO00 10% Cum. ;‘A'* . 

Pre P ir.'icc Sh.tres 
of Rs. 10 each . , 20.00,000 
SOO.fr'io Orumssy Shares 

of R-. 10 each .. &3,00,000 

1.10.09,000 

b'ovd C.'nlUtl-.— 

1 O0,WiO *1"- Cumula- 
tive Partiripating 
Pr< f crerce Sb a tej 
" cf R'^ 10 frch .. lO.OOriOO 


Goodwill ... 

Plant and Madiinciy 
Premises * . . 

Stock 

Sundry Debtors 
Cash 

Profit and I,qss Account 


. . 1 , 00,000 
... 17,00.000 
.. 14,00,000 
,. 28,09,000 
35^0,500 
,. 15,000 

.. 3,95,000 


is a contingent lia- 
bihty on both classes of Pre- 
ference Shares in respect of 
thj-ce years’ Dividends, 


( 


Cam','.! tT-.-j- R<-, inO’l.C'OO ’ „ 


Ctrried orer Rs, 90,99,5<» 
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Rs. 

Re. 

Rs. 

Brought over 10,00,000 

i 

Brougl^t over 99.99,500 

2,00,000 10% Cumu- 

lative “ A ” Prefer- 


rence Shares of 

Re. 10 each 20,00,000 

3,00,000 Ordinary 

Shares of Rs. 10 each 30,00,000 




' 60,00,000 

G% Debentures .. .. 15,00,000 

Sundry Creditors .. .. 24,99,500 


Ks. 99,99,500 i Rs. 99,99,500 


The Company decides to adopt a scheme of re-arrangement (there being no 
dissentients), on the following lines: — 

(1) The .8% Cumulative Participating Preference Shares to forego their arrears 

of Div'idond and be converted into 6% Cumulative First Preference Shares 
of Rs. 10 each. 

(2) The 10% Cumulative “A” Pieference Shares -to forego their arrears of 

Dividend and become 7J% Preference Shares of Rs. 10 each. 

(3) Each share of the Ordinai'y Share Capital (consisting of Rs. 10 shares) to 

be divided into five shares of Rs. 2 each. 


In respect of every five New Ordinary Shares thus issued, three of the Rs. 2 
shares are to be sunendored to the Company. Two out of every three shares thus 
surrendered are to be allotted to the holders of the 6% and the 7^% Preference Share- 
holders, in proportion to their holdings, as 10% Preferred Ordinary Shares, lli.e remain- 
ing shares surrendered are to be cancelled and to be utilised in writing off the debit 
balance on the Profit and Loss Account, in writing down Plant and Machinery to 
Rs, 16,20,000, and in eliminating Goodwill. 

You are required to give the Journal Entries necessary to record the above 
arrangements in the books of the Company and to prepare the revised Balance Sheet, 334 
• (Total oj the Revised Balance Sheet Rs. 94,24,500.) 


1st January 1938 the Balance Sheet of Wisemen, Ltd., was as under: — 


Liabilities Rs. 


Share Capital authorised, issued 
and paid up : — 

4.00. 000 Ordinary Shares of 

Rs. 5 each, fully paid . . 20,00,000 

3.00. 000 6% Preference Shares 

of Rs. 5 each, fully paid . . 15,00,000 
“ A ” 6% Debentures secured on 
Bombay Works . . . . 1,00,000 

“ B ” 6% Debentures secured on 

Calcutta Works . . . . 2,50,000 

'Workmen’s Compensation Fund; — 

Rs. 


Bombay 

Calcutta 

Bank Overdraft 
Creditors 


. . 25,000 
. . 10,000 

35,000 

. . 7,50,000 
. . 2 , 00,000 


Rs. 48,35,000 


Ass^^ 


Rs. 


Bombay Works . . . . 20,00,000 

Calcutta Works .. .. 10,00,000 

Workmen’s Compensation Fund 
Investments . . . . . 35,000 

Stock . . . . . . 1,15,000 

Debtors .. .. • .. 50,000 


Discount on Debentures ; — Rs. 

“A” .. , .. 2,500 

“B” .. ..* 10,000 

12,500 


Profit and Loss Account . . 16,22,500 


Rs. 48,35,000 


As on 1st January 1938, imder a scheme to reduce^ the Capital ; — 
(a) The Ordinary Shares were reduced to Annas 4 each ; 
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* (b) The Preference Shares were reduced to Rs. 3-12 each and the rate of 
dividend on them to 5% ; 

” (c) The “ A ” and “ B ” Debenture-holders v/aived payment of Rs. 42,000 interest 

(which was included in ** Creditors, Rs. 2,00,000 ) , 

(dl-The Directors w ere to refand^ Rs. 50,000 fees they had received. 

The '■ B ’MDebenture^ioiders fomed a"‘new company to take over the Calcutta 
Works for Rs. 5,00,000 and this price was satisfied, on the same date, by the surrendCT 
of the “B” Debentures and the Allotment of 50,000 fully-p aid shares of Rs. 5 each 
in the new companyr~“-™™- — • ' ' 

“We“lhves6nints were valued at Rs. 25,000, Stock at Rs. 50,000 and the Debtors 

at Rs. 40,000. There was no actual liabUity to workmen in Calcutta. The assets were 
to be written down accordingly; any fictitious assets were to be eliminated; only 
necessary reserves were to be retained and the balance available was to be written 
oS the book vdue of the Bombay Works. 

Journalise these transactions. ' 335 

32. The Balance Sheet of the Gamma Factory. Ltd, dated 31st December 1937, 
is as follows : — 


Liabilities Rs 

Share Capital authorised and 
issued: 8,000 Shares of Rs. 100 
cocli fully paid . . Rs. . . 8,00,000 
Dehentures . . 13,40,000 

Interest accrued (Net) 40,000 

13,80,000 

Sundiy Creditors: — 

Income-tax , . . 10,000 

Trade and General 4,50,000 

4,60,000 


Rs. 26,40,000 


Assets Rs. 


Land, Buildings. Machinery, 

etc. 14,30,000 

Stock-in-trade 

80,000 

Sundry Debtors ' 

30,000 

Investments 

. . 17,000 

Cash 

. . 13,000 

Profit and Loss Account 

.. 10,70,000 


I 

i Rs. 26,40,000 


The fixed assets (in^ded in a floating charge in, favour of the Debenture-holders) 
are much overvalued. Tot Debenture-holders are prepared to accept a modification of 
their claims in consideration of a substantial interest in Share Capital. A Scheme of 
Arrangement is accordingly prepared, approved by the necessary meetings, and in due 
course confirmed by the Court. Of this scheme, the foUov/ing are the main terms: — 

(1) Bach share shall be sub-divided into twenty fully-paid Ordinary Shai-es of 
Rs. 5 each. . 


(2) After* <Bb-division, each Shareholder shall surrender to the Company 95% 

of his holding, for the purpose of re-issue to Debenture-holders and 
Creditors, so far as required, and otherwise for cancellation. 

(3) Of those surrendered. 46,600 shares of Rs. 5 each shall be converted into 

Participating Preference Shares of Rs. 5 each, fully paid. 

(4) The Debenture-holders’ total claims shall be reduced to Rs. 2,30,000 in 

coi^slderation for which the Debenture-holders shall receive from the 
Company 46,000 Participating Prefeience Shares of Rs. 5 eaclj, upon their 
claims on 31st December 1937. 

(5) Thg Liability for Income-tax is to be satisfied in full. 

(6) The claims of unsecured creditors Rs. 4,50,000 shall be reduced by 4!5ths of 

the amomit and the balance shall be satisfied by allotting them Ordinary 
Shares of Rs. 5 each A'om the shares surrendered. 

(7) Shares surrendered and not re-issued shall be cancelled. 

Journalise the transactions upon the Scheme being carried into effect. Prepare a 
Balance Sheet showing the effect of the Scheme, assuming that the liability for Income- 
tax has not been discharged and that the amounls of the assets are unaltered. 336 


V....— - ^ ^ (Balance Sheet Total Rs. 15,70,000.) 

... , India Company, Limited, agrees to acquire as a going concern, 

Cotk;— , Limited, on the basis of the Vendor’s Balance 
.Wiecl at Slat December 1937, whichX.ns folJmvs:— 
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Liahilitics Rs. 

Authorised Capital ; — 

25,000 Shares of Rs. 50 each . . 12,50,000 


Issued Capital ; — 

20,000 Shares of Rs. 50 each . . 10,00,000 


Callcd'-up Capitals — 

20,000 Shares called up Rs. 30 
each 

Reserve Fund 
Creditors 

Profit and Loss Account 


6 00,000 
1,25 000 
75,000 
00,000 


Rs. 8,60,000 


Assefs 


Rs. 

Freehold Property 


2 50,000 

Plant and Machinery 


50 000 

Stock 


300,000 

6 per cent Government Paper .. 

Rs. 

10,000 

Debtors 

2,30,000 


Less Reserve 

10,000 

-2,20000 

Bank 

• . 

30,000 


Rs. 8,60,000 


Tlie All India Company, Limited, took over all the assets and liabilities of the 
Vendor company subject to the retention out of such assets of Rs. 15.000, to provide 
for costs of liquidation, income-tax, etc., and to satisfy any dissentient shareholders. 

The consideration for the sale Is the allotment to the Shareholders in the Vendor 
company of one share of Rs 100 (Rs. 50 paid up) in the All India Company for every 
rivo shales in the Presidency Company, Limited. 

The market value of the All India Company’s shares which are Rs. *50 paid up, at 
date of sale is Rs. 70 each. The liquidator of the Vendor company is paid out of the 
Rs. 15,000 retained ; costs of liquidation amount to Rs. 2 500 income-tax is Rs. 7,500, and 
dissentient shareholders of 100 shares are paid out at Rs. 32-8 per share,, viz , 1^. 3,250. 

The sale and put chase v/ero carried tlirough in terms of the agreement. 

Pass^Jhe necessary entries in the books of respective companies, (B. Com.) 337 ‘ 

On Ist January 1938, the Surviving Co., Ltd., acquired the undertaking of pa • 
Going Co., Ltd. The tangible assets were taken at book value and the consideration 
was : (a) Tlio assumption of the liabilities, (b) the discharge of the Debenfwcs at a 
premium of 2J% by the issue_ of Debentures in the Surviving Co., Ltd. ; and (c) Four 
Ordinary Shares in the Surviving Co., Ltd., and Rs. 5 in cash for each Ordinaiy' SJiarc 
in the Going Co., Ltd. , 

The following is a summary of the Balance Sheets of the two companies as on 
1st January 1938 : — 


Authorised Capital ; — 

50.000 Ordinary 
Shares of Rs. 20 
each 

IjCO.^O Preference 
Shares of Ks, 20 
each 

3.50.000 Ordinary 
Shares of Rs. 20 
each 


Issued Capital (all fully 
paid up) 

Ordinary Shares 
Preference Shares 
6% Debentures 
Reserve 

Sundry Creditors 
P. & L. Account 

Rs. 48,50,0W 161.00^1' 


Going 
C o , Ltd. 
Rs. 


10,00.000 


SuRvivj'ir: 

Co., Ltd 
■K s. 


20,00,000 


10 , 00,000 20,00,001 1 

20.00,VGll 

5.00. 000 

20.00,000 j 

2 . 00 , (100 OMOorf 
11,50.000 


Goodwill at cost 
Sundry As‘ets at 
cost lest depreciation 
Sundry Debtors 
Investments at cost 
Bank 


|70 00,00f - 
90,00,000 


Going /SmTnNO 
Co.. /.TO Co, Ltd. 
f?f, ; Rs- 
... 2 , 20,000 !w,p(l,cm 

SS.paOOO 120,00000 
. 2,6',0!l> 12,00,000 
6011,1x0 

S,SJm |29, 00,000 


584 


ADVANCED ACCOUNTING 


You nrc required lo ret out the Bnlancc Sheet of the Surviving Co., Ltd., 
the completion of these transactions. 


{Total of Adjusted 


Balance Sheet of the Surviving 
Company, hhniied Ms. 1,08,12,500.) 


35. The Tiial Balance of the X Co., Ltd, was as follows:— 


Share Capital .“^.COD shares of Rs. 10 each, fully paid 

Creditors 

Patent Rights 

Debtors 

Stock 

Preliminary Expenses 
Profit and Loss Account 
Cash 


Rs. \ Rs. 

1 50,000 
26,500 

... 48,060 i 
... 4,500 1 

... 10,000 * 

... 1,800 ; 

... 12,050 ■ 

.,. ISO j 

Rs. 76,500 ^ 76,500 


Efforts to secure sufficient new Capital to pay off the liabilities and place the 
concern o.n a, sound basis having proved unsuccessful, it was decided to reconstruct, and 
the following scheme was submitted to, and approved by the shareholders and creditors : — 

(1) Tile Company’ to go into \-oluntary liquidation and a new Comp.nny having 
a nominal Capital of Rs. 1,00,000 to be formed, to fake over the assets and 

• liabilities of the old Company, 

(2) The assets to bo taken over at book values, with the exception of the Patent 
Rights, which were' to be subject to adjustment, 

(3) The creditors to be discharged by the New Company on the following basis 


(c) 

) (b) 


' Rs. 

Preferential to be paid in full . . . , . , 500 

Unsecured to be discharged by Cash composition of 
8 annas in a rupee ' . . . , . . . . 13,400 

Unsecured to be discharged by issue of G% Deben- 
tures fully paid at a bonus jof 10% .. .. 12,600 

Rs. 26,500 





(4) 5.000 shares of Rs. 10 each, Rs. 5 paid up, to be issued to the shareholders 
in the old Company, payable Rs. 2-8 on application and Rs. 2-8 on allotment. 

(5) The cost of liquidation amounting to Rs. 250 to be paid by the new Com- 
pany as part of the purchase 'consideration. 

Pass the Journal Entries to close the books of the old Company and also the opening 
entries in the new Company’s "books. .Assume that all the Shares and Debentures have 
been allotted and all cash in respect of shares has been received. .' 333 

The Mutual Banking Company, Ltd. (having on 30th June 1937, a paid-up 
Capital of Rs. 25,00,000 in Rs. 100 Shares, Rs. 10 paid, quoted on the market at Rs. 225, 
and a Reserve Fund of Rs. 1,50,00,000) purchases' on 30th November 1937, the business of 
e Credit Bank, Ltd. (having on 30th June 1937, a paid-up Capital of Rs", 20,00,000 in 

•> 
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Rs. 200 Shares, Rs. 20 paid, quoted on the 'market at Rs. 85, and a'Reser\'e Fund' 

Rs. 60,00,000) for Rs. 450 for each five shares, giying one-half of the coiisideration in ' ^ 

its shares taken at the value of Rs. 225 each, and one-half in 45& Debenture Stock taken 
at par. In addition to this, Rs. 5 per share is to be given in cash by way of dividend 
on 31st December 1937. 


Show how the Accounts of the Mutual Banking Company, Ltd., will stand after 


the purchase has been completed. 


340 

following is the 

Balance Sheet of the Calcutta Coal Company, Ltd., at 

-31st December 1937 : — 




Liabilities 

Rs. 

. Assets • 

Rs. Rs.' 

Authorised Capital : — 


Debtors 

. 8,34,700 

10,000 Shares of Rs. 100 each . 

. 10,00,000 

Less Reserve 

. 30,000 




8,04,700 

Issued and Paid-up Capital : — 


Cash in hand 

21,300 

7,000 Shares of Rs. 100 each . 

. 7,00,000 

Furniture . 

. . 16.400 

Bank Overdraft 

. 2,11,700 i 

Wagons 

. . 52,500 

Loans Unsecured 

, 1,07,600 1 

Preliminary Expenses 

. . . 67,500 

Sundry Creditors 

. 5,60,900 

Goodv/ill Account 

.. ijoo.ooo 



Profit Ss Loss Account 

: — 



1934 _ 

,. 5,12,600 



1935 

. 3,01,000 


J 

1936 

. 2,08,300 



. 

10,21,900 



Less Profit 




1937 

. 5,04,100 


5,17,800 


Rs. 15,80,200 j . Rs. 15,80,200 


'The Company having now become a profit-eaming concern, the Directors desire 
at the earliest moment to convert -it into a dividend paying company, and they have 
an offer of nevr Capital conditionally upon the losses to date and nominal assets being 
wiped off. You are invited to submit a Scheme for the reconstruction of the Company 
which will, in your opinion, most 'conveniently achieve that object. Supposing the 
scheme put forth 'by you was approved by the direcfor.s, what formalities would it be 
necessary to go ihrougii before the Scheme can bo put into operation ? Pass necessary 
Journal Entries. (B. Com,) 311 


CHAPTER Xin. 


ACCOUNTS OF HOLDING COMPANIES. 


A Holding Company is one which holds either the whple of the share 
capital or a sufficient number of shares in one or more companies so as to 
secure a controlling interest in such companies, the latter being then Icnown 
as “ Subsidiary Companies Tlie o bject may be to eliminate competition, 
combine expert technical knowledge and experience, secure economy in 
production and management, monopolise sources of raw material • supplies 
and conti'ol prices. Such a combination of separate enterprises can, no 
doubt, be brought about by the amalgamation and absorption of two or more 
companies into one, but in such a case, the companies- 'which are being 
absorbed have to go into liquidation and thus lose their identity, and yet the 
trade name, reputation and goodwill of some may be worth continuing. This 
iS( exactly where the Holding Company System comes in useful. In The case 
of a ^ Holding Company, whereas the Subsidiary Companies retain their 
identities and constitutions and carry on their businesses as if they were 
distinct ‘ entities, they are capable ot being efficiently controlled in policy 
and management by the Parent Company due -to the latter holding a major- 
ity of shares and the consequent voting power. Thus, it is bj’’ means of 
Holding Companies that a combination of separate businesses may be secured 
without any disturbance of the constituent businesses by the trade name or 
trade-mark of each Subsidiary Company being left intact and the best 
advantage being taken of the existing goodwill, if any, of each of the Sub- 
sidiary Companies. But, with all the advantages attendant upon- economical 
management and control of market, such combmations present possibilities 
for fraudulent promotion and management, manipulations of inter-company 
transactions and presentation, of trading results in a manner as would either 
obscure the true facts or fail to disclose to the shareholders the true value 
of their holdings. 

Until the passing of the Indian Companies Act, 1936, there was.practi- 
legal control over Holding Companies in India with" the result that 
their periodical Balance Sheets hardly disclosed to the investing public the 
true extent of their financial interests in their subsidiaries. - Tlie accounts 
as published by Holding Cornpanies concealed as much as it suited their 
purpose or revealed as little as they wished. Under such a stale of affairs, 
it Avas_ nc^ possible for the shareholders to ascertain from the legal Balance 
^eet either the true relatio'n of the Holding Company to its subsidiaries or 
the profits arising from the holdings in other companies. This most unsatis- 
iactory state of affa.irs vail now be brought to an end to some extent by the 
• several provisions in the Indian Companies Act, 1936, which makes 

certain particulars relating to the ffnancialt interests in the 
subsidiary corap.mies compulsorj^ for Holding Companies. 

Section 2, Suh-section 2.— Section 2 (2) of tlie Act defines a Holding 
undS^-— ^ Suhsidiarj- Company t>y their relation to 'each other as 


anotW 1 ™ or io P^rt of shares i 

S t r ^ nominee and %vheth( 

mat other company is a company within the meaning of thi^ Act or not, an 
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(a) the amount of the shares so held is at the time when the accounts 
of the Holding Company are made up more than fifty' per cent 
of the issued share capital of that other company or such as to 
entitle the company to more than fifty per cent of ^he voting 
power in that other company, or 

(b) the company has power (not being power vested in it by virtue 
only of the provisions of a debenture trust deed or by virtue 
of shares issued to it for the purpose in pursuance of those 
provisions) directly or indirectly to appoint the majority of 
the directors of that other company, 

that other companj? shall be deemed to be a subsidiary company within tlie 
meaning of this Act, and the expression ‘ subsidiary company ’ in this Act 
means a Companj’^ in the case of which the conditions of this sub-section are 
satisfied and includes a .subsidiary company of such company : 

Provided that where a company, the ordinary business of which includes 
the lending of money, holds shares in another company as security only, no 
account shall, for the purpose of determining under this Section whether 

that other company is a subsidiary company, be taken of the shares so held. 

• 

Subsidiary Coiiipany. — ^A company may thus be a “Subsidiary” of a 
Holding Company in any of the three cases, viz. : — 

(1) Where the Holding Company holds more than 50% of the issued 
share capital of the Subsidiary Company ; or 

(2) V/here the Holding Company controls more than 50% of the voting 
power of the subsidiary, even without having a corresponding holding in its 
share capital ; or 

(3) Where the ^Holding Company possesses the power directly or in- 
directly of appointing a majority of. directors of that other company. 

Section 132A. — ^This is a new section based on Section 126 of the English 
Companies Act, 1929, and is the principal enactment relating to Holding and 
Subsidiary Companies in India. The whole Section reads as under: — 

“ (1) Where a company, in this Ac^ referred to as the Holding com- ' 
pany, holds shares, either dii-ectly or tiu'ough a nominee, in a subsidiaz-y 
company or in two or more subsidiary companies, there shall be annexed 
to Ibe Balance Sheet of tlie holding company theJast audited balance sheet, 
profit and loss account and auditors’ report of the subsidiary company or 
companies, and a statement signed by the persons by whom, in pursuance 
of Section 133 the Balance Sheet of the holding company^is signed stating 
how the profits and losses of the subsidiary company, or, where there are 
two or more subsidiary companies, the aggregate profits and losses of those 
, companies, have been, dealt with in or for the purposes of the accounts of 
the holding company, and in particular, how ,and to what extent — 

(a) provision has been made for the losses of a subsidiary company 
either in the accounts of that company or of the holding company 
or of both, and 

(b) losses of a subsidiary company have been taken into account by 
directors of the holding company in arriving at the profits and 
losses of the company as disclosed in its accounts : 
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Provided that it shall not be necessaiy to specif 3 ^ in any such statement 
the actual amount of the profits or losses of any subsidiary company or the 
actual amount of any pai’t of any such profits or losses which has been dealt 
with in Say particular manner : 

Provided further that, for the pui'poses of this Section, an investment 
company, that is to say, a company whose principal business is the acquisi- 
tion 'and holding of shares, stoclcs, debentures or other securities, shall not 
be deemed to be a holding "companjf by reason only that part of its assets 
consists in 51 per cent or more of the shares of another company. 

(2) If, in, the case of a subsidiary company, the auditors’ report on the 
Balance Sheet of the company does not state .without qualification that the 
auditors have obtained all the information and explanations thej^ have requir- 
ed and that the Balance Sheet is properly drawn up so as to e.xhibit a true 
and correct view of the state of the company’s affairs according to the best 
of their information and the explanations given to them and as shown by 
the books of the companj', the statement which is to be annexed as afore- 
said to the balance sheet of the holding company shall contain particulars 
of the manner in which the report is qualified. 

(3) For the purposes of this Section, the profits or losses of a subsidiarj' 
company mean the profits or losses shown in any accounts of the subsidiarv’’ 
company made up to a date within the period to whiclr the accounts of the 
holding companj^ relate, or, if there are no such accounts of the subsidiary 
compan 3 ' available at the time when the accounts of the holding company 
are made up, the profits or losses shown in the last previous accounts of the 
subsidiar 3 ' company which became available within that period. 

(4) If for any reason the directors of the holding company are unable 
to obtain such information as is necessaiy for the preparation of the state- 
ment aforesaid, the directors who sign the Balance Sheet shall so report in 
writing and their report shall be annejced to the Balance Sheet in lieu of 
the statement. 

(5) The holding^ company may by a resolution authorise representatives 
named in the resolution to inspect the books of account kept in accordance 
with Section. 130 b 3 ' ,an 3 ' subsidiary compan 3 '’, and on such resolution being 
passed those books of account gjiall be open to inspection by those repre- 
sentatives at any time during business hours. 

(6) The rights conferred by Section 138 upon members of a compan 3 ^ 
may be exercised in respect of any subsidiary company by members of the 
holding company as if they were members of that subsidiar 3 " company.” 

The provisions of the above Section may briefly be summarised as 
under: — 


(a) If a Holding Company holds shares in one or more subsidiar3' 
companies, there should be attached to the Balance Sheet of the 
Holding Company, the last audited Balance Sheet, Profit and Boss 
Account and Auditors’ Report of the Subsidiary Company" or 
Companies. 


(h) There should be also a statement signed by the same persons who 
signed the Balance Sheet of the Holding Company specifying hoW 
the profits or losses of the subsidiary company or the aggregate 

subsidiaries have been dealt with in the 
accounts of the Holding Company. 
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(c) Such statement should particularly specify how and to what extent 
losses, if any,^f the subsidiaries, have been provided for or brought 
into account in the Holding Company’s accounts. 

(d) For the purpose of inclusion of the statements of profits and losses 
relating to Subsidiary Companies, the Profit and Loss Accounts 
of the Subsidiaries must be made tip to a date within the period 

, to Avhich tlie accounts of the Holding Company rejate. 

(e) If the AuditoiAs’ Report on the Balance Sheet of any subsidiary* 
company is qualified, the statement abovesaid must contain parti- 
culars of such qualification. 

(/) The Holding Company may, by special resolution, authorise its 
rcprosentative.s to inspect the books of account of any of its 
subsidiaries. 

(p) The Holding Company may excrci.se the rights (conferred by 
Section 138) of appealing to the Local Government for having 
the afiairs of any of its Subsidiary Companies investigated. 

(/() If any of the information compulsorily required to be attached 
to the Holding Company’s Balance Sheet as abovesaid is not avail- 
able, the Directors of the Holding’ Company must make a report 
to that effect in writing and attach the same to their Balance 
Sheet. 

(i) An Investment Company whose principal business is the holding 
of shares, stocks, debentures or other securities will not be deemed 
to be Holding Company for the simple reason that part of its 
assets consists of 51% or more of the shares of another company. 

Requirements of Fonn F. — In the prescribed form of Balance Sheet as 
per the new Form F, the Holding Company’s position in relation to its sub- 
sidiary companies is required to be shoivn in distinct details. The following 
items will thus need to be specifically shown ; — , 

On the Assets side : — 

(a) Loans to Subsidiary Companies. 

(b) Investments in Shares or Debentures of Subsidiary Companies. 

On the Liahilities side : — 

Any liabilities owing to Subsidiary Companies. 

Supplemental Information rclafing to Subsidiaries. — ^Any one of the 
following methods may be adopted by'a Holding Company to give supple- 
mental information to its members in relation to its holdings in Subsidiary 
Companies as required under the Act ; — 

(1) The Holding Company may publish, with its own Balance Sheet, 
a copy of the Balance Sheet of each of the subsidiaxy companies. 

This method can only have any practical value where the subsidiary 
companies are few in number. Moi'eovei', the Balance Sheet periods of 
subsidiary companies may not coincide with the Holding Company’s financial 
period, and complicated adjustments would therefore ' become necessary in 
•order to arrive at a fair and reliable summary of the assets and liabilities on 
~ the date of presentation, and these may not be properly understood by the 
shareholders. 
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(2) Tlie Holding Company may attach witli its own Balance Sheet a 
summarised statement of the assets and liabilities or the net assets of each 
of its subsidiaries. 

By a smnmary of assets and liabilities, the shareholders would be enabled 
to see the value of their investments and the amount of the interest of the 
outside shareholders; but even here, in order that such summaries may 
present a correct idea of the true state of affairs, it is necessary that the 
Balance Sheet of the Holding Coippany as also of the subsidiary companies 
should be made up to one date. 

(3) As a supplement to the “ Legal ” Balance Sheet, the Holding Com- 
pany may publish a Consolidated Balance Sheet in which the assets and 
liabilities of all the associated companies are assimilated just like a Head 
Office incorporating the assets arid liabilities of its Branches. Such a Balance 
Sheet would serve to reflect the Holding Company’s position in greater 
details than under any other method. 

In view of the fact that the main object of the Holding Company system 
is to exercise control over its subsidiaries, it is highly essential that those in 
management should have placed before them, at periodical intervals, con- 
solidated statements reflecting the true working results as also the financial 
position of the combine as* a whole, and a Consolidated Balance Sl^eet serves 
a very useful purpose in this direction. Besides, questions ai'e now often 
asked in almost all the examinations in Advanced Accounting calling upon 
the students to prepai'e Consolidated Balance Sheets from information 
supplied to them, and it is hoped, therefore, that the following Irints together 
with the practical illtistrations fully worked out will help them in upder- 
standing the few peculiar points arising in the preparation of such statements. 

In the preparation of such a Consolidated Balance Sheet, the following 
points are worth noting ; — 

(a) In the Holding Company’s Balance Sheet, the amount of shares 
held in each subsidiary company should be separately stated and not mixed 
up under the general heading of “ Investments ”. Similarly, Loans and 
Advances to and from each subsidiary should be shown separately. 

(b) To enable a Consolidated Balance Sheet to be prepared, it is highly 
essential that the Balance Sheets of all the Compames must be made up 
to 'the same date, and all the assets and liabilities should be classified and 
valued on some uniform basis. 

(c) Where the Balance Sheet of any subsidiary company is made up 
to a date diflerent from the date of the Holding Company’s Balance Sheet, 
proper adjustments must be made to enable the exact position of that 
subsidiary company to be ascertained as at the date of presentation, 

(d) Where the Holding Company does not own the W'hole of the share 
capital of the subsidiary company, the interest of tho outside shareholders 
should be brought into accotmt while preparing a Consolidated Balance 
Sheet 

_ (e) Even whore the Holding Company oums a pari only of the share 
capital of its subsidiary, the whole of the assets, liabilities, reserve and gains 
or losses of the latter Company are embodied in the Consolidated Balance 
Sheet, and the net proportion of these applicable to the outside shareholders 
is then included as a liability. It need hardly be pointed out, in this connec- 
tmn, that if there appear on the Consolidated Balance Sheet the whole of 

ne assets and liabilities of tlie subsidiaries, whicli arc not totally owned 
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by tl\e Holding Company, there must also appear in the same Balance Sheet, 
the interest of the shai'choldors outside the combine, os a liability. 

(/) The proportion of interest of the outside slnrcholders (assuming 
the issue to be in ordinax'y shares) will in such a case be represented by the 
nominal value of the share capital held by them, a proportionate share of the 
Capital Reserve roprosonting undistributed profits, if any, as at the date of 
purdiosc. and a like proportion of the profit or loss made subsequent to 
the acquisition of controlling interc't by the Holding Company. Where, 
however, the outside shai choldcr.s bold Preference Shares which do not 
participate in surplus assel.s. their interest in the Company will be measured 
by the nominal value of the Preference Shares held by them. 

(p) Any indebtedness by one Company to another should not be 
shown in the Consolidated Balance Sheet. 

(h) Bills drawn by tlic Holding Compr.ny and accepted by any of the 
subsidiaries and unmalurod v.d]l he .shown in their respective Balance 
Sheets as Bills Rrccivablo and Bills Payable, but will he eliminated from 
the Consolidated Balance Sheet. 

(i) Unrealised profits from inter-company transactions should be 
elhninated. 

(j) Where inter-company transactions of purchases and sales of good.s 
have taken place and if such goods have not been sold off by the ‘purchasing 
company, the selling company must write back the profit taken on these 
goods, as such profit cannot be said to bav.o been realised from the view- 
point of the combine as a whole. Wiere, however, some of tlie shares of 
the selling company arc held by outside sbareboldors, the profit on unsold 
goods to be WTitten back will be in proportion to tlic shares held by the 
Holding Company. 

(k) Only dividends paid by subsidiary companies from the profits 
made subsequent to the purchase of their shares should be credited to 
Profit and Loss Account. 

-(1) If the Holding Company receives any dividend from a subsidiary 
company out of Reserves or the Pi'ofit and Lo.ss Account balances existing 
at the date of purchase of the controlling interest, the same should not he 
credited to Profit and Loss Account, but should be deducted from the 
purchase price of the shares acquired. 

(m) Profits of subsidiary companies should not be made available as .. 
dividends by the' Holding Company, unless these have been actually distri- 
buted as dividends by the subsidiaries, 

(n) Ordinarily, the shares in subsidiary companies should be valued 
at the. actual cost. lATicre, however, the shares have depreciated in value 
due to' a loss made by the subsidiaiy company, (lie value of shares should 
he adjusted accordingly. In other words, where a subsidiary company 
makes losses subsequent to the acquisition, a reserve therefor should be 
made in the Holding Company’s Accounts from its own profits and deducted 
from the investmiftit relating to its holding in the Balance Sheet. 

(o) Where a loss is made by a subsidiary, hut the values of the shares 
in other subsidiaries have appreciated, no reserve need be made to provide 
for the depreciation in value of the shares in the former company, but the 
appreciation in value of the shares of soine subsidiaries may ho set off against 
the depreciation in that of others. 
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(p) The item ‘‘Goodwill” will include the total value of Goodwili as 
ascertained from the Balance Sheets of all the companies in ^ the holding 
group, as also any Premium paid by the Holding Company while acquirii^ 
shares in the subsidiaries. From the total of Goodwill thus ascertained, 
there will be deducted the total of Reserves and other Undistributed Profite 
existing in the books of the subsidiaries at the date of purchase of their” 
shares. 

(q) Where the shares in any subsidiary company are acquhed at less 
than their nominal value, the discount- thus arising %vill be deducted from 
the value of Goodwill. 

(?•) Where there happens to be a deficiency of assets in any subsidiary 
at the date of purchase, the same should be added to Goodwill. 

, Before proceeding with practical problems, it seems necessary that the 
student should note carefully the distinction between Holding Companies, 
Trust Companies and Finance Companies. 

Holding Companies are those which acquire a controlling interest in 
other companies known as Subsidiaries with the object of bringing the 
whole lot of them into one.^mbine to the mutual adv^antage of all, ‘without 
in any way disturbing their separate legal identities and constitutions. 
Bearing in mind that the main object of the holding company system is the 
exercise of control over the finance and management of the subsidiaries, 
such a control is naturally acquired by the possession of the majority of the 
voting power by reason of a substantial holding -of shares and also by the 
appointment of some directors, who are generally also directors of the 
parent company, to the boards of the subsidiaries. . 

Companies foi*med with the express object of investing their capital in 
purchase of shares in several other companies wdth a view to permanently 
hold them and thus to average the annual profits and divide the risks are 
• kno^vn as Trust Companies. The shares in other companies thus held by a 
Trust Company will be regarded as the Fixed Assets of the latter company. 

Tliere are also companies which are brought into existence with the 
object of effecting company promotions, underwiting debentures and share 
capital of companies and doing business of buj-ing and selling shares of other 
commercial, industrial and speculative enteiprises, and these are called 
Finance Companies. 


'ILLUSTEATION 145. . 

the X, Y, Z Co^ Lid., bouglit 7,000 shares of Rs. 10 each, fully 
paid, in the A, B, C Co., Ltd., for Rs. 20 each. The following is the Balance Sheet of 
each of tlie Companies on 31st December 1937, in a condensed form : — 


X, Y, Z^Co. A, B, C Co. 


X. Y, Z Co. A, B, C Co. 


Share Capital 

General Reserve Balance as 
at 1st January 1937 
Creditors 

P. & L. Account Balance on 
1st January 1937 
Xet Profit for the year 1937 


Re. I 
3,00,000 , 

. 60,000 ' 
' 85,000 

45.000 

95.000 


Rs, 

80,000 

25.000 

51.000 

10.000 
34,000 


Rs. (5,85,000 3,00,000 


Buildings 
Sundry Assets 
Debtors 

Shares in subsidiary ; 7,000 
shares of Rs. 20 each 


Re. 

. 2,75,000 
90,000 
; 80,000 

1,40,000 


1 1 Rs. 

I 50,000 
1 1,20,000 
!! 30,000 


RE. 5,85,000 j 2,00,000 
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TIic Debtors of tbc X, Y, Z Co. included Rs. 10,000 due from the A, B, C Co. 
Prepare Consolidated Balance Sheet as at 31st December 1937. 

Solution. 

CONSOLIDATED BALANCE SHEET OF THE X, Y, Z CO., LTD. AND ITS SUBSIDIARY 

As at 31st December 1937, 


Share Capital 


1 Rs. 
'3,00,000 

Interest o£ outside shareholders 



in the A. B. C. Co.:— 

Rs. 


Share Capital 

10,000 


General Reserve 

3,125 


Profit & Loss Balance ... 

1,250 


Profit this year 

4,250 

18,625 


General Reserve 


60,000 

Capitat Rcscryc;— Representing 
proportionate Resetvo-and 
undistributed profits ot A.B.C. 
Co., Ltd., to date of purchase 

25,000 


Reserve 

1 

P. & L. Account Balance 

1st January 1937 

lO.OOC 


Profit to Ut July ... 

17,000 


Less l/8th interest of out- 
side shareholders 

52,000 

6,500 





Deducted from Goodwill 
Account 

45,500 


Creditors— Rs. 



X. Y. Z. Co 

85,000 


A. B.C,Co. ... 51,000 

Less due to X.Y.Z. 

Co. ... 10,000 

Profit and Loss Account— 

X. Y. Z. Co. Balance 

1-1-37 

41.000 

45.000 

1,26,000 

X. Y. Z. Co. for 

1937 

95,000 


A. B. C. Co., profit 
from 1-7-37 to 

31-12-37 - ... 17,000 

Less l/8th share 
applicable to 
outside share- 
holders ... 2,125 

14,875 

.1 

1,54,875 


Rs. 

6.59,500 


Goodwill : — 

Excess of A. B. C, Co. Shares 
over iheir Nominal Value:- Rs. 
Cost Price ... 1,40,000 

Nominal Value ... 70,000 


70,000 

Less Capital Reserve as 


per contra 

BuiWinRS ; — 

X. Y. Z. Co. 

A. B. C. Co. 

Sundry Ass '3;— 
X. Y. Z. Co. 

A. B. C. Co. 

Debtors: — 

X. Y. Z. Co. 

Less due from A. 


...- 45,500 


... 2,75,0001 
... 50,000 


... 90,000 

... 1 , 20,000 


... 80,000 
1. C. Co. 10,000 


24,500 

3.25.000 

2 . 10.000 


A. B. C. Co. 


70,000 
... 30,000 


1,00,000 


Rs. 


6,59,500 


Note.— The other way of ascertaining the amount attributable to GoodwUl is as 
under ; — 

The X, Y, Z Co., Ltd., having acquired 7,000 Shares out of the total 8,000 making 
up the Share Capital of the A, B, C Co., Ltd., becomes proprietor of the 7/8ths share 
■of the net assets of the latter Company. The net assets of the subsidiary Company at 
the date of purchase were represented by— 

38 
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Rs. 

Share Capital . . . . . . * . • . . 80,O0D 

General Reserve •• •• •• •• 25 000 

Profit and Loss Account balance .. •. .. 10,000 

Net Profit in the current year to dale of purcliaso, i.c., 

for half year .. •• •• •• J.7,000 


Rs. 1,32,000 


The purchase price paid by the Parent Company on 

acquiring 7,000 Shares was .. .. .. 1,40,000 

7/8ths share of Rs. 1,32,000, viz., the total not assets of 

the subsidiary amount to .. .. .. 1,15,500 


The excess thus paid represents Goodwill =: Rs. 24,500 


ILLUSTRATION 14C. 

Prepare a Consolidated Balance Sheet of the Indian Products Ltd., and its Sub- 
sidiary Company from the Balance Sheets given below; — 

INDIAN PRODUCTS. LIMITED. 

BALANCE SHEET. 

As at 31st December 1937. 


Share Capital 

Authorised, Issued and Paid up— 
30.000 Shares ol Rs- 10 each, fully 
paid ... 

'TJeneral Reserve 
' — Creditors 

^Profit and Loss Appropriation Account 


Rs. 


Rs. 


jl.OO.OOO 
1,00 OUO 
75000 
40,000 


■^.IS.OOffl 


Land and Building at cost less depre- 
ciation 

Plant and Machinery at cost less de- ; 
preciation 

Shares in Bombay Products, Ltd., ai 
cost. 6.000 Shares at Ks- 15 each... 
Stock-in-Trade 
Sundry Debtors 
Cash at Bank ^ 

Rs. 


II 

| 2 , 00,000 
' 1,25,000 

90.000 

45.000 

40.000 

15.000 

5,15.000 


BOMBAY PRODUCTS, LIMITED. 
BALANCE SHEET. 

As at 31st December 1937. 


Share Capital-:— 

Authorised 10,000 Shares of Rs. 10 
each 

Rs. 

IjOWOO 

Stock-inTrade 

Debtors 

Investments at Cost 
Cash at Bank 

• 4 * 

44 . 

1 

Issued & Paid up Capital ; — 

8,000 Shares of Rs. 10 each, fully paid 
General Reserve ... „ 

Creditors 

Profit & Loss Appropriation Account ... 

n 



Rs. 

jisoooo 



Rs. 



1 






The Indian Products, Ltd., acquired the ^ares in the Bombay Products Ltd., some 
yearn hack when the lattePs Appropriation Account stood at Rs 16000 and there was 
no General Reserve. 
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Solution. 

CONSOLIDATED BALANCE SHEET OP THE INDIAN PRODUCTS, LTD., 

AND ITS SUBSIDIARY, 

As at 31st December 1937. 


Share Capital 


Rs. 

Goodwill : — 


Rs. 

Authorised, Issued and paid up— 


Excess of cost of shares in 



30,000 Shares of ks. 10 

each 


Subsidiary Company over 



fully paid 


3,00,000 

their nominal value: — 

Rs. 


Subsidiary Company ; — 



Cost price 

90,0(i0 


Interest of outside 



Nominal value 

60,000 


Shareholders: — 

Rs. 


— 



Share Capital 

20,000 


• 

30,000 


General Reserve 

2,5U0 


Less Capital Reserve 



Capital Reserve 

4,000 


per contra 

12,000 


P. & L. Appropria- 





18,000 

tion Account 

2,250 


Land & Buildings at cost 





28,750 

less Depreciation 


2,00,000 

Capital Reserve '. — 



Plant & Machinery at cost 



Undistributed Profits of 



less Depreciation 


1,25,000 

Subsidiary Company 



Stock-in-Trade — 



at date of purchase 

16,000 


Indian Products 

45,000 


Less proportion applicable 



Subsidiary Co. 

60,000 


to outside shareholders 

4.000 


• 


1.05,000 




Debtors*..— 



Deducted from Goodwill 



Indian Products 

40,000 


as per Contra 

12,000 


Subsidiary Co- 

35,000 

75,000 

General Reserve : — Rs. 



Investment at cost: — 


Indian Products, Ltd. 

1,00,000 


Sub^diary Company 


25,000 

Subsidiary Co. 10,000 



Cash at Bank : — 



Less proportion appli- 



Indian Products 

15,000 


cable to outside 



Subsidiary Co. 

10,000 


shareholders 2,S00 

7.50'0 


•- 


25,000 



1,07,500 




Creditors : 






Indian Products, Ltd. 

75,000 





Subsidiary Co. 

15.000 


* 





90,000 




Profit & Loss Appropria- 






tion Account : — 






Indian Products, Ltd. 

40,000 





Subsidiary Co. 25,000 






Less tran-'ler to 






Capital Reserve 16,000 




I 


9,000 






Less proportion appli- 






cable to outside 






shareholders 2.250 

6,750 







46,750 





Rs. 



Rs. 

' 73.000 


Note ^Alternatively, the value of Goodwill may be ascertained as follows: — 

The Net Assets of the Subsidiary Company at the date the shares were acq^uired 

consisted of — _ 

Rs. 


Share Capital . . . . . . . • . . 80,000 

General Reserve .. .< .• .. .. nil 

Profit and Loss’ Appropriation Account . . . . 16,000 


Rs. 96,000 
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As the Parent Company purchased G,000 Shares out of Uie totaI_ 8,0M Sharta of 
the Subsidiary Company, evidently the former acquired a 3ths jnlcrcst m the net assets 
of the latter. 




Price paid for acquiring 0,000 Shares 
Jths of the Net Assets of the Subsidiary 

Amount attributable to Goodwill 


Rs. 

.. 90,000 

72,000 

Rs. 18,000 


-nXUSTBATION 147. 

From the following Balance Sheets, prepare a Consolidated Balance Sheet : 
BALANCE SHEET OF THE SUBSIDIARY COMPANY. 


At the date oj Acquisition of Shares. 


Share Capital : — 

Authorised, Issued & Paid up— 
10,000 Shares of Rs. 10 each 


t R's. 

1 

il,00,00( 

Goodwill 

Land and Buildings 
Plant 

Sundry Creditors 


95,00t 

Stock-in-Tradc 

General Reserve 


j 2o.oa 

Sundry Debtors 


Rfl. 

I’.l 5,0(1 

i 

Cash at Bank 



n Rs. 


, 10,000 

... 

! 85,000 


! 45,000 


' 20,000 


1 40,000 

... 

1 5,000 

Rs. 

2.15.00^ 


BALANCE SHEET OF THE SUBSIDIARY COMPANY. 


At the Aatc of Consolidated Balance Sheet. 


f 

Rs. 


1 Rs. 

Share Capital t 

Goodwill 

} 10.000 

Authorised, Issued & Paid up-— 


Land and Buildings 

1 85,000 

10,000 Shares of Rs. 10 each 

1,00,000 

Plant 

1 43,000 

Sundry Creditors 

70,000 

Stock-in-Trade 

1 37,000 

Loan from Holding Company 

60,000 

Sundry Debtors 

ii.io.ooo 

General Reserve 

30,000 

Cash at Bank 

, 15,000 

Profit & Loss Appropriation Rs. 

Account, Balance b/fd. 10,000 



^Net Profit this year 40,000 



• 

50.000 




Lear.lnferim Dividend;® 10% 10,000 

( 


1 


j 40,000 


1 

Rs. 

'3,00,000 

1 

Rs. 

{3.00,0^ 


BALANCE SHEET OP THE HOiIdING COMPANY. 
At the date of Consolidated Balance Sheet. 


Share Capital; — 

1 

Rs. 

Authorised, Issued and Paid 

up— 


30,000 Ordinary Shares of 


Rs. 10 each i 


3,00,000 

Sundry Creditors 


2,00.000 

General Reserve 

f n 

1,00,000 

Profit & Loss Appropriation 


Account — 

Rs. 


• Balance b/fd. 

30,000 


Add Net Profit' , 



this year 

1,50,000 

1.80,000 


Rs. 

i7.SO.Ono 


Goodwill 

Land & Buildings 
Plant & Machinery 
Stock-in-trade 
Sundry Debtors 
Loan to Subsidiary Co. 

Bills Receivable 
Investments at cost 
Shares in Subsidiary Company : 
8,000 Ordinary Shares of ' 
Ks. 10 each at cost 
Cash at Bank 


If Rs. 
...|i 50,000 
..i 2,00,000 
...!' 50,000 
75.000 
... .‘1,65,000, 
... 60.000 
... 10,000 
...I 50,000 

... ll,00,000 

...I 20,000 


Rs. 7,80,000 
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Solution. 


CONSOLIDATED BALANCE SHEE?r. 


- 

Rs. 

Rs. 

Rs, 

Share Capital— Authorised, Issued and 


Goodwill—' 


Paid up— 30,000 Ordinary Shares of 


Holding Co. ... 50,000 


Rs. 10 each 

3,00,000 

Subsidiary Co. ... 10,000 


Subsidiary Capital held by Outside 




Shareholders, 2,000 Ordinary Shares 


60,000 


of Rs. 10 each 

20,000 

Excess of Cost of 


Interest of Outside Shareholders in 


Shares in Subsidiary 


Reserves and Profit & Loss Account 


Co. over their Rs. 


Balances— , Rs. 


Nominal Value 20,000 


General Reserve ... 2,000 


less Capital Reserve 


Capital Reserve ... 4,000 


as per con/ra 16,000 


Profit & Loss Account ... 8,000 


4,000 



14,000 


64,000 

Capital Reserve — 


Land & Buildings — 


Reserve in Subsidiary at 


Holding Co. ... 2,00,000 


date of purchase ... 20,000 


Subsidiary Co. ... 85,000 


less Amount applicable to 



2,85,000 

Outside Shareholders ... 4,000 


Plant and Machinery — 




Holding Co. ... 50,000 


deducted contra 16,000 


Subsidiary Co. ... 43,000 





93,000 

General Reserve— Rs. 


Stock-in-Trade— 


Holding Co. 1,00,000 


Holding Co. ... 75.000 


Subsidiary Co. 30,000 


Subsidiary Co. ... 37,000 


less Balance at 



1,12,000 

date of put- 


Sundry Debtors — 


chase 20,000 


Holding Co. ... 1,65.000 




Subsidiary Co. ... 1,10,000 


10,000 



2,75,000 

less Amount appU- 


Bills Receivable— 


cable to outside 


Holding Co. 

10,000 

shareholders 2,000 


Investments at Cost — 


8,000 


Holding Co. 

50,000 


1,08,000 

Cash at Bank — 


Sundry Creditors— 


Holding Co. ... 20,000 


Holding Co, ... 2,00,000 


Subsidiary Co. ... 15,000 


Subsidiary Co. ... 70,000 



35,000 


2,70,000 



Profit & Loss Appr. A/c.— 




Holding Co. ... 1.80,000 




Subsidiary Co. 40,000 




less Amount appli- 




cable to Outside 




Shareholders 8,000 




32,000 





2,12,000 



Rs. 

^24,000 

Rs. 

9,24,000 


Note.— The total amount attributable to Goodwill may ako be ascertained in this 


manner : — 


Re, Rs. 


Goodwill as per Holding Co.’s Balance Sheet . . 50,000 

Goodwill as per Subsidiary Co.'s Balance Sheet .. 10,000 

60,000 

Total Assets of the ^Subsidiary at date of acquisition . , 2,15.000 

Less Liabilities at date of acquisition .. ., 95,000 


Net Assets Rs. 1,20,000 
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Hs. Rs. 

Purchase price for acquiring 8,000 Shares, i.e. 4/5ths 

interest in the Subsidiary Co. .. .. l.OO.OTO 

Less Value of 4/5ths interest in Net Assets acquured . . 96,000 


Additional amoxuit paid for Goodwill 


Es. • 64,000 


ILLtJSTRATION 148. 

The following are the Balance Sheets of a Holding Company and its Subsidiary 
as at 31st December, 1936 and 1937 : — 

HOLDING COMPANY’S BALANCE SHEETS. 

31-12-36 31-12-37 31-12-36 31-12-37 


Share Capital — 

Authorised, Issued and i 
fully Paid up — 35.000 j 
Shares ot Rs. 10 each .... 
Sundry Creditors 

Eeserve 

P. & L. Account 

Ks. 1 

3,50,000 

39,00u 

41.U00-' 

67,000 

i 

Ks. 

3,50,000 

35.000 

57.000 
8lj,0u0 

Goodwill 

Land and Buildingatcost .. 
Plant and Machinery at cost 
less depreciation 

Stock ... 

Debtors 

Investments — 9,000 Shares 
of Rs. 10 each at cost .. 
Cash at Bank 

ks. 

50.000 
1,10,000 

80.000 

40.000 

55.000 

1,50,C00 

12.090 

KS. 

50.000 
1,10.000 

75.000 

47.000 

60.000 

1.50,000 

30,000 

Rs. 

1 

14 97.000 

1 

3 22.nno 

» 

Rs. 

4,97,000 

5 22,000_ 

( 

SUBSIDIARY COMPANY’S BALANCE SHEETS. 

• 



31-12-36 

31-12-37 


31-12-36 

31-12-37 


,1 Ks. 

Ks. 


Ks. 

Rs. 

Share Capital- 
Authorised, Issued and 

l| 


Goodwill 

PlantandMachineryatcost 

40,000 

40,000 

fully Paid up — 10,000 

’1 


less depreciation 

45,000 

42,500 

shares of Rs. 10 each .. 

11,00,000 

1,00,000 

Stock 

25,000 

30 000 

Sundry Creditors 

'} 10.000 

1 8,C00 

Debtors 

22,000 

32.000 

Reserve ., 

P. & L. Account 

• 17,500 
. 1 12,U00 

20.500 

28.500 

Cash at Bank 

7,500 

12,500 

Es. 

|jU9.500 

.1,57,000 

Re. 

1,39.500 

4 57 OOP 




The shares in the Subsidiary Company were acquired on Slst December 1936 
No dividends have been declared. Prepare Consolidated Balance Sheets as at Slst 
December 1936 and 31st December 1937. 

(The Solution of this Illustration appears on the next page.) 

Note. ^Alternatively, the Goodwill amount may be ascertained as under: — 

Es. Rs. 

Goodwill of Holding Company . . , . _ . 50,000 

„ of Subsidiary „ .. .. 40,000 


Subsidiary Co. on date of purchase 1,39,500 
Liabihtics do. do. .. 10,000 

1,29 500' 

Less 1/lOth Shares applicable to outside ^areholders .. 12[950 


Purchase price of shares acquired 
Less Net Assets acquired as above 


Es. L16, 550 
.. 1,50,000 
.. 146,550 


90,000 


33,450 . 


-Es. 1,23,450 
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— BUCUSTRATION 149, 

From the follo\ving Balance Sheets and furilier information supplied, you are 
reijiured to prepare: — 

(a) Consolidated Balance Sheet as at 31st March 1938 to be circulated to m^bers. 

(b) Consolidated Profit and Loss Appropriation Account to show how the balance 
on this account as disclosed in the Balance Sheet is arrived at; and 

(c) Statements indicating the details in regard to the adjustments of the items 
embodied in the Consolidated Balance Sheet. 

BALANCE SHEETS OF THE SENIOH, BTD. AND ITS S'UBSlDlAIt'S 

THE JUNIOR, LTD. 

As of 31st March 1938. 


Senior Junior 
Rs. ll Rs. 


Share Capital— Authorised, 
Issued and fully Paid up : 
Rs. 10 Ordinary Shares •• 
6% Rs. 10 Preference 
Shares 

Premium on Ordinary 
Shares 

6% First Mortgage Deben- 
tures 

Sundry Creditors 
Reserve 

Profit and Loss Account 


1,80,000 1 1.00,000 


1,50,000 , 80.000 


36,000 


40,000 1 50000 
30.0001, 40,000 

26,000 |i 30,000 
60,000,, 20,000 


Rs. 


. .6.22.000 ; ■ 3 20.000 


Goodwill 

Land and Buildings 
Plant and Machinery 
( Jess 10% Depreciation) . 
Fixtures and Fittings 
{/css 5% Depreciation) , 

9.000 Ordinary Shares in 
. the Junior Ltd., at cost 

2.000 Ordinary Shares in 
the Senior Ltd , at cost , 

Stock-In-Trade 
Sundry Debtors 
Investments at cost 
Cash at Bank- 


j| Senior jj 
. n,26,000 ' 


95,000 


45,000 


Junior 

Rs. 

46.000 

47.000 


1,000 1 


50,400 

500 


! 1,20,000 i, 




. 48,000 

55,000*1 
*' 26,000 i 
6 . 000 ': 


24.000 
1,14,000 

35.000 



3,100 
3,20.000 


(1) The shares in the Junior, Ltd. were acquired by the Senior, Ltd. on Ist October 


1937. At 31st March 1937^. the date of the last preceding Balance Sheet of the 


Ltd., the Plant and Machinery stood in the books at Rs. 56,000, the Reserve at Rs. 30,000 
and the Profit & Loss Account at Rs. 8,000. The Plant was re-valued by the Directo?® 
of the Senior, Ltd. on 1st October 1937 ht Rs. 60,000, but no adjustments were made 
in file books oi the Junior, Ltd. 

(2) Sundry Creditors of Senior, Ltd. include Rs. 15,000 due to Junior, 
goods supplied since the acquisition of the shares. In arriving at the price at 
goods are invoiced to the Senior, Ltd. 10% is added to ^e gross cost of sales. The 
stock of Senior, Ltd. at 31st March 1938 includes goods costing Rs. 33,000 purchased 
from Junior, Ltd. 


(3) Simdry Creditors of Junior, Ltd. include Bills Payable of Rs. 6,000 given 
to Senior, Ltd. which the latter Company has discounted. ' 


Solution. ^ 

CONSOLIDATED BALANCE SHEET OF THE SENIOR CO., LTD., 
AND ITS SUBSIDIARY COMPANY. 

As at 31st March 1938, 


Share Capital : — 

Rs. 

Rs. 


"'-‘rsT 

Authorised, Issued and 




1.58,440 

Paid Up — 

15,000 6% Preference 



Undand Buildings at cost .. 

Plant and Machinery at cost 
less depreciation 

Fixtur^ and Fittings at cost 
less depreciauon 

Stock-in-Trade "" 

1,42,000 

1 

Shares of Rs. 10 each .. 
16,000 Ordinary Shares of ' 

1,50,000 


; 1,01,860 

Rs. 10 each 

'1,60, OCO 

3,10.000 

• 1.500 
1 1^9,300 

Carried over Rs. 


'3.10,000 

\ 

Carried over Rs. 

I 
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CONSOLIDATED BALANCE SHEET— (Contd.) 



Rs. 1 

Rs. 


I Rs. 

Brought over ... 

t 

3,10,000 

Brought over ... 

5.63.100 

Premium on Shares 


32,000 

Sundry Debtors 

75,000 

6% First Mortgage Deben- 

( 


Investments 

26,000 

. . tures 

i 

40,0u0 

Cash at Bank 

9,100 

Junior, Ltd.— I nterestof 





Outside Shareholders and 





Debenture-holders ; — 

I 




8,000 ' 6% Preference 

1 




Shares of Rs. 10 each 

80,000 ' 




1,000 Ordinary Shares of 

1 




Rs. 10 each 

10,000 



• ^ 


90,000 




6% First Mortgage De- 





bentures 

50,000 






1,40,000 



Junior, Ltd. — ^Proportion of 





Reserve and Profit & Loss 





Account Balance due to 





Outside Shareholders 


9,966 



Capital Reserve 





Balance on Reserve and 

1 




Profit & Loss Account 





; at the date of purchase 





—deducted from Goodwill 





(contra) 

43,560 


< 


Sundry Creditors 


55,000 



Reserves 


26,000 



Profit & Loss Account 


60,234 




Rs. 

5,73^00 

Rs. 1 

6,73,200 



- rr — — ‘ZFz. 

/ 

, , __ j 



CONSOLIDATED PHOFIT S: LOSS APPROPRIATION ACCOUNT. 
For the year ended 31-3-1938. 


Rs. Rs. 

By Net Profit for the year ended 31st March 1937 : — * 

Senior, Limited 

Junior, Limited 20,000 

Less Balance as at 1-4-1937 8,000 

i year’s profit to 1-10-37 = i of (20,000 — 8,000) 6,000 


14,000 

Les.>! i year’s Preference Dividend to 1st 

October 1937 2,400 

Balance of P. & L. Account as at Ist Oct. 1937 11,000 


Rs. 

60,000 


Less 'Liability to Pref. Shareholders for 1 year’s 
Dividend 


8.400 ' 

2.400 


Profit earned subsequent to purchase of shares 6,000 

Less Further J year’s Div. on Pref. Share.s 
to 31-3-38 2,400 

Depreciation on increased valuation of Plant — 

10% for i year on Rs. 6,800 340 


2,740 
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Balance of Profit St Loss Account since 1st 
October 1937 

Less proportion of profit due to outside 
shareholders 

Less Unrealised Profit on Stodc held by 
Senior, Ltd. written back 


Rs. Hs. 

3^60 

326 

2,934 

2,700 

234 

Rs. 60,234 


STATEMENT SHOWING THE ADJUSTMENTS OF THE ITEMS INCLUDED 
IN THE CONSOLIDATED BALANCE SHEET. 


(1) Ordinary Share Capital — 18,000 Ordinary Shares of 
Rs. 10 each 

Less 2,000 Shares held by Junior, Ltd. 


Rs. Rs. 

. 1,80,000 
20,000 

1,60,000 


(2) Premium on Shares — Balance as per Senior, Ltd. 

books 36,000 

Less Premium paid by Junior, Ltd. on purchase 
of Senior, Ltd Shares 4,000 


(3) Reserves and P. & L. Account Balance due to outside 
Shareholders — 

Reserve (no addition since purchase) nil. 

Capital Resen'e (See Item 4) 4,840 

Profit & Loss Account 326 


Dividend on Preference Shares — due i year to Rs. 

1-10-1937 2,400 



due i year to 31-3-38 2,400 

4,800 

(4) 

Capital Reserve — ^Reserve of Jrmior, Ltd. at date of 
pm-chase 

Profit & Loss Account at date of purchase 14.000 

30,000 


Less J year’s Dividend on Pref. Shares to 

31-10-37 2,400 

' 11,600 


Add Increase on revaluation of Plant 

41,600 

6,800 


x 

Less proportion tiue to outside Ordinary 
' Shardiolders ] ' 

48,400 

4,840 

(5) 

Sundry Creditors — Senior, Ltd. 

30,000 


Less owing to Junior, Ltd. 

15,000 


Junior, Ltd. on Open Accounts 

Bills Payable 

15.000 

34.000 
6,000 


32,000 


9,966 


4^560 


55.000 
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(6) Goodwill — 

Senior, Ltd. 

Junior, Ltd. 

Add Excess of cost over nominal value — 

Cost Price ^ 1,20,000 

Nominal Value 90,000 


30,000 

Deduct Capital Reserve (see Item 4) 43,560 


(7) Land & Buddings — 
Senior, Ltd. 
Junior, Ltd. 
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Rs. Rs. 

1,26,000 

46,000 


13,560 

32,440 

Rs. 1,58,440 

95.000 

47.000 


(8) Plant & Machinery — 

Senior, Ltd. 

Juidor, Ltd. 

Add increase on revaluation on 1st Oct. 1937 6,800 
Less ^ i year's depreciation thereon - 340 


Note. — ^T he increase in valuation is ascertained 
as tmder; — 

Book value at 1st April 1937 

Less i year’s depreciation to 1st October 


Rs. 1,42,000 


45,000 

50,400 


6,460 

56,860 


Rs. 1,01,860 


56,000 

2,800 


53,200 

Value at 1st October 1937 as per revaluation 60,000 


Rs. 6,800 


(9) Furniture & Fittings- 
Senior, Ltd. 

Junior, Ltd. 


(10) Stock-in-trade — 

Senior, Ltd. 

Less Inter-Company profit 

9 10 

X of Rs. 33,000 = 

10 110 
Jimior, Ltd. 


1,000 

500 


Rs. 1,500 


48,000 

2,700 


45 300 
1,14,000 

Rs. 1,59,300 


(11) Sundry Debtors— 

Senior, Ltd. 

Jvmior, Ltd. _ 

Less owmg by Semor, Ltd. 


55,000 

35.000 

15.000 

20,000 


Rs. 75,000 
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(12) Cash at Bank — 
Senior, Ltd. 
Junior, Ltd. 


Rs, 

6,000 

3A00 

Rs. 9A00 


EXAMINATION QUESTIONS. 


Note. — ^The figures in bold type at the end of most of the problems 
indicate their corresponding numbers in the Author’s “ TYPICAL 
PROBLEMS IN ADVANCED ACCOUNTING” where full solutions of 
these will be fotmd. 


1. What is a Holding Company, and, how does it come into existence ? 

2. Under what circumstances can a company become a Subsidiary to another 
Company ? 

3. Where a Holding Company acquires a part only of the Share Capital of its 
Subsidiary, how would you ascertain the interest of the outside shareholders? 

4. While preparing a Consolidated Balance Sheet, what amount would you carry 

to Capital Reserve Account? * 

5. How would you ascertain the amount of Goodwill, if any, paid by a Holding 
Company on acquisition of its Subsidiary ? 

C. Mention the requirements under the Indian Companies Act, 1936, in regard 
to - compulsory publication of information by a Holding Company relating to its 
Subsidiaries. 


7. How would you treat the following items in the Accounts of a Holding 
Company ? Give reasons for your answer. 

(a) A loan by the Holding Company to one of its subsidiary Companies for the 

purpose of repaying money borrowed by the latter Company on the security 
of debentures. . ' 

(b) A temporary advance to the Holding Company by a Subsidiary Company. 

(c) A premium on shares of the Holding Company issued in exchange for shares 

in a Subsidiary Company. 

(d) A dividend received from a Subsidiary Company which is paid out of profits 
earned before the date of purchase of that Company’s shares by the Holding 

_ Company and for which allowance was made in ^e purchase price of the 
■ shares. 

“ S: On 1st July 1937, the Mighty Co., Ltd., bought 5,500 Shares of Rs. 10 each, 
fully paid, in the Meekly Co., Ltd.,' for Rs. 20 each. At 'that time it was estimated 
that the tangible assets and liabilities of the Meekly Co. might be taken at book 
valuation except the buildings, etc., which were undervalued by Rs. 25,000. 

Each company prepared a Balance Sheet as on 31st December 1937, which, can 
be considered as follows: — 


Mighty Co. Meekly Co. 

Rs. Rs. 

Share Capital ..-2,00,000 60,000 

General Reserve .. 50,000 6,000 

Creditors . . 15,000 10,000 

Profit & Loss — Balance, 

1st January 1937 .. 25,000 3,000 

Profit for the year .. 40,000 12,000 


Rs. 3,30,0* 91,000 


. " 

Mighty Co. Meekly Co. 


Rs. 

Rs. 

Buildings, etc. 
Sundry Assets 
Debtors 

.. 1,50,000 
. . 50,000 

.. 20,000 

65.000 

11.000 
15,000 

Shares in Meekly 

Co., Ltd. 

.. 1,10,000 



Rs. 3,30,000 

91,000 
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The debtors of the Mighty Co. included Rs. 5,000 due from the Meekly Co., Ltd. 
Prepare a Consolidated Balance Sheet, showing your workings clearly in the form of 
Journal entries or otherwise. 342 

(Xotai of Cottsolidlated Balance Sheet Rs. 3,47,250.) 

'ft!''*Sder Co., Ltd., holds two-thirds of the issued Capital of Younger Co., Ltd. 

The Directors of Elder Co., Ltd., ask you to draft a Consolidated Balance Sheet 
of the whole undertaking, amalgamating the assets and liabilities of the subsidiary 
company. Younger Co., Ltd., with those of Elder Co., Ltd. (Show your detailed workings 
in an inner column). 

The following are the Balance Sheets of the two companies as on 31st December 
1937;— 

ELDER CO., LTD. 


Rs. 

Share Capital : — 

Authorised, Issued and Paid up — 

5,000 Ordinary Shares of 
Rs. 100 each .. .. 5,00,000 

Sundry Creditors . . . . 2,75,000 

General Reserve . . . . 1,00,000 

Profit & Loss Account; — Rs. 

Balance bjfd. .. 15,000 

Add Profit for the year 85,000 
luterim dividend from 
Younger Co., Ltd. 80,000 

1,80,000 


Rs. 10,55,000 


Goodwill 

Land and Buildings 
Plant and Machinery 
Stocks 

Sundry Debtors ; — Rs. 

Advances to Yormger 
Co., Ltd .. 1,25,000 

Trade Debtors .. 1,05,000 


Bills Receivable accepted by 
Younger Co., Ltd. 

Investments at cost; — 

War Loan .. 40,000 

Younger Co., Ltd. 2,000 

Ordy. Shares of 

Rs. lOBeach .. 2,75,000 


Cash and Bank Balances 


Rs. 

75.000 
1,50,000 

90.000 

50.000 


2,30,000 

30,000 


3.15.000 

1.15.000 


Rs. 10,55,000 


Note. — T here are contingent liabilities in respect of: — 

||o) Guarantee of principal and of interest on Rs. 50,000 6% 1st Mortgage Deben- 
tures of Younger Co., Ltd.; (b) Bills discounted Rs. 20,000. 


YOUNGER CO., LTD. 



Rs. 



Rs. 

Share Capital : — 


Goodwill. 


30,000 

Authorised, Issued and Paid up — 

Land and Buildings 


1,75,000 

3,000 Ordinary Shares of 


Plant and Machinery 


2,25,000 

Rs. 100 each 

3,00,000 

Stocks 


1,00,000 

G% 1st Mortgage Debentures .. 
Bills Payable issued to Elder 

50,000 

Sundry Debtors 

Balance at bankers and Cash 

90,000 

Co., Ltd. 

Sundry Creditors 

General Reserve 

Profit & Loss Account Rs. 
Profit for the year .. 1,75,000 
Deduct Interim Divi- 
dend paid 40% . . 1,20,000 

50.000 
2,00,000 

15.000 

55.000 

in hand 


50,000 

Rs. 

6,70,000 


Rs.’ 

6,70,000 
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The General Reserve of the Younger Co., Ltd., was Rs. 10,000 when the Elder 
Co., Ltd. purchased the 2,000 shares, and Rs. 5,000 has been added out of subsequent 
profits. 343 




(Total of Consolidated Balance Sheet Rs. 13,63,333-5-4.) 


The Senior Co., Ltd., acquired tlie whole of the shares in the Junior Co., Ltd., 
as at 1st January 1937, at a total cost of Rs. 11,20,000. The Balance Sheets at 31st 
December 1937, when Accounts of both Companies were prepared and audited, were 
as under : — 


THE SENIOR CO., LTD. 

BALANCE SHEET. 

As at 31sf December 1937. 


Liabilities 

Rs. 


Assets 

Rs. 

Share Capital: — 

Authorised and Issued — 

15,000 Shares of Rs. 100 
each fully paid 

Creditors (a) 

General Reserve 
_ Profit & Loss Account (c) 

15,00,000 

1.50.000 

9.50.000 
8,00,000 

Freehold Premises 
Machinery 

Stock (b) 

Debtors 

Investments 

Cash 

.. 10,30,000 
.. 3,00,000 
,. 3,40,000 
,. 2,80,000 
,. 11,20,000 
.. 3,30,000 

Rs. 

34,00,000 



Rs. 34,00,000 


(o) Includes Rs. 60,000 for Purchase from the Junior Co., Ltd. on which the latter 
c(mpany made a profit of Rs. 15,000. 


(b) Includes Rs. 30,000 stock at cost purchased from the Junior Co., Ltd., part 
of ‘Rs. 60,000 purchases [See Note (a)]. 


(c) Includes interim dividend at the rate of 10 per cent per annum, free of tax, 
from' the Junior Co., Ltd. 


THE JUNIOR CO., LIMITED. 
BALANCE SHEET. 

As at 31st December 1937. 


Liabilities 


RS. 1 

Assets 

Rs. 

Share Capital ; — 
Authorised and Issued — 
50,000 Shares of Rs. 10 
fully paid 

Creditors 

General Reserve — as at 1st 
January 1937 

Profit & Loss Account 

each 

5,00,000 

1,61,000 

20,000 

3,60,000 

Freehold Premises 
Machinery 

Stock 

Debtors 

Cash 

. . 3,00,000 
. . 2,71,000 
. 2,02,000 
.. 1,58000 

1,10,000 


Rs. 

10,41,000 


Rs. 10,41,000 


Norn — The balance on Profit & Loss Account at 1st January 1937 was Rs. 2 80,000, 
an interim dividend of 10 per cent per annum, free of 'tax, having been paid during 
the year in respect of the year ended 31st December 1937. 

Make the necessary adjustments and show a Consolidated Balance Sheet as at 
31st December 1937. ^ ' 344 

^ (Total of Consolidated Balance Sheet Rs. 35,73,500.) 



ACCOUNTS OF HOLDING COMPANIES 


607 

From the Balance Sheets given below, prepare a Consolidated Balance Sheet 
of the Fullsize Co., Ltd., and its subsidiary. The interests of the minority shareholders 
of the Medium Co., Ltd., ^l^e to be shown in the Consolidated Balance Sheet. ' 


THE FULLSIZE CO., LTD. 

BALANCE SHEET. 

As on 31st December 1937. 


Share Capital; — 

Authorised and Issued — 
1,00,000 Shares of Rs. 
each fully paid 
General Reserve 
Creditors 

P. & L. Appropriation 
Account 


Rs. 


80 

.. 80,00,000 
.. 40,00,000 
.. 24,00,000 

.. 8 , 00,000 


Rs. 1,52,00,000 


Rs. 

Freehold Property at cost 
less Depreciation .. 76,00,000 

Plant and Machinery at cost 

less Depreciation .. 11,20,000 

Shares in the Medium Co., Ltd., 

at cost — ^9,000 Shares of Rs. 80 
each .. .. .. 14,40,000 

Stock on hand at cost .. 24,00,000 

Sundry Debtors .. .. 16,00,000 

Cash at Bank . . ' . . 10,40,000 


Rs. 1,52.00.000 


THE MEDIUM COMPANY, LTD. 
BALANCE SHEET. 

As on 31st December 1937. 



Rs. 1 


Rs. 

Share Capital: — 

1 

] 

Investments at cost 

'.. 1,60,000 

Authorised and Issued — 


Stock on hand at cost 

. . 4,00,000 

10,000 Shares of Rs. 

80 

Sundry Debtors 

. . 5,60,000 

each fully paid 

.. 8,00,000 

Cash at Bank , 

.. 10,40,000 

Creditors 

.. 1,60,000 



P. & L. Appropriation 




Account 

.. 12,00,000 




Rs. 21,60,000 


Rs. 21,60,000 


345 

(Total of Consolidated Balance Sheet Rs. 1,59,20,000.). 
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DEPRECIATION AND RESERVES. 

Definition.— The term. “Depreciation” represents loss or diminution in 
the value of an asset consequent upon wear and tear, obsolescence, effluxion 
of time or permanent fall in market value. 

Necessitj' of providing for Depreciation. — ^All assets which are more or 
less constantly in use, naturally diminish in value by reason of wear and 
tear. As the wasting of an asset contributes to the earning of profits, it is 
only right that it should be viewed as an expense ; and in order to arrive 
at the profits of an undertaking, it is imperative that the question of depre- 
ciation should be considered, as no true profit can be ascertained rmtil all 
losses or expenses inemred for the purpose of earning an income are 
charged against such income. Another reason why depreciation should be 
brought into account is that unless the shrinkage in the value of the assets, 
due from any cause, is provided for, the value of the assets will be over-^ 
stated in the Balance Sheet. 

The whole theory of depreciation is, therefore, that the capital sunk by 
any concern in the acquisition of its fixed assets must be preserved intact 
and that the loss in value arising from the use of such assets should be made* 
good out of revenue each year by distributing such charge fairly over their 
working life, and not left over until the last moment when those assets 
have ceased to be useful. 

It must be observed that the above remarks as to the necessity of 
provision for depreciation, are made from an accoimtancy standpoint, and 
not a legal one. Although it has been held that a company may, by its 
Articles of Association, provide for the distribution of profits arrived at 
before making good the depreciation of fixed assets, it is only sound finance 
that such a provision should be made. 

Considerations necessary to determine its Bate. — ^The practical difSculty, 
however, in connection witii depreciation is how to apportion the cost of 
wasting assets fairly over each of the limited number of years during which 
they will be utilised for profit-seeking purposes. The exact measure of 
depreciation undergone by an asset in any particular year cannot be defi- 
nitely determined, yet a fair and reasonable estimate can be made in the 
beginning and the same may be rectified subsequently as actual experience 
may demand. 

In estimating the amoimt of depreciation to be provided for the follow- 
ing points should always be considered : — ’ 

(a) The original cost of the asset. 

(b) The probable working life of the asset. 

(c) The amotmt to be expended on repairs and renewals. 

(d) The break-up or, residual value. 

becoming obsolete on account of new 
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Methods of providing for Depreciation. — ^The following are the various 
methods of providing for the depreciation of an asset: — 

1. By writing a fixed percentage off the original cost of the asset at 

the end of each year. 

2. By writing a fixed percentage off the diminishing balance of the 

asset each year. ' 

3. Tlie aimuity system. 

4. By means of a Sinking Fund or Depreciation Fund, 

5. By Sinking Fund Insurance Policy. 

6. By annual valuation. 

Tlie Fixed Instahncnt Mctliod. — ^The first method is known as the fixed 
instalment method. To ascertain the annual charge under this method, all 
that is necessary is to divide the original value of Jhe ass^t by- the number 
of years of its estimated life. Having done this, it only remains to ’ "debit 
Depreciation Account each year with this amount and credit the particular 
Asset Account. 

In case of assets that have any residual v£^e, the amount to be written 
off during any given number of years must he "the difference between the 
cost and the estimated value of the residue. Although this system is the 
simplest, it is ijoLscig^ific, and consequently, it should only be used in case 
'of assets of sm alTintrinsic" value, such as fxurniture; fixtures and short leases. 

Tlie Diminishing Balance Method. — ^Under the second method, as the 
ba lance of the ass et as 1 v .■rd r:o:r. pr-v.’ous year will be 

the amou nt on j^vKich tl ^ ‘ ■ . each year, it is 

natural that the'’percehtage required to bring "down the value to a certain 
figure in a given number of years would be much higher than in the first 
method. • 

This method is very advantageous when used in connection with writ- 
ing down the cost of plant and machinery, for, as the depreciation^ amoimt 
to be written off becomes less year after year, the cost_of_ repairs necessary 
to keep iKeTnacElnery in working order increases as the machinery grows 
older, so that the ultimate burden on Profit and Loss Account 'each year in 
respect of depreciation and' repairs put together is equalised. 

Having calculated the required percentage on the reducing balance at 
the end of each year, Profit and Loss Account is debited and the particular 
Asset Account is credited with the amount. 

ILI.USTRA'nON 150. 

The original cost of Fixtures and Furniture amounted to Rs. 4,000, and it is 
decided to write off 5% on the original cost as depreciation at the end of each year. 
Show the Ledger Account as it will appear during the first four years. Show also how 
■ the same Account will appear if it was decided to_ write off 5% on the diminishing 
balance of the asset each year. 

39 
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FURNITURE AND FIXTURES ACCOUNT. 
(Depreciated on the Fixed Instalment Method.) 


Year 

1st 

To Bank 

... 

Rs. 

4,000 

g 

By Depreciation 
. „ Balance c/d. 

•• 



Rs. 

4,000 



Rs. 

2nd 

To Balance b/d. 

... 

3,800 

2nd 

By Depredation 
„ Balance c/d. 

... 



Rs. 

.3,8(0 



Re. 

3rd 

To Balance b,'d. 

... 

3,600 

3rd 

By Depiecirtion 
„ Balance c/d. 




Rs. 

3.600 



Re. 

4th 

To Balance b/d. 

... 

mm 

4th 

By Depreciation 
,, Balance c/d. 




Re. 

1 3.400 



Re. 

5th 

To Balance b/d. 

... 






Rs. 

200 

3.800 


4,000 


200 

3.600 

3,800 


200 

3,400 


3,600 

200 

3,200 

3,400 


FURNITURE AND FIXTURES ACCOUNT. 


(Depreciated on the Diminishing Balance Method.) 


19 

- 

Rs. a. p. 

Year 


Rs. a. p. 


To Cash 

4,000 0 0 

Ist 

By Depreciation 






„ Balance c/d. 



Re. 

4,(i00 0 0 


Rs. 


2nd 

To Balance b.'d. 

3,800 0 0 

xy 

2nd 

By Depreciation 






„ Balance c/d. 



Rs. 

3,800 0 (I 


* Rs. 


3rd 

To Balance b/d. 

3,610 0 0 

3rd 

By Depreciation 

180 8 0 





„ Balance c/d. 

3,429 8 0 


Re. 

3.610 0 0 


Rs. 

mm 

4th 

To Balance b/d. 

3,429 8 0 

4lh 

By Depreciation 

1 171 7 7 





„ Balance c/d. 



Rs. 



Rs. 


5th 

1 To Balance b/d. 

3,258 0 5 





Annuity System. — ^Under this method, interest at a fixpd T-nfp calcu- 
lated on the capital outlay involved in the acquisition of tht asset on the 
assumption that if the same amount of capital was employed 1^50^16 other 
mvestmont, it v.'ou d have earn^ a certain rate of intereS ^1^04^ of 
the husjiess, therefore, during the period th.at tin . ov-mt-r 

loses the original cost of that asset in the shape . asset, not on y 

loses the interest thereon, and imder the armnfi^ depreciation but ah 

», 0 . ™ 
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instalments until the hook value o£ the asset in question is reduced either to 
zero or its residual value at the end of its usefulness to the business. The 
annual amount to be thus written off will be ascertained from the Deprecia- 
tion Aimuity Tables, and the following entries will have to be passed at the 
end of each year. Interest at a fixed rate calculated on the opening balance 
of the Asset Account will be debited to the Asset Account and credited to 
Interest Account. The fixed amount as ascertained from the Tables will 
then be debited to Depreciation Account and credited to the Asset Account. 
This method can be used advantageously, chiefly in respect of long leases 
which generally involve a considerable capital outlay. It will not be-suitahle 
for adoption in the case of Plant and Machmery, as fresh calculations wiU 
have to 'be made each time any additions are "made or any obsolete plant 
is discarded. Where it is desired not merely to write off an asset but also 
to provide for its replacement at the time it becomes valueless, the Depre- 
ciation Fund System -will be more suitable. 

ILLUSTRATION 151. 

A seven years’ lease has heen purchased for a sum of Rs. 60,000 and it is proposed 
to depreciate it under the Annuity Method charging 4% interest. Reference to_the 
Annuity Method Depreciation Table indicates that the required result will be brought 
about by charging annually Rs. 9,996-8-11 to Depreciation Account. Show how the 
Lease Account will appear each of the seven years. 

( 

Solution. 

LEASE ACCOUNT. 


Year 


1 Ks. a. p. 

Year 


Rs a. p. 

1st 

To Bank 

iliHiwi 

Ist 

By Depreciation 

9,996 8 11 


„ Interest 



„ Balance c/d. 

52,403 7 1 


Rs. 

62,400 0 0 


Rs. 

62,400 0 0 

2nd 

To Balance b/d. 

52,403 7 1 

2nd 

By Depreciation 

9,996 8 11 


„ Interest 

2,096 2 3 


„ Balance c/d. 


'P 

Rs. 

54,499 9 A 


Rs. 

54.499 9 4 

Srd 

To Balance b/d. 

44,503 0 5 

3rd 

By Depreciation 

9,996 8 11 


„ Interest 

1,780 1 11 


» Balance c/d. 

36,286 9 5 


Rs. 

46,283 2 4 


Rs, 


4th 

To Balance b/d. 

36,286 9 5 

4th 

By Depreciation 

9.996 8 11 


„ Interest 

1,451 7 5 


,t Balance c/d. 

27,74 1 7 11 


Rs. 

37,738 0 10 


Rs. 


5th 

To Balance b/d. 

27,741 7 11 

5th 

By Depreciation 

9,996 8 11 


„ Interest 

1,109 10 7 


Balance c/d. 

18,854 9 7 


Rs. 

28,851 2 6 


Rs. 

28 851 2 6 

6th 

To Balance b/d. ... 

18,854 9 7 

6th 

By Depreciation 

9,996 8 11 


„ Interest 

754 2 11 


1 , Balance c/d. 

9,612 3 7 


Rs. 

19,608Jl^6 


Rs. 

19.608 12 6 

7th 

To Balance b/d. 

9,612 3 7 

7th 

By Depreciation 



„ Interest 

384 5 4 





Rs. 

9,996 8 11 


Rs. 

9,996 8 11 



i < 
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Depreciation Fund System— This system consists of not only bringing 
into account the annual loss sustained by the shrinkage in the value of the 
assets "utilised for the purposes of trade, but also provides fund for toeir 
replacement at the time when the old assets have to be discarded and have 
to be replaced by new ones, wnthout in any way distmrbing the financial 
condition of the business. The steps necessary to work this system are as 
follows : — 

■ (1) Under this method, the Asset Account is allowed to stand in the 
books at its original cost from year to year. At the end of each balancing 
period, such a sum is debited to Depreciation Account and credited to 
Depreciation Fund Account wliich, if invested in gilt-edged securities from 
year to year during the life of the existing asset, will accumulate at com- 
pound interest to a sum required to replace the original asset at the time 
when it becomes useless. 

(2) When a corresponding amoimt is invested in outside securities, the 
entry will be to debit Depreciation Fund Investment Account and credit 
Bank. 

(3) The periodical interest realised on these ear-marked securities will 
be debited to ^ank and credited to Depreciation Fund Account and wul 
also be invested in the same class of securities. The result of this procediure 
\vill be that by the time the existing asset has entirely worn out and has 
become useless -for the purposes of the business, a fund Avill have been built 
up represented by specific securities which can be realised to supply the 
cash necessarily required to acquire a similar asset, without in any way 
crippling the toancial resources of the business. 

(4) On the Investments being realised, the entry will be : 

Bank .. ' .. ..Dr. 

To Depreciation Ftind Investment Account. 

(5) Any balance on the latter account will now represent profit or 
loss arising from the sale of these investments and will be transferred to 
Depreciation Fund Accoimt. 


(6) The amount realised on the sale of the discarded asse^ will be 
credited to the Asset Account concerned. 

(7) The Depreciation Fund Account wU be closed by its balance 
being transferred to the Asset Account. 

(8) Any balance now left on the Asset Account avIII represent an over 
or an under-estimate in respect of depreciation and -will be transferred to 
the Profit and Loss Accoimt. 


, ’^e cash realised on the sale of the specific investments ^vfil now 

be avaiiable for the purchase of the new asset. 

It needs to be mentioned that the amoimt ..u u -u j. 

each year to provide for the accumulati^ 

interest at the end of a definite period is ""T^ Tac 

Annuity Tables. ‘ ^ ascertained from ready-made 
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ILLUSTIIATION 152. 

A five yenre’ 'Lc.tsc lias been acquired for Rs. 50,000 and it lias been decided to 
provide for its annual depreciation as also for its replacement at the expiry of the 
term on the Depreciation Fund System. A Tcferenco to the Depreciation Fund Tables 
shows that tlie annual amount (o be provided for on the basis of 5% interest works 
out at R,s. 9,050. Show the necessary accounts aiTeclcd, if the decision is carried out 
during the five years. 


DEPRECIATION ACCOUNT. 


'yt’~ f~i 

Year 


1 

f 

j Rs. 

Year 

1 ’ 

1 Rs. • 

1st 

To Depreciation Fund 
Account 

1 

Rs. } 

t 

' 9.050 

1st 

By Profit and Loss Account 1 
Rs 1 

' 9.050 

2nd 

To Depreciation Fund 
Account 

1 

I 

Rs. i 

i 

1 9.050 

2nd 

1 By Profit and Loss Account i 
- Rs. 

1 

! 0.050_ 

3rd 

To Depreciation Fund 
Account 


i 

1 9,050 

3rd 

By Profit and Loss Account 

Rs. 

f ' ' ' ' 

! 0.050 

4th 

To Depreciation Fund 
Account 

Rs. i 

1 

L 

4th 

: By Profit and Loss Account ■ 
j Rs. 

9.0^0_ 

5th 

To Depreciation Fund 
Account 

..jl 

1 

1 O.OjiO 

5th 

By Profit and Loss Account ' 

rb. 1 

- M?o. 




: 




DEPRECIATION FUND ACCOUNT. 


■ 




Year 


Rs. 

n 

To Balance c/d. 

Rs. 


1st 

By Depreciation Account Rs. 

9,050 

2Dd 

To Balance c/d. 

... 

16.550 

2nd 

By Balance b/d. 

„ Interest 

„ Depreciation Account 

• 

9,050 

450 

9,050 



Ra 

J8,K0 


Rs. 

18,550 

3rd 

To Balance c/d. 

... 

28,525 

3rd 

By Balance b/d. 

„ Interest 

„ Depreciation Account 

18,550 

925 

9,050 



Rs. 

28.525 


Rs. 

28,525 

4th 

To Balance c/d. 

... 

39,000 

4th 

By Balance b/d. 

„ Interest 

„ Depreciation Account 

28.525 

1,425 

9,050 



Rs. 

39,000 


Rs* 

39 ono 


To Balance c/d. 

... 

50,000 

5lb 

By Balance b/d. 

„ Interest 

„ Depreciation Account 

39,000 

1,950 

9,050 



Rs. 

50,000 


Rs. 

50.000 




■ 


By Balance b/d. 

50,000 






.,.4 .... L 
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DEPRECIATION FUND INVESTMENT ACCOUNT, 


Year- 

2nd 

To Bank 

Rs. 

Rs. 

9,000 

Year 

2nd 

By Balance c/d. 

Rs. 

Rf. 

9.000 

3rd 

To Balance b/d. 

„ Bank 

••• 

9.000 

9,500 

3rd 

By Balance c/d, ... 


18,500 



Re. 

18,500 



Rs. 

18,500 

4th 

To Balance b/d. 

„ Bank 

•• 

18,500 

10,000 

4th 

By Balance c/d. 


28,500 



Rs. 

28,500 



Re. 

28,500 

5th 

To Balance b/d. 

„ Bank 

... 

28.500 

10.500 


■ 





Rs. 

_39.000 











=====: 


Notes. — ( a) The amount charged to revenue at the end of each year is invest^ 
at the commencement of the subsequent year and made to earn interest. SimilMiy, 
the interest realised on specific securities is invested in the same class of securities 
so that the Fund accumulates at compound interest. 

(b) To the investments worth Rs. 39,000 as shown at the commencement of the 
fifth year, there will be added Rs. 1,950 for one year’s interest thereon and the instataent 
of Rs. 9,050 at the end of the fifth year, so that a fund of Rs. 50,000 would he available 
for the acquisition of a new Lease. 

Instrrance Policy Method. — In some businesses, rather than investing the 
.annual amoimt in gilt-edged securities to provide for the Depreciation Fund 
as above explained, a Policy wiE be taken out with an insurance company 
which will agree to pay a difinite sum of money at the end of a specified 
period in return for certain annual premium payable to them during the 
period of the policy. The entries, under such a circumstance, tvill be as 
tmder : — 


(1) Depreciation Account . . , , ■ . . Dr. 

To Depreciation Fund Account 
‘ (To bring into record the annual loss arising 

from depreciation of the asset). 

(2) Depreciation Fund Policy Account . . . . Dr. 

To Bank 

(For the amount of annual premium paid) . 

Note. The above two entires will have to be passed every year during the 
continuance of the policy, and the balance of the Depreciation Fund Policy Account 
will appear as an asset in the Balance Sheet each year, at its accumulated figure. 


Dr. 


(3) Bank Account 

To Depreciation Fund Policy Account 

(To record the amount realised on maturity of the policy). 

(4) Any ^fference on Depreciation Fund PoHcy Account vdll now be 
transferred to the Depreciation Fimd Accotmt. 

(5) Bank Account 


To Asset Account 


Dr. 


(To record the break-up value realised 
of the discarded asset). 


on sale 
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(6) Tiic Depreciation Fund Account will be closed by transfer of the 
balance to the old Asset Account. 

(I) The balance on the old Asset Account, whichever side it may fall, 
will bo transferred to Profit and Loss Account. 

(8) Tire cash realised on maturity of the policy will now enable a ne'w 
asset to be acquired without disturbing the other cash resources 
of the concern. 

«» 

Revaluation Method. — ^Tliis method is resorted to in the case of assets 
which calj^for^ special considerations such as live-stock, loose tools, patents, 
copyri^fts^ pafloi'ns; " casks, packages, bottles, etc., and where no other 
method^ can be employed to secure .satisfactory results. At the'ehd of each 
financial periddj" tlie "assets ai-e revalued, and the difference between the book 
value and the revaluation amount is debited to Depreciation Account and 
credited to the Asset Account. If, however, the' revaluation figure presents 
an excess over the book value of the asset, the difference would represent 
profit, and such a gain being of a temporary nature need not be brought 
into account. 

DEPRECIATION AS APPLIED TO VARIOUS ASSETS, 

Hav'ng dealt with the various methods of providing for dcpreciat’on, it 
now remains to consider the question of depreciation as applied to different 
assets. It may be pomted out, however, that the rates as given below 
should in no case be taken as more than a mere approximate guide, as so 
much would depend upon the particular natui'e of the business in which 
the assets in question are being employed. 

Preehold Land and Buildings. — ^Buildings may be depreciated from Ih 
to 3 per cent on llio original cost, all necessai'y repairs being charged to 
revenue. The materials utilised in the construction os also the specific use 
to be made of the building will form an important element in determining 
its life. » 

Land generally does not depreciate except when the locality becomes 
unpopular. 

Leasehold Land and Buildings, including landlord's fixtures, should be 
written off within the term of the lease, and, at the same time, provision 
should be made for repairing dilapidations. 

Plant and Machinery : — 

Engine and Eoilers . — ^Boilers are very often treated separately, and this 
should be so, as they arc subject to more frequent renewals than engines. 
Whereas 10 to 12^ per cent on the diminishing balance is considered as 
sufficient for engines, boilers would require 12i to 20 per cent. 

Machinery would require Ih per cent to 10 per cent on the reducing 
Ibalance. In estimating the life of machinery, due regard should be had to 
the question of present machinery becoming obsolete and being superseded 
by new and improved machinery. 

Fixed Plant depreciates slowly, and 5 to per cent on the diminishing 
balance is suggested as a fair rate. 

In manufacturing concerns, where depreciation of plant and machinery 
forms an important factor in ascertaining the exact cost of production of 
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articles manufactured, it is very desirable that the sufficiency of the rates 
of depreciation charged over a given number of years should be tested by a 
periodical valuation of the works. This would be invaluable in enabling 
timely correction to be made in cases where such a valuation shows that 
the rates charged in the past have been insufficient. 

The question of repairs and replacements is so closely connected ivith 
the subject of depreciation that it is deemed desirable to deal with it at this 
stage.^ The first essential in a going concern where there is plant and 
machinery is that it must be properl 3 '^ maintained and repaired out of 
revenue. 


With regard to ordinary breakages and repairs and renewals of worn 
out parts, these should fall upon revenue. If, however, an amount is 
expended on machinery whereby the machinery is rendered more powerful 
md capable of turning out a greater quantify of work, or whereby the work- 
ing life of the machinery is increased, such an expenditure can fairly be 
treated as capital expenditure to that extent. 

There may, however, be heavy breakages of an extraordinary and 
costly nature, the repair of which may benefit future years. In a case like 
this, ^ me cost may be spread over three, five or seven years, as it is not 
considered fair that the profits of a single year should be made to bear such 
^ extraordinary expense, the benefit of which would be enjoyed by a 
longer period. ■' 


cost. 


Furniture and Fixtures would require 5 to 74 per cent on the original 


Loose Took may be dealt with by means of an annual valuation. The 
other method is that the original value may be Allowed to stand at cost and 
all renewals may be charged to revenue. 


be witfen down at the rate of 15 to 25 per cent on cost, or 
according to annual valuation. 


should be written off on a very liberal scale, say 
trom 20 to 33 1(3 per cent on the original cost. 

value of n^es may be reduced according to the pro- 
portion which the year’s output bears to the estimated total output. ' 

mente^^*""^ their life in equal annual instal- 


when uf™'' manner as patents, although 

its terminatfe^ T 1 a copyr^ht is expected to expire long before 

tisofeS ' estimated period of its 

price at die date of the Balance Sheet this market 

shown, although values may recover within a ^ 

IS the formation of an Investment Fluctuation expedient 

to cover any variation which may reasmiablv 4 

OoodwilL— The value of goodwill rises or f U -r ^ ^ ' 

OK Umsvvely as the profits of an uSertakfn ° ^ 

aluc of goodvdll has reduced, it would bp^n»- or dimmish. If die 

' prudent to write that loss off 
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although such a loss is now regarded as a capital loss. Where, however, the 
profit earned by a concern is constant, no depreciation in goodwill has taken 
place, and it would iiot be necessary, in such a case, to write any depreciation 
off. 


RESERVE AND OTHER FUNDS. 

Reserve Fund. — Reser\'c Fund mav be defined as a sum set aside out 
of divisible profits and retained in order to provide for unexpected Or 
unknovm future losses, or to equalise dividends, or to strengthen the finan- 
cial position* of the concern. In other words, it is a surplus created out of 
distributable profits representing the amount by \^ch“"tHe assets- of- a 
concern exceed the sum of its p aid-u p capital liabilities, prowded the 
assets and liabilities are properly valued on'lKe basis of a" going concern. 

A Reserve Fund cannot Gx\st. side bv idde. with the debit balance of 
Profit and Loss Account. In the event of the Profit and Loss Account show- 
ing a debit balance, at anv sub^eouent date, the Resenm Fund must auto- 
maticallv disappear to the extent of the deficiency, as otherwise it would be 
a conlr.sdiction in terms to state on one side of a Balance Sheet, an item 
renresenting a deficiency on Profit and Loss Account, and on the opposite 
side, ’an item representing a surplus cheated out of Reserved Profits, 

In the absence of special Articles to the contrarVj^ the directors may 
transfer the whole or any portion of the Reserve Fund to the credit of 
Appronriation Account for tire purpose of increasing the amoiint of profits 
available for dividends. 

Investment of Rcsciwc Fund. — ^There is an idea that a Reserve Fund is 
improperly so called unless it is invested in ear-marked securities. This 
seems to be quite erroneous. Although in some cases it undoubtedly is very 
desirable to invest moneys in specific securities to represent the Reserve 
Fund, so that an easily realisable asset may be available when required, yet 
in reality, the form of the assets has nothing to do with the existence of a 
Reserve Fund.' A Reserve Fund may be merged in the general assets of the 
company. The only true test as. to jthe existeMe of a Reserve Fund is (a) 
whether it is obtained by a Teservatfon 'of “profits* which “would otherwise 
have been distributed, and (b) whether it represents a clear surplus of 
assets over capital and liabilities. The question of emplovment.of the amount 
representing the Reserve Fund, i.e., wKetHer'foTnv^'if outside or employ 
it within the business, is a matter J3f policy, for the management to Consider 
and does not affect the reality oFlKiTReserve Fund. If the concern is in need 
of more working capital, then it is clearly expedient that the surplus repre- 
senting the “ reserved profits ” be allowed to remain in the business. For 
instance, where a company has an overdraft on which it has to pay 6 or 7 
per cent interest, it Would be sheer follv not to pay off such liability but to 
lock up the Reserve Fund amount in gilt-edged securities yielding from 4 to 
5 per cent interest. On the other hand, if it appears that an additional work- 
ing capital cannot be usefully and profitably employed in the business, then 
the only proper and reasonable course would he to invest the reserved 
profits in gilt-edged securities outside the business. 

Reserves and Reserve Fund. — ^The distinction between a Reserve Fund 
and a Reserve or a Reserve Account needs to be clearly drawn, as these 
terms are indiscriminately applied to items which are essentially different, 
thus giving rise to considerable confusion on the part of laymen, A Reserve 
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or a Reserve Account is a provision for some hnown or eocpected loss, such 
as Reserve for Bad Debts,” “Reserve for Discounts,” “Reserve for Repairs 
and Renewals, Reserv'e for Disputed Claims^” etc. It is notj_ therefore, 
3 s^Q)Ius--it is not, rejiresented by_ assets — and it is not available for divi- 
dends. While a Reserve Fundf isTbrrned'as a result of appropriating profits, 
a Reserve Account is created by making a charge against revenue before 
hue profits can be ascertained. Whereas it is impossible to create a Reserve 
rund exc^t out of divisible profits, a Reserve may be provided even during 
penods when a loss has been sustained. If these “Reserves” were desig- 
nated Provisions and were ahrays shown by way of deduction from the 
particular assets^ Ae loss on which they are intended to cover, Ao one could 
then mistake a Provision for Bad Debts” or a “Prowsion for Renewals” 
for a Reserve Fund. 

Siting Fimd.— A Sinking Fund is a fund created with the object of 
prowdmg mems for the redemp tion of liabilitie s like Debentures or any 
nf f f settinFaside, or yearlj^ a 'fixed sum 

cn ^ ^ definite period, such sum to be invested at compound interest, 

period the annual amounts, with accumulations of 
amo^t ® prescribed loan. In such a case, the 

be debited to Revenue Account but to d Net 

in the natiirp nf rofit and Loss Appropriation Account, as being rather 
m the nature of an allocation _of profits than a charge against them. 

tbp Sinking Fund is ^iLapplied to what is really a provision for 

assets apL from the 

hasTbe at a time when the original aSset 

thi set^asidp^i5?7'^^^°^^ severely dislocating the concernj The amount 
profits It woiilr? ^ ‘^^?S2,agmns^evenue end not an allocation of 

SS?ction S L n Fund were used only in 

in connection with repayment of a future liability, and not 

and Renewal FunfF ^ of an asset. The expression Replacement 

Kwever pfs appropriate in the latter case. If, 

be suggested that the the term Sinkmg Fimd in either case, it may 

Sheet thTic “ cirih- ^ ^ made a h'ttle bit more explicit in the Balance 

Fug 

/between a He^er\^guna'^andg'^UAin!j^*^ d’r essence of di^ction 
Reseri'e Fund xs'rnamlaTrr pf? — — LBn-llPod lies in this, that Whereas a 
represenling it may or mrv not he prudence, and the amount 

found financially de.sirable? a Sinking F^d^ he’ securities as may he 
liability at a definite future date created to meet a knovm 

business. be invested outside the 

The advantages of maintaining a Sink, nr, ir, j 
Reserve Fund are: — ^ Fund quite distinct from a 

this Fund arc ccgiiod^wirtf a^definU 
(2) ^at this Pund is no. ,o be ufflisef b"”’"* ““ 

dividends or for any object other in °f o'^oalising 

was created ^ fban the one for which it 
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Di\'idend Equalisation Fimd. — This Fund is created by setting aside a 
portion of distributable profits in good years as a provision for less pros- 
perous years, so that whenever the company may not make sufficient profits 
to enable it to declare the usual dividend, it may have recourse to this fimd. 
The amount representing this fund need not necessarily be invested in out- 
side securities. Even where there is no specific Dividend Equalisation Fimd, 
a company can always draw upon its Reserve Fund, if any, for the purpose 
of equalising dividends. 

t0 

Reserve for Repairs and Renewals. — ^The object of such a Reserve is to 
equafee the„c harge against Profit and Loss Account for Repairs and Replace- 
ment oF*Machinery and Plant. The cost of repairs necessary to keep the 
machinery in proper working order naturally increases year after year as 
the machinery grows older, and as a result thereof, although the concern 
gets equal benefit out of the use of this asset each year, the Profit and Loss 
Account is burdened with a heavier charge in respect of repairs or renewals 
during the- latter years of the life of such an asset. It is in order to equalise 
this charge to revenue, that some companies maintain a Repairs and Replace- 
ments Reserve. An average amount likely to be spent by way of repairs on 
the asset each year is estimated, and this fixed sum is charged to Profit and 
Loss Account each year and credited to Repairs and Replacements Reserve. 
The actual repairs of each year are, in this case, set off against this Reserve. 

Fire and Marine Insurance Funds. — ^Instead of paying premia to insurance 
companies for insuring their assets against fixe or marine risks, some com- 
panies insure their own risks and create reserves for this purpose. They, 
therefore, set aside each year such a sum as would represent an adequate 
premium for the amount of the risk covered, charging the same to Revenue 
and crediting it to Insurance Fund Account. A corresponding sum is then 
invested in gilt-edged securities which are ear-marked for this purpose. 
The balance of the Insurance Fimd goes on increasing till it represents a 
fair -and reasonable reserve for the risks indicated. This reserve is, there- 
fore, a provision against loss and not a general reserve, although it might 
in course of time partially represent the latter to the extent by which it 
would exceed the amount fairly and reasonably necessary for the purpose 
for which it was intended. 

Investment Fluctuation Fund. — ^This item is usually to be found on the 
liabilities side of the Balance Sheet of Banks, Insurance Companies and other 
concerns which invest their surplus funds to a considerable extent in Public 
Funds and other gilt-edged Securities. This is a reserve created to provide 
for the loss by way of fluctuation in the values of these Investments. Under 
such a circumstance, the heading Investment Fluctuation Fund is quite 
misleading. It should be termed Investment Depreciation Account and must 
be shown by way, of deduction from the Investments on the assets side. 

To sum up the above, it may be laid down that a Reserve is always a 
charge against Profits and is created for any of the following purposes; — 

(1) To provide for an estimated loss on doubtful debts or discounts ; 

(2) To meet depreciation on any asset and to provide for -its future 
renewal ; 

(3) To provide for loss in the value of investments due to' marked 
fluctuations ; 
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(4) To equaBse the charge for repairs and replacements of machinery, 

etc. ; 

(5) To create and maintain, the company’s own fire or marine insurance 
fund ; or 

(6) To provide for disputed claims or any other loss which it is 
expected might occur, the amount of which is not yet known. 

A jReserue Fund, on the other hand, is an accmmdation of divisible net 
profits set aside to serve any of the following purposes : — 

(a) To Tetain some portion of the net profits when it is thought in- 
expedient to distribute profits up to the hilt ; , 

(b) To enhance the financial stability of the company ; 

(c) To equalise dividends ; or 

(d) To provide for unforeseen contingencies ; and the equivalent 
amount may be used in the business or may be invested outside as the 
directors may deem expedient. 

A Sinlzing Fund proper is created to provide for the redemption of o, 
known- liability, and the amount represented by the same must always he 
invested outside the business. The corresponding debit in respect of a Sink- 
ing Fund is always an allocation of net profits and not a charge on the 
Profit and Loss Accoimt. ,■ 

Capital Reseiwe Fund. — Sometimes, a Capital Profit is made by a com- 
pany by way of appreciation in the value of its land, building or other fixed 
asset, or arising from the sale of any of its fixed assets. Such Capital Profits 
are transferred to Capital Reserve Fund. The question as to whether such 
Capital Profits are divisible has been settled in Foster v. The’ New Trinidad 
Lake Asphalte^ Company Ltd. In this case, it was decided that Capital 
Profits are available for distribution in the shape of dividends, subject to the 
following conditions; — (a) that the Memorandum and Articles do not pro- 
mbit sucm a distribution, (b) that such profits are actually realised, and (c) 
that such profits remain after a revaluation of the whole of the assets. 


The following items are usually credited to Capital Reserve Fund: — 

I balance left on Forfeited Shares Account after the reissue 

or such Shares. 

(2) Premium received on issue of Shares or Debentures. 

(3) Profit realised on sale of any fixed asset. * 

mjfl Dobontor,, in to 

(5) The amount representing the excess value of net assets over the 
purchase price when a company takes over a running busS 

(6) Profit made prior to Incorporation or Commencement Certificate. 

ITroni tlic aljovc, it v/ill Ido clear io tlie studr^nf ** i 'irG 

ex-lraneous to tlio usual course of the Company’s Capital 

sarily bo distinguished from the Trade 

dividends. They are usually utilised toward mSS Tnfs 

such as loss on sale of a fixed asset or loss arisinv fin ® Capital ^ 

company’s stock or fixed a.ssets. There is n under-msurance ot 

IS nothing, however, to prevent a 
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Company from utilising Capital Profits for dividend purposes, unless there 
is anything in its Memorandum or Articles to the Contrary. 

Secret or Internal Reserve. — A discussion on the subject of Reserve and 
other Funds would be incomplete without bringing ‘in that most debatable 
subject “ Secret or Hidden Reserve.” The term “ Secret Reserve ” is applied 
to a Reserve Ftmd, the existence of which does not appear on the face of 
the Balance Sheet. Where there is a Secret Reserve, the financial position 
of the concern is, no doubt, better than as appearing from the Balance Sheet. 

The object of secret reserves is to reduce the disclosed profit in good 
years, so that in bad years this undisclosed profit, or a portion of it, may be 
merged into the lean year’s earnings and thus help in the equalising of 
dividends. 

Secret Reserves are usually formed in several ways as follows : — 

(a) By making an excessive provision for bad and doubtful debts. ' 

(b) By over-depreciating assets. 

(c) By under-valuation of stock. 

(d) By an incorrect allocation of expenditure be'^ween capital and 
revenue, it being a common practice to charge everything possible against 
revenue when such reseiwes are desired. 

(e) By the retention of appreciating assets at cost price. 

(f) By making a provision for contingencies far beyond what is really 
required. 

' As these operations reduce the book values of the assets without the 
fact being disclosed in the Balance Sheet, they become “secret” and are 
known only to the management. 

Secret Reserves are tech nically imprope r, yet within certain limits, they 
are not only justifiable on the ground of expediency,- but also of prudence. 
Nearly all Banks and financial institutions have their secret or internal 
reserves, and whether they are excessive can only be decided by an exami- 
nation of their intentions. The justification for secret reserves is that direc- 
tors sometimes experience, a reluctance on the part of shareholders to deny 
themselves a full distribution of profits in order to form reserve funds, and 
also a desire to average one year’s profits with another. The equalization 
of profits in this manner not only gives a business the impress of stability 
but helps to ensure a regular mcorae to the shareholders. Secret Reserves 
enable the business to meet extraordinary losses without the same being 
disclosed, and thus prevent the public confidence being shaken. They also 
serve to conceal huge profits in order to avoid rivalry.- 

The objections raised against the practice of creating Secret Reserves 
are : — 

1. Whilst the provision of secret reserves gives the satisfaction of a 
knowledge that the Balance Sheet of a business is a thoroughly sound one 
and prevents the distribution of profits which might otherwise be demanded, 
it places the shareholders in a false position with regard to the value of 
their holding. 

2. The Profit and Loss Account of each year, being charged with ficti- 
tious amounts in'n.-espect of excessive depreciation, doubtful debts, or repairs, 
etc., faik to disclose the true profits made, and the values of the correspond- 
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ing assets being understated or the liabilities being overstated, the Balance 
Sheet cannot be said to be representing a true state of affairs. 

3. The system of secret reserves might be abused by unduly suppress- 
ing the net profits to such an extent that those behind the scenes might 
be in a position to pui'chase shares below their real value, or again, by 
recourse to an internal reserve already established, the market value of 
the shares of a failing business could be maintained until unloading by those 
in management has taken place. 


EXAMINATION QUESTIONS. 

Note. — ^The figures in bold type at tlie end of most of the problems 
indicate their corresponding numbers in the Author’s “TYPICAL 
PROBLEMS IN ADVANCED ACCOUNTING ” where full solutions of 
these will be found. 

* 

1. State briefly the facts that would giiide you in arriving at the proper amoiwt 

of depreciation to provide for upon the Machinery and Plant used in a manufacturing 
business ; and set out the entries you would pass through the books to give effect 
thereto. ‘ (London Chamber of Commerce.) 

2. Give 'some general rules as to the amount of depreciation to be written off 

Leasehold Buildings, Plant and Machinery, Boilers, Loose Tools, Furniture, also Freehold 
Land and Buildings thereon. (Institute of Bankers.) 

3. In preparing the Profit & Loss Account of a manufacturing firm, what different 

methods are there for providing for the waste of an asset owing (o) to wear and tear, 
as in the case of machinery ; or (b) effluxion of time as in the case of a building 
erected upon leasehold land ? What method do you favour for providing for such waste, 
and why ? State briefly what entries would be required to cany your suggestions 
into effect. (London Chamber of Commerce.) 

4. James Jowitt & Co., printers, purchased three monotype machines on '1st 
January 1927, at a cost of £1,000 each. The firm’s engineer reports that with care' 
and proper repairs, the machines wiU remain efficient for ten years. At the end of that 
period &e machines will be sold. The current market price of machines of this type 
after ten years’ use is about £100 each. Advise as to how the depreciation on the 
above machines should be treated in the books of the firm. Submit alternative methods 
for the consideration of the partners, and state which you prefer, and why. 

(London Chamber of Commerce.) 

."-5.' A company having a lease standing in tlieir books at £5,000 decides to provide 
'for depreciation by taking out a policy for leasehold redemption. How would you 
. deal with the annual premium in the books ; and how would you adjust the accounts 
when the lease expires and the policy matur^ ? (Royal Society of Arts'.) 

6. State as fully.. as you can the difference between: — (a) Depreciation, (b) 

__Maintenance, and (c) Sinking Funds. (Chartered Secretaries.) 

7. Distinguish between a Reserve Fund, a Reserve Accoimt and a Sinking Fund. 

8. Deprec'mtion is provided either by maintenance and replacement out of revenue, 
or by the creation of reserve out of profits. Discuss the relative merits of each of 
these methods. 

(Incorporated Accountants.) 

9. Office Fumitme having been purchased for Rs. 1,000 on Ist January 1935, it 

was derided to write off 5 per cent depreciation on the original cost each year. Show 
how this Account would appear during the first three years. 34® 

10. Machinery was purchased for Rs. 50,000 on 1st January 4935 and 10 per cent 
ou the reducing balance has been \vritten off as depreciation for three 

Show Kow this Account will appear in the Ledger during the period. 347 
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11. A five years’ Lease having cost Rs, 15,000 is to be depreciated on the Annuity 

System, the unwritten off balance of the asset bearing interest at 5%. The Annual 
amount to be written off as shown by the Annuity Tables is Es. 3,464-10. Show the 
working of the Lease Account for the whole of the period, 348 

12. A seven years’ Lease costing Rs. 45,000 was acquired on 1st January 1931 and 

it was decided to provide a Depreciation Fund for the replacement of the same at 
the end of the period. Assuming that the Depreciation Fund Investments realised 4%, 
the annual amount chargeable to depreciation is shown by the .Annuity Table at 
Rs. 5,697-7. Show the working of the Lease Account,' the Depreciation Fimd Accomit, 
and the Depreciation Fund Investment Account of all these yeard. 349 

13. The Directors of the Aged Spinning Company decide to replace entirely their 
plant, which is now out of date. Having advertised for tenders for the new machinery 
they require, they accept that sent in by Messrs. Fresh and Company amounting to 
Rs. 61,950. 

The old Machinery and Plant Account stood in the books of the Company at 
Es. 37,800. There was also a Depreciation Fund in the books, the accumtdated credit 
balance of which amounted to Rs. 7,350. Some of the materials composing the old 
machinery were found to be in' good condition, and Messrs. Fresh & Co. agreed to take 
over shafting, etc., valued at Rs. 3,850 for use again ; whilst the remainder was put 
up for auction and realised Rs. 8,400 (net). 

Make the entries necessary to record these transactions in the books of the Aged 
Spinning ,Co. and state how you would deal with the balance of the old “Machinery 
and Plant Account.” >. 350 

14. On the 1st January 1938, the Patent Manufacturing Co., Ltd., purchased the 
lease of certain premises for Rs. 10,000. The Directors decided to form a Sinking Fund 
to accumulate this amount at the end of the lease, which had five years to run, the 
rate of interest being taken at 3%. The requisite sum is to be transferred annually 
from Profit & Loss Account, and a corresponding amount invested in seciurities producing 
the required rate of interest. 

According to the Tables, Rs. 1,884 per annum amounts to Re. 1 in five years at 
3%. "Write the Sinking Fund Account, the Sinking Fund Investment Accoimt, and the 
Interest Account for the three years 1938, 1939 and 1940. 351 

15. In a concern where the current expenditure on Repairs -is comparatively 
slight but where it is known that the expenditure at a subsequent period will be con- 
siderable, you find that a Repairs Reserve Account is created and credited every year 
with Rs. 90,000. What is the- object of creating such an account, and how is the amount 
of Rs. 90,000 ascertained? 

< 

If the actual repairs amounted to Rs. 9,000 in the first year, Rs. 21,000 in the 
second year, .and Rs. 33,000 in the third year, what would be the Revenue Charges 
for the respective years? 

Show the Repairs Reserve Account for the three years. (G. D. A.) ' 352 

16. A Company has acquired Land on a Lease of 30 years, and has erected a 
building costing Rs. 9,90.000. "you find from the Sinking Fund Tables that the amoimt 
for the repayment of Rs. 9,90,000 in 30 years by way ‘of annuity at 5 per cent per 
annum is Rs. 64,000 per year. 

Make up the Leasehold A.ccoUnt for the three years. Show also the net charge 
to revenue for the first three years in connection with the Leasehold. (G. D. A.) 353 

17. 'What is the diffeience between a Sinking Fimd to replace a wasting asset and 
one to repay a liability ? 

Illustrate your answer by showing the difference in effect at the end of five 
years in the following cases; — 

(1) A Sinking Fund to replace at the end of five years a leasehold properly valued 
at £6,000. 

(2) A Sinking Fund to repay £6,000, 1st Mortgage Debentures, at the end of five 

years. (Chartered Accountants.) 354 
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DOUBLE ACCOUNT SYSTEM. 


The Double Account System is a method under which the final accounts 
of large public undertakings are stated in such a manner as to show the 
amoimt of -capital raised and the amount expended in the construction of 
works of a permanent nature in quite a separate statement from the one 
showing the general assets and hab'Jities. The system is compulsory in the 
case of Railways. Electric Lighting Companies, Gas Works and similar other 
undertakings which are incorporated under Special Acts of Parliament. The 
system is applicable, however, to many other classes of concerns, such as 
Telegraph and Telephone Companies, Water Companies, Canal and Ship- 
ping Companies, etc., which sink their capital in what are called “Perma- 
nent Assets” and it is frequently adopted by them. 

The object of the Double Account System is to show in detail what 
portion of the capital raised for the acquisition and construction of works, 
has been utilised for such purpose and what portion of such capital remains 
unexpended at any particular date to serve as working capital. 

Capital Account and General Balance Sheet. — ^For this purpose, the 
Balance Sheet is divided into two sections, the first of which is called the 
Capital Accoimt, and the second, the General Balance Sheet. The Capital 
Accoxmt contains the Receipts and Expenditure on Capital Account, Thus, 
the capital raised by means of Stock, Shar'es, Debentures or Loans appears 
on the credit side, and the cost of the Fixed Assets of the vmdertakmg on the 
debit side of this Accoimt. The balance of the Capital Account (in Electric 
Lighting Companies, the total of each side) is taken to the General Balance 
Sheet. It must be noted that Premiums on Shares or Debentures are treated 
as Capital Receipts and have to be shown on the credit side of the Capital 
Account. Parhamentary Expenses incurred in promoting special Acts of 
Parliament and also Law Charges inciured in the acquisition of landed 
property have to be treated as Capital Expenditure and, therefore, shov.m on 
the^ debit side of the Capital Account. The Geperal Balance Sheet shows 
the Floating Assets and Liabilities of the undertaking together v/ith any 
_ Fimds and Outstanding Balance on the Revenue Account. 

* 

Construction of Capital Accoimt — ^The Capital Account is constructed 
in a columnar form \vith three columns on either side. On the credit side, 
in the innermost column would be shoivn the capital receipts to the date of 
the previous Balance Sheet; in the middle column, the capital receipts 
during the period, and in the outer column, the total capital receipts to date. 
On the debit side, the Capital Expenditure is shown in a similm manner. 

Fixed and Floating Assets and Liabilities . — As the Capital Accoimt is 
to contain the Fixed Assets and Liabilities and the General Balance Sheet 
the Floating Assets and Liabilities, it would not be out of place to briefly 
reiterate the chief distraction between these terms. 

Amounts expended by any undertaking on construction of worlis of a 
permanent nature as well as assets acquired or owned by a concern for the 
purpose of its equipment are knmvn as Fixed Assets. Assets acquired either 
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for the purpose of resale or for being consumed in the course of the business* 
or held temporarily for the purpose of being converted into money at a 
subsequent date are known as Floating Assets. 

• 

“Double Account” and “Double Entry”. — ^The term Double Account 
System seems to be much misunderstood and generally confused with the 
term Double Entry, and it has, therefore, been thought desh-able to clear 
up this misimpression. All current transactions of a Railway, Gas, Electric 
Lighting Company or any other concern required to prepare its accounts 
on the Double Account System are recorded on the same principles of 
Double Entry as are followed by any undertaking keeping its accounts under 
the Single Account' System. It is only in the presentation of the Final 
Accounts to the public that the Double Account System differs from the 
Single Account System, in this, that whereas under the former system* the 
Balance Sheet is divided into two parts, under the latter, it is prepared in 
the form of a single statement. As a matter of fact, the system of Double 
Entry Book-keeping is the only perfect method of recording financial trans- 
actions under which a reliable and complete Balance Sheet of either type 
can he prepared. 

Depreciation of Fixed Assets. — ^Under the Double Account System, the 
Fixed Assets are always shown in the Capital Account at their original cost 
without deducting any depreciation therefrom. They are not written down 
in the books year after year, as in the case of Single Account System. Gene- 
rally, however, depreciation on these assets is provided for by charging the 
appropriate amount to Revenue Account every year, and crediting Deprecia- 
tion Fund Account. The Depreciation Fund is invested in outside securities 
which are ear-marked as Depreciation Fund Investments. The Depreciation 
Fund and the corresponding investments are shown in the General Balance 
Sheet. 

Repairs and Renewals. — ^Under the Double Account System, all repairs 
and renewals are charged to the Revenue Account of tl:ie same pei'iod in 
which they are incurred. Obviously, this method is not equitable between 
the different periods, inasmuch as the charge in respect of repairs 'and 
renewals over the different years will be unequal, whereas the benefits 
derived by all the years from the use of the respective assets will be more 
or less equal. As such, the profits of the first few years of the undertaking 
will be unnecessarily ' large, since the charge for repah’s and renewals 
during those years will be negligible, and the profits of the latter years in 
which the repairs and renewals are generally heavy will be understated. In 
order-, therefore, to equalise this burden to revenue over the different years, 
some undertakings maintain a Repairs and Renewals Reserve Account which 
is brought Into record by debiting a fixed amount every year to Revenue 
Account and crediting the same to Repairs and Renewals Reserve Account. 
The fixed amount thus charged annually is assumed to be the amount likely 
to be spent under the heading of repairs each year on an average during 
the life of the asset. The actual repairs and renewals are then charged to 
ftiis Reserve Account instead of to the Revenue Accotmt. The balance of 
Repairs and Renewals Reserve Account is shown on the liabilities side of 
the General Balance Sheet. 

40 
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Additions and Extensions to Fixed Assets. — AE additions and extensions 
to Fixed Assets are shown in the Capital Accotmt separately in the year in 
which they are made. Occasionally, large sums are spent on an old asset 
representing partly an extension gnd partly a replacement. In such cases, 
the whole amount expended cannot be capitalised. The one method of 
treating an expenditure of this nature is to write off to Revenue Account 
the cost of the original asset as it appeared in the Capital Account, and to 
debit the whole amount presently expended by way of extension and replace- 
ment to the Fixed Asset Account, which will appear in the Capital Account. 
The other method is to ascertain the present cost of replacing the original 
asset, and charge that amount to Revenue Account, and the balance only of 
the expenditure is capitalised, representing the cost of additions or exten- 
sions to the original asset. 

ACCOUNTS OF RAILWAY COIVIPANIES. 


In England, Railway Companies are required to prepare annual state- 
ments of accounts in accordance with Forms prescribed by the Railway 
Companies (Accounts and Returns) Act, 1911. There are numerous state- 
ments and returns to be prepared, but the foUowing are important inasmuch 
as they relate directly to accounts. 

(a) Receipts and Expenditure in respect of Railway Working 
(Form No. 10). 

' (b) Revenue Receipts and Expenditure of the Whole Undertaking 

(Form No. 8). . 

(c) A statement showing Proposed Appropriation of the Net Income 

(Form No, 9), 

(d) Receipts and Expenditure on Capital Account (Form No. 4). 

(e) General Balance Sheet (Form No. 18). 

The other Forms are mostly of a statistical nature giving minute details 
regarding the working of the Railway and other departments. 

Receipts and Expenditmo in respect of Railway Working,— This state- 
ment serves to indicate gross receipts from Passenger and Goods Train 
Traiiic under their appropriate heads and sub-heads, against which are set 
off tlie expenses incurred as under: — ^ 

(o) Maintenance and renewal of way and works, 

(b) Maintenance and renewal of roUing stock, 

(c) Locomotive running expenses, 

(d) Traffic Expenses, and 

(e) General charges relating to Railway working, 
llie Form of this statement is given on page 631. 


Expenditure of tlio Wliole Undertaking.— This 
of ° gross receipts and expenditure and the net xeceipfs 

and Srinlifr sections of the business as also of the undertaking as a whole, 
nAd includes accounts relating to the working of the foEowingt- 
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Form No 10 Railway, ' 

„ „ 11 Omnibuses, etc. 

„ „ 12 Steamboats. 

,, ,, 13 Oaxials. . 

„ „ 14 Docks, harbours and wharves, 

- „ . „ 15 Hotels, etc. 

„ „ 16 Any other business carried on by the Company. 

The detailed particulars of income and expenditure relating ' to each 
separate business are given in the respective statements numbered 10 to 16 
as indicated above. 

The Form of this statement is shown on page 632. 

Proposed Appropriation of Net Income. — ^The statement includes the 
following ; — ' 

(a) Balance of imappropriated profits brought over from the preced- 

ing year ; 

(b) Net Income of the year imder review ; 

(c) Appropriations from Reserves, if any. 

From the above would be deducted : 

(a) Interest, Rentals and other fixed charges that are chargeable to 

this account ; 

(b) Appropriations towards Reserves and other special purposes ; 

(c) Dividends on Preference and Guaranteed Stock; 

__ (d) Dividend on Ordinary Stock ; and 

(e) Balance carried forward to next year’s account. 

For Form, see page 632. 

Receipts and Expendihiro on Capital Accotmt. — ^This statement repre- 
sents the first section of the Balance Sheet as required under the Double- 
Account System. It shows on the credit side, Share Capital Receipts, 
moneys received from Debentures and other receipts of a capital nature. 
Against these on the debit side are set out the various fixed assets as imder : — 

Lines open for traffic 
Lines not opened for traffic 
Lines leased 
Lines jointly owned 
Lines jointly leased 
Rolling stock 

Manufacturing and Repairing Works and Plant 

Total amount expended upon Railway 
Amounts expended on acquisition of— 

Horses 

Road Vehicles 
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Steamboats 

Canals 

Docks, hai-bours and wharves 

Hotels 

Electric Power stations 

Land and Properties not forming part of Railway. 

The balance as shown by this account is transferred to the General 
Balance Sheet which 'forms the second section of the Balance Sheet. 

The Form of this statement is shown on page 633. 

General Balance Sheet. — ^This statement serves to complete the Balance 
Sheet. It starts with the balance from the Receipts and Payments on Capital 
Account and contains all the Floating Assets and Liabilities of the concern, 
so as to indicate the financial position of the company, at one particular 
date. It should be noted that whereas in the Capital -Account, the Fixed 
Assets appear on the left-hand side and the Fixed Liabilities on the right- 
hand side of the Account, in the General Balance Sheet, all the other assets 
and liabilities are shown on their proper sides. Thus, the Floating Assets 
appear on the right-hand side and the Floating Liabilities on the left-hand. 
The balance brought forward from the Capital Account is also placed on its 
proper side. ■ 

The usual Floating Assets of a Railway Company would be : — 

Cash at Bankers 
Cash on Deposit 

Investments ^ 

Stock of Stores 
Outstanding Traffic Accoimts 
Amounts due from other Railway Companies 
, Amounts due by Railway Clearing Houses 
Accounts receivable 

Interest accrued on Investments, etc., etc. 

The usual Floating Liabilities would be: — 

Temporary Loans 

Interest and Dividends payable 

Amounts due to Railway Companies 

Amounts due to Railway Clearing Houses 

Accoimts payable 

Superannuation Fund 

Fire Insurance Fund 

Depreciation Funds 

General Reserve Fund 

Balance available for Dividend, etc., etc. 

The Form of this statement appears on page 634. 
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ACCOUNTS OF ELECTRIC LIGHTING COMPANIES. 

The Forms of periodical Accounts and Statements required to be pre- 
pared by Electric Lighting- Companies in England are identical to those 
required under the Indian Electricity Act, 1910. Here, also, the principal 
statements of accounts are ; — 

1. Capital Account, 

2. General Balance Sheet, 

3. Revenue Account, and 

4. Net Revenue Account. 

Tlic Capital Account. — ^This account includes only Capital Receipts and 
Capital Expenditure, i.e., Fixed Assets and Fixed Liabilities, same as in 
Railway Companies ; but, instead of the balance of this account being 
transferred to the General Balance Sheet (as in the case of Railway Com- 
panies), the Total Capital Receipts and Total Capital Expenditure are 
transferred to the General Balance Sheet. 

The usual items of Fixed Capital Expenditure include ; — 

Cost of Licence 
Land 
Buildings 
Plant 

Mains, including cost of laying 
Transformers, Motors, etc. 

Meters 

Tools and Instruments 
Public Lamps 

General Stores (Cable, Mains, Lamps), etc., etc. 

Fixed Liabilities will include ; — 

Ordinary and Preference Share Capital Receipts 
<• Debenture Stock and Mortgage Bonds 
Calls received in advance, etc., etc. 

The General Balance Sheet.— In this statement will be shown all the 
floating assets and babilities as also balances on other accounts which do not 
appear either in the Capital Account or the Revenue Account. 

The Floating Assets would thus be represented by; — 

Cash and Bank Balances 
Stores on hand 
Sundry Debtors 

Securities and other Investments 
Interest accrued on Investments 
Other Accounts receivable, etc., etc. 
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The Floating Liabilities will represent: — 

Amounts due for construction or repairs of fixed assets 
Sundry Creditors on Open Accounts 
Outstanding Creditors for expenses 
Net Revenue Account Balance 
^ Interest or Dividend payable 
Reserve Fund 

Depreciation Fimd, etc., etc< 

Revenue Account. — In the Revenue Account, the working expenses are 
grouped under main heads as under : — 

Generation of Electricity 
Distribution of Electricity 
Public Lamps 
Rent, Rates and Taxes 
Management Expenses 
Law Charges 
Depreciation / 

Special Charges 

Revenue Receipts will include the following: — 

Sale of Energy for lighting purposes 

Sale of Energy for power purposes 

Sale of Energy under special contracts 

Public Lighting 

Rental of Meters 

Transfer Fees 

Sale of ashes 

Reconnection and Disconnection Fees, etc., etc. 

Forms of Capital Account, General Balance Sheet, Revenue Account 
and Net Revenue Account of Electric Lighting Companies, under the English 
Act, are given on pages 635 to 639, 


ACCOUNTS OF GAS COMPANIES. 

The Forms Prescribed under the English Gas Works Clauses Act, 1847 
and 1871, and Companies Clauses Consolidated Act, 1845 are framed on 
similar lines to those of Electric Lighting Companies with necessary modifi- 
cations of the items embodied therein, having due regard to the nature of 
the business. 

The Forms are shown on pages 640 to 642, 


ACCOUNTS OF WATER C01MPA151ES AND COLLIERIES. 

Jn England, a majority of Water Companies,' although not required 1 





STAWTOkr FORMS OF RAILWAY COMPANIES' ACCOUNTS. 

[Provided under the [English Railway) Companies Accounts and Returns Acf.l 
No. 10. RECEIPTS AND EXPENDITURE IN RESPECT OF RAILWAY WORKING. 












STATUTORY FORMS OF ELECTRIC LIGHTING COMPANIES’ ACCOUNTS, UNDER THE ENGLISH ACTS. 
^ CAPITAL ACCOUNT, 


DOUBLE ACCOUNT SYSTEM 


635 



Provision for depreciation of worics is made by a debit of £ to Revenue Account transferred to Depreciation Fund Account, No, 


STATVroliY FORMS OF ELECTRIC UGHTING COMPUBIES’ ACCOWNTS, UNDER THE ENGLISH ACTS. 

REVENUE ACCOUNT. 
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STATUTORY FORMS OF ELECTRIC LIGHTING COMPANIES' ACCOUNTS, UNDER THE ENGLISH ACTS. 



1. By Balance from last account 

2. „ Interest on Investments 

3. „ Amount brought from Revenue Account («ce H) 

{Description of' Investments to be specified.) 


STATUTORY FORMS OF GAS COMPANIES^ ACCOUNTS, 
prescribed by the English Ges Works Cleiises Act^ 1871, 
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ADVANCED ACCOUjrrlNG 


STATUTORY FORMS OF GAS COMPANIES’ ACCOUNTS. 

I. GENERAL BALANCE SHEET. - 


1. To Capital Account : — 

Balance at credit thereof 
(Account C) 

2. „ Profit and Loss Account: — 

Balance at credit thereof 
(Account E) 

3. „ Reserve Fund 

Balance at credit thereof 
(Account F) 

4. „ Depreciation Fund (for works 

on leasehold lands) 

Balance at credit thereof 
(Account G) 

. „ Unpaid dividends 

,, Interest accrued and unpaid on 
mortgages, bonds and deben- 
ture stock, and other loans, to 

7. „ Sundry Tradesmen and others 

for amount due for coals, 
stores, etc., to... 

8. „ Wages and Contingencies : — 

Amount due to... 

9. „ Other items (if any) 


n £ 


1 . 

2 . 

3. 

4. 

5. 

6 . 

7. 


By Cash at Bankers 
„ „ on Deposit or at interest 

„ Coals for stock on hand 
„ Coke and breeze 
„ Tar and other products 
„ Sundry Stores 


8 .- 

9. 

10 . 


Gas Meter Rental 
Balance of this Account due 
to the company less De- 
posits and prepayments 
Coke and other residuals 
Sundry Accounts 
Special items ({("any) includ- 
ing investments 



E. PROFIT & LOSS ACCOUNT (NET REVENUE). 


1 . 


2 . 


3. 

4. 

5. 

6 . 
7. 


To Amount carried to Reserve Fund 
.Account F (if any) from 
Profits of 

„ Interest on tempora^- loans and 
moneys received in anticipa- 
tion of calls 

„ do. on Mortgages and Bonds 
accrued to... 

„ da on Debenture Stock to... 

„ Half year's Dividend on 1st Pre- 
ferential to... 

„ do. 2nd Preferential to... 

), do, on Ordinary Shares at per 
cent 


i; £ 


1. By Balance of Net Profit brought 

from last Account 

2. „ Amount drawn from Reserve 

Fund (if any) less Dividend 
paid for the half year'ended 


Balance of Net Profit to be } 
carried to next Account sub- ' 
ject to half year's dividends to i 

eI' 


3. „ BalancebroughtfromRevenue 

Account D, being profit for 
year to 

4. „ Interest on Moneys deposited 


nXUSTRA'nON 153. 

J- foBowing are Ae balances of the Great Southern Railwav for the 

December 193(. Make out in the prescribed form- (11 Caoital 

<2) Revenue Account; (3) Net Revenue AccorSrt; and"%?^enerlVBS^fe 


Ordin^- Stock £5^92,500 ; 4 per cent Preference Stock 
^benturc Stock £1.326,258 ; Prcmiiuns received 
Expended upon lines open for traffic to 30th June 1937* 

„ „ the above during current half year 

.. Working Slock to 30th June 1937 

» n Working Stock during current half year 


half year 
Account ; 
Sheet. 

£ 

. 2,702, 7H 

55 . 6 ^ 

. 9,181.W 

44,304 
. • 616,961 



DOUBLE ACCOUNT SYSTEM 
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Expended upon Maintenance of Way, Stations, etc. 

„ „ Locomotive powei- 

, „ „ Carriage and Wagon Repairs 

„ „ Traffic Expenses £61,098; General Charges 

„ „ Dock and Harbour Expenses and Repairs 

„ „ Shipping Expenses £18,199; Law Charges 

„ „ Parliamentary Expenses £3,834 ; Compensation 

■„ „ Mileage and Demurrage £447 ; Rates and Taxes 

„ „ Government Duty 

■ Receipts from Parcels, Carriages and Horses 
„ „ Passengers £106,401 ; Mails 

„ „ Merchandise £43,508 ; Minerals £280,448 ; Shipping 

„ „ Dock and Harbours £39,501 ; Rents 

Interest on Debenture Stock 
•Rents payable on Leased Lines, Guarantees, etc. 

.^Balance to Credit of Net Revenue Account, 30th June 1937 ' 
S-General Interest Account, Credit Balance .. .. 

Cash in hand and at Bank 

General Stores — Stock on hand 

TrafSej Accounts due to the Company 

Amounts due from other Companies 

Amounts due from Pest Office £1,446 ; Sundry Debtors 

Unpaid Dividends and Interest 

Debts due to otlier Companies 

Amounts due to the Clearing House .. .. .. 

Sundry Creditors and Suspense Accounts 
Fire Insurance Fund £23,945 ; Reserve Fund 
Employees’ Savings Bank Deposit 


38,373 

93,008 

14,858 

13,342 

9,371 

2,697 

354 

31,060 

395 

9,578 

2,641 

19.355 
3,977 

22,894 

31,876 

62,666 

290 

45,528 

39,363 

73,658 

12.356 
25,103 

2,612 

59,730 

12,417 

198,806 

22,419 

17,467 


Solution, 


^National Union of Teachers.) 


THE GREAT SOUTHERN RAILWAY. 
REVENUE ACCOUNT. 


To Locomotive Power ...1 

1 f 
93,008 

By Receipts from Minerals 

r £ ^ 

] 280,448 

„ Maintenance of Way, Stations, etc....; 
■„ Carriage and Wagon Repairs 

38.373 

14,858 

„ >, „ Passengers 

106,401 

„ Traffic Expenses ' ... 

„ Shipping Expenses 

• 61.098 
i 18,199 

„ „ „ Merchandise 

4^,508 

„ General Charges 
„ Dock and Harbour Expenses and 

13,342 

„ „ DocksandHarbours; 

39,501 

Repairs 

„ Rates and Taxes 

9,371 

31,060 

„ „ >, Shipping 

19,355 

! 

„ Law Charges 
„ Parliamentary Expenses 

2,697 

3,834 

„ >> „ Parcels, Carriages' 

„ Compensation 
„ Mileage and Demurrage 
„ Government Duty 

354 

447 

395 

and Horses 

„ Rents 

j 9,578 
j 3,977 

„ Balance carried to Net Revenue 
Account 

218,373 

„ Mails ... ... j 

1 2.041 

' £ 

505,409^ 


' 505,409 

J 

— 

1 , 

: ■ 


' NET REVENUE ACCOUNT. 


To Interest on Debenture Stock 
„ Rents payable on Leased Lines, 
Guarantees, etc. 

„ Balance applicable to Dividends 
on Stock 

; £ 

; 22,894 

1 31,876 

226,559 

By Balance to Credit of Revenue 
Account, 30/6/37 ... 

„ Balance brought from Revenue 
Account 

„ General Interest Account 

j 62.666 

1218,373 

1 290 

£ 

j 281,329 

£ 

1 281,329 

— — ; — ^ 



j->-- - 1" __ 
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RECEIPTS AND EXPENDITURE ON CAPITAL ACCOUNT. 


1 i 

1 Amount l| Amount , 
expend- i expend- 

To F.xpenditiire. f ed to -i ed dur- Total, 
ij 30-G- 1| ing the 
‘‘ 1937. jihalfyear 

4 t 

ji Amount 
received 

By Receipts. ‘ to 

1 30 6- 
{ 1937. , 

1 j 

|! 

Amount;' 
received l‘ 
during I' Total, 
the halfll 

1 year, j. 

1 ^ £ £ ,! £ ^ ' 

Lines open for , 1 

traffic ... 9,181,704 44,304 9,226,008 

Working Slock ... 616,961 654 ^ 617.615 

£/£!]£ 

Ordinary Stock ...' 5,192, 500' ,7. 192, 500 

4% PreferenceStock 2 , 702 , 711 ; ... j!L702.711 

Debenture Stock ...J 1,526,258 ... j;i, 526-258 

Premiums received 55,653' ... i! 55,653 

Total Expenditure £ 9,798,665" 44.958 ,9,843,623 

Total Receipts £ '9.477,122 ... 19,477.122 

j h ^ 

1 i 

1 ! 

Total ... ^ £ |'9.843.623 

By Balance ...] i -j* 366,501 

Total .. ! |l £ !k843,623 


GENERAL BALANCE SHEET. 


To Sundry Creditors and Suspense ' 

Account ' l9S,8Ce 

Unpaid Dividends and Interest ... 2.612 

» Debts due to other Companies .... 59,730 
.. Amount due to the Clearing House ' 12,417 
>• Fire Insurance Fund ... * 23,945 

„ Reserve Fund ... t 22,419 

Employees’ Savings Bank Deposits ' 17’467 
„ Balance of Net Revenue Account ...|j 226,559 

£ i' 563.955 


By Capital Account ...5 366,501 

Cash in hand and at Bank ...I 45,528 
„ Sundry' Debtors ...] 25-103 

„ General Stores— Stock on hand ...| 39,363 
„ Traffic Accounts due to the ,, 

Company ...* 73,658 

„ Amounts due from otherCompanies'' 12,356 
„ Amounts due from Post Office 1»446 

£ 1 563,955 


ILLUSTPvATION 154. . ' 

if 'if Electric Light and Power Company, Limited 

EleriricYt^-'^A^^roMllb Accounts as prescribed under the Indian 


RrCEiPTs ox Capital Accouxt ; 


Ordinary' Shares of Rs. 100 each to 31st December 1936 
557 Preference Shares of Rs. 100 each to'^SlsT December W3G 


Rs. 

.. 4,00,000 
.. 1 , 00,000 
.. 2 , 00,000 


Expex-diturb on Wop.ks:- 


Expenses to 31sl December 

t936 

Cost of Licence 

BdWbgs Charges" 

Additions during the year 
Plant " 

Additions during the year I! 

Mams 

Extensions during the year 
Transformers 


1 , Rs. 

r 

' 10,000 
, 15,000 
50,000 
It 50,000 
; 5,000 
’ 1 ^ 0,000 
.! 60,000 
' 1,75,000 
• 55,000 
■ 25,000 


Meters 

Meters during the year ■..., 

Stores I 

Public Lamps '"1 

Public Lainps during the year ...f 

Dead and Live Stock 
Dead and Uve Stock during the'year i' 

Tools and Instruments ...j' 

t oolsand Instruments during theyear 


25 , ( 
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Revenue Receipts and 

Expendituhe 

: — 





Rs. 


1' Rs. 

Sale of energy for lighting purposes ... 

50,000 

Power House Salaries and Wages ... 

3,000 




Repairs and Maintenance of Building 

1 250 




_ » » >1 Plant ... 

1 750 



( 

Distribution Wages 

600 

Sale of energy for power purposes 

35,000 

Repairs and Maintenance of Mains ... 

100 




Repairs to Transformers 

50 




Repairs to Switches, Cut-outs. etc. . . . 

25 




Street Lighting Wages ... 

1 600 

Public lighting 

... 

35,000 


! 

Meter Rent 

... ..M 

2,500 


j 

Miscellaneous Receipts 


1,500 



Sale of Ashes 

.•c 

250 

Repairs and Renewals to Public Lamps 

910 

Reconnection and Dificonnection Fees 

200 






Rents payable 

840 

Rent Receivable 


600 

Rates and Taxes 

175 

Transfer Fees 

... ... 

50 

Directors’ Remuneration... 

600 

Interest on Deposits 

«•« »•» 

3,000 

Management Expenses ... 

4.800 

Fuel consumed 

... 

15.000 

Establishment Charges ... • ... 

3,600 




Auditors of the Company 

500 

Oil, Waste and Engine-Room Sto'res .,.i 

2,000 




- 


Auditors appointed under Ihe Act ... 

300 

Salaries of Engineers, Superintendents ‘ 




and Ofilcets 



Law Charges ... ..J 

25 


Rs. 




Generation 

3.600 ! 




Distribution 

... 2,400 1 


/ 



1 

1 

6,000 



Depreciation:— 

t 


Dividend on Ordinary Shares paid 1 


Lands 

1,000 1 


for 1936 

24,000 

Buildings 

2,000 i 


Revenue Account Balance b/fd. .,J' 

40,000 

Plant 

... 10,000 1 


Amount carried to Reserve Fund ... i 

5,000 

Mains 

... 12,000 , 


Depreciation Fund Balance brought jj 


\ 

- 1 

i 

25,000 

forward ... , 

1 

10,000 

Bad Debts 

i 

50 

( 

( 





Income-tax paid ^ 

500 

Genebae Balances;— 





' 

. f 

Rs. 

' '1 
,1 

Rs. 


Slock o£ Stores on hand on 31/12/1937 ... 
Sundry Debtors for energy, etc. 
Creditors on open Accounts 
Creditors for purchases, etc. 

Securities at cost including Reserve 
Fund and Depreciation Fund 
Investments 


■10.500 

18,500 

3,000 

4,500 


I 60,500 


Interest accrued thereon... ..,| 

Expenses prepaid 

Cash at Bankers on fixed Deposit .... 

„ „ on Current Account 

CashatoSice 

Interest on Reserve Fund Investment j 
„ on Depreciation Fund I 
Investment 


3,070 
2,500 
40,000 
5 000 
2,425 
130 

3S0 
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MODUL FORMS OF ACCOUNTS PRESCRIBED UNDER THE INDIAN ELECTRICITY ACT, 1910 (FOR COMPANIES). 

No. IV. REVENUE ACCOUNT. 

For the year ending 31st December 1937. 
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Balance carried to Net Kevenue ; 59,925 


ocn 


DOUMiK ACCOUjrr SYSTEM 
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iirODJEL FORMS OF'ACCOVNTS PRESCRIBED VNDER THE INDIAN 
ELECTRICITY ACT, 1010 (FOR COMPANIES). 

"No. V. NET REVENUE ACCOUNT. 


1. To Interest on Debentures , 

accrued due to date .. < 

2. „ Interest on Mortgages and 

Bonds accrued doe to date... 

3. „ Interest on Temporary Loans 

accrued due to date 

4. „ Dividends on I’refcrcnce Slocks 

. „ Income-tax 

. „ Balance applicable to Divi- • 

dends on Ordinary Stock or 
Shares 


Rs, 


10,000 

500 


63,425 


Rs. , 73,025 


By Balance Irom last Account ... 

Rs. 

Less Dividend paid 24.000 
Amount carried to 
Reserve Fund . 5,000 


Ks. 

40.000 

29.000 

11.000 

Balance brought from 
Revenue Account (No. 4), .. j 59,925 
„ Interest on Money at Deposit! 3,000 

Rs. 1 73,925 


No IT. RESERVE FUND ACCOUNT. 


1. To Amount paid out for 

2. „ Amount of Balance to next 

.Account 


Rs. 


5,190 


Rs. 5,190 


By Balance brought from last 
Account 

„ .Amount brought from Net 
Revenue Account 
„ Interest on Amount invested 
(Description of Investments 
to be specified) 

Rs._ 6,000 Port Trust 
Bonds 

Rs. 


Rs. 


5,000 

190 


5,190 


No. Vlir. GENERAL BALANCE SHEET. 


Liabilities. 

1. To Capital Account: amount 

received as per .Account 
No. Ill 

2. ,, Sundry Creditors due on 

construction of Plant and 
Machinery, fuel, stores, etc. .. 

3. „ Sundry Creditors on open 

Accounts 

4. „ Net Revenue Account: 

balance at credit4hereof 

5. „ Reserve Fund Account: 

balance at credit thereof 

6. „ Depreciation Fund Account .. 

7. Special items (fo be specified) 

Preference Share Dividends .. 


Rr. 


Rs. 

Assets. 

Rs. 

- 

1. By Capital Account; amount 
expended for works as per 

1 

f 

j 

7,00,000 

Account No. Ill v .. 

1 6,49,000 

2. „ Stores on hand 

1 40,500 


3. „ Sundry Debtors 

18,500 

4,500 

4. „ Preliminary Expenses await- 
ing adjustment 


3,000 

5. „ Securities held (cost price) ... 

1 60,5Q0 

1 


6. „ Special items ,(to be spe- 

63,425 

cified) 

Interest accrued 

3,070 

5,190 

Expenses prepaid 

2,500 

35,380 

..10,000 

7. „ Cash at Bankers : Rs. 

Current Account 5.000 

Fixed Deposit 40,000 

45,000 


8. „ Cash on hand ...j 

2,425 

8.21,495 

Rs. i 

1 

8,21,495 
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1. To Balance 


ADVANCED ACCOUNTING 
No. VII. DEPRECIATION FUND ACCOUNT. 


Rs. 


Rs. 


li 

Rs. 

35,380 

1. 

By Balance from last Account ...[| 

10,000 

2. 

„ Interest on Investments ...|j 

„ Amount brought from Revenue , 

380 


3. 

25,000 



Account (see No. IV. G) ...|| 
(Description of Investments 
to be specified) ' '' 



35,380 


Rs. j, 

35,380 




!= 


ILLUSTRATION 155, 

The books of the Wellesley Elechic Lighting Corporation, Limited, show the follow- 
ing Receipts and Payments on Capital Account for the first year ended 31st December 
1936. 


& 

Ordinary Shares of £10 each . . 30,000 

Preference Shares of £10 eadi .. 25,000 


Lands Purchased .. .. 6,000 

Buildings . . . . . . 7,400 

Machinery .. .. .. 15,000 

Distributing Stations .. .. 2,000 

Mains . . . . , . 10,000 


£ 


Transformers 


500 

Meters 


, 1,500 

Instruments 


150 

Fumitoe 


50 

Tools 


SO 

Provisional Order and Law Costs 

5,000 


The following additional expenditure was made during 1937 : Buildings £140, 
Machinery £100, Distributing Stations £185, Transformers £65, Meters £20, Instruments 
£10, Tools £10, Public Lamps £114. Prepare the statutory Capital Account of the 
Company, as at 31st December 1937. (.Incorporated Accountants-) 


■ Solution. 


THE WELLESLEY ELECTRIC LIGHTING CORPORATION, LIMITED. 
CAPITAL ACCOUNT. 


Dr. For the Year ending 31st Deeember 1937. Cr, 


§ Expen- 
j, diture 

Expenditure t 

1 Dec. 

5 1936 

Expen- 1 
diture )l 
during ji 
the year j 

Total 
Expen- 
diture 
to 3Ist 
Dec. 
1937 

Receipts 

t\ 

Receipts' 
up to jjReceived 
31st j| during 
Dec. lithe year 
1936 ij 

j Total 
i Receipts 

1 to 31st 

1 Dec. 
i 1937 


1 £ 

If 

S' .. 

... 

c 

£ 

i A 

To Lands 

6,000 

... 

6,000 

By Ordinary 




„ Buildings 

i 7,400 

140 

7,540 

Shares of 




„ Machinery 
„ Distributing 

’ 15,000 

i 

100 i 
! " !| 

15,100 

£ 10 each ... 

1 30,000 

... 

30,000 

Stations ... 

2,000 

185 ’1 

2,185 

„ Preference 




„ Mains . ... 

1 10,000' 

... !l 

10,000 

Shares of 



1 

„ Transformers ... 

! 500 

! 65 . 

565 

£ 10 each ... 

1 25.000 


' 25,000 

„ Meters 

I 1,500 

20 jj 

1,520 



1 

„ Instruments ... 

150 

1 10 ' 

160 


L J 


1 

„ Furniture 

ii 50 

- 

50 





„ Tools 

30 

1 10 , 

40 





„ Public Lamps ... 


!, 114 1* 

114 


■ 



„ Provisional .. 

1 

Ii 



i 


j 

Order & Law 


i' 



' 1 


j 

Costs 


••• 1 



! 



Total Expen- 

1 

li' 

'f 1 




1 

1 


iKWliiif!] 

, 644 

48,274 



! 

„ Balance of 







i 

Capital A/c. .. 

• 

1 

6,726 




1 

_ 


^ -C , 

il “i 

55,000 

c 


I £ 

i 
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HiLUSTRATION 15G. 

Make out from the following Trial Balance as on Slst December 1937, of the 
Trent Valley Water Co., Ltd. (1) Capital Account, (2) Revenue Account, (3) Net Revenue 
Account, (4) Reserve Fund Account, and (5) General Balance Sheet. The Reserve 
Fund is to ho raised to £500, and National War Loan Stock increased to a lilte amount 
at par, to be itnown in future as Reserve Fund Investments, 


Dr. Balances. 




£ 


£ 

Expended on Purchase of Land 

3,000 

Salaries 

600 

Expended on Construction 

of 


Printing ,, ... 

SO 

Works 


102,330 

Incidental Expenses 

37 

Expended on Moins and Service 


Maintenance of Pumping Stations 

1,705 

Pipes 


11,920^ 

„ of Reservoirs 

500 

Expended on Meters 


1,050 

„ of Filter Beds 

150 

„ on Parliamentary 



Repairs to Mains 

220 

Expenses 


2,000 

General Repairs 

Directors’ Fees 

155 

Sundry Debtors 


48 

400 

Debtors for Water Rales due 


1,242 

Auditors’ Fees 

50 

Stores on hand 


340 

Ratos and Taxes 

2,500 

Invcslments~NationaI War 



Interest on Deb. Slock to date .. 

1,000 

Stock, at par 


250 

Dividend on Pref. Shares to date 

1,200 

Cash in hand 


GO 

Interim Dividend on Ordinary 

Cash at Bank 


3,353 

Shares, 1st August 1937 . . 

3,000 

- 


Cr. Balances. 




'£ 


£ 

GO, 000 Ordinary Shares of £1 each 

60,000 

Water Rents , 

14,667 

20,000 Preference Shares of 

£1 

General Rents 

350 

6 per cent 


20,000 

Transfer Fees 

24 

Debenture Stock, 5%, cacli 


20,000 

Unclaimed Dividends 

20 

Premium on Shares .. 


20,000 

BalanCb Net Revenue Account, 


Sundry Creditors 


841 1 

1st January 1937 

1,000 

Reserve Fund 


258 

(.National Union of Teachers.) 


Solution. 



r 



THE TRENT VALLEY WATER CO., LTD. 
REVENUE ACCOUNT. 


For the year ending 31st December 1937. 



-- 

1 £ 


£ 

To Rates and Taxes 
„ Salaries 

„ Maintenance of Pumping Stations ... 
„ Maintenance of Reservoirs 
„ Maintenance ot Filter Beds ... 

„ Repairs to Mains 
„ General Repairs 
„ Directors’ Fees 
„ Auditors' Fees 
„ Printing 

„ Incidental Expenses ... 

2.500 

600 

1,705 

500 

150 

220 

155 

400 

50 

50 

37 

By Water Rents 

„ General Rents 

„ Transfer Fees 

14,667 

350 

24 

Total Expenditure ... 

6,367 

N 


„ Balance carried to Net -Revenue ... 

8,674 

' 


£ 

_15^41 

£ 

15,041 - 
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ADVANCED ACCOUNTING 


THE TRENT VALLEY WATER CO., LTD. 
NET REVENUE ACCOUNT, 


To Interest on Debenture Stock to 
date 

„ Dividend on Preference Sliares to 
date 

„ Balance applicable to Dividend on 
Ordinary Shares 


i,000 

1,200 

4,232 


6rf32 


By Balance from last Account 1,000 
Balance brought from i 

Revenue Account 8 674 


Less Interim 
Dividend 
Reserve Fund 


£ 

3,000 

242 


9,674 


3,242 ,1 



RECEIPTS AND EXPENDITURE ON CAPITAL ACCOUNT. 


Amount 'Amount 
expend , expend- 
To Expenditure. ed to ed du- 
,31st Dec. ring 

1 1936. j 1937. 

Total. 

t 

j 

£ 

( 

£ 

( 

£ 

Expended on Pur- > 



ii 

chase of Land ... ' 

3,000 

• •t 

' 3,000 

Expended on Con-, 




struclion of Works 

102,330 


102.330 

Expended on Mains 


i 


and Service Pipes 
Expended on Meters 

11,920 


i 11,920 

1,050 

• •• 

1,050 

Expended on Parlia- 




mentary Expenses 

2,000 


! 

1 

o 

1 « 

Total Expenditure £ 

120,300 


120,300 

'lotal 

! 

£ 

t 

i 120,300 

i _ _J 


By Receipts. 


Amount!. 

.received , 

' nil during * 

I Dec. ! j 


Total. 


Dec. 

1936. 


1 

!l ~ 

Ordinary Shares olii 
£ 1 each „ || 60,000 ' 
6 per cent Prefe 1 
fence Shares of li , 

£1 each .. I 20,000 - 
5 per cent Deben- 
tur- Stock 
Premium on Shares I 


20,000 
20,000 , 


Total Receipts £ 
By Balance 
Total 


120,000 


I 60,000 

20,000 

I 20,000 

i 20,000 
* 120,000 


£ I 300 
£ ,120,300 


GENER/VL BALANCE SHEET. 


Sundry Cfcditor> 

Rerer.cFund 

"Unclaimed Div idend 

Balance of Net Rin'cnuc .Account 


Sll 

500 

70 

4,232 


>593 


Capital Account— Balanct 
Cash in hand 
Cash at Bankers , 
Reserve Fund Investment 
National War Stock 
Stores on hand 
Sundry Debtors 
Debtors lor Water Rates’' 


..ji 300 

..l! 60 

.. j 3,103 

!’ I 500 

..i 340 

48 
1,242 


£|’ 5£93 

I ~ — ■ 



DOUBLE ACCOUNT SYSTEM 
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RESERVE FUND ACCOUNT. 



£ 

■ i 

£ 

To Balance carried to next Account ...'• 

SOD 

1 

{ 

1 By Balance brought from last Account 

1 „ Amount transferred from Net 

25B 



Revenue Account ... ...I 

242 


500 


_ 500 

1 

1 

- 


ILLUSTRATION 157. 


The figures given below relate to the Cornwall Colliery Co, for the year ending 
31st December 1937. Prepare Capital Account and General Balance Sheet on the Double 
Account System, and then exhibit the same figures in a Balance Sheet on the Single 


Account System. Nominal Capital £250,000 

£ 

110,000 Ordinary Shares of £1 
each fully paid . . . . 110,000 


60,000 6% Preference Shares 

of 

£1 eadi, frrlly paid 

. . 60,000 

Debentures, 5 per cent 

. . 30,000 

Bills Payable 

6,000 

Sundry Creditors 

. . 9,000 

Lands acquired 

.. 8,500 

Shaft sinking, etc. 

.. 111,000 

Plant and Machinery 

. . 35,000 

Wagons 

. . 18,500 


... 

£ 

Office Buildings 

3,000 

Workmen’s ! .Cottages 

9,000 

Depreciation Fund 

20,000 

Reserve Fund 

15,000 

Balance to Credit of Profit and 


Loss Account 

25,000 

Stock on hand 

12,000 

Investments 

17,000 

Sundry Debtors 

35,000 

Cash rn hand and at Bank 

30,000 

Short Workings Account 

1,000 


The above figures include an issue of 10,000 Preference Shares during the year 
1927 ; and the following amounts were also spent during the same period; — Shaft sinking, 
£6,000 ; Machinery, £5,000 ; Wagons, £3,0M ; Workmen’s Cottages. £1,000. 

“ (National Uiiion oj Teachers) 


THE CORNWALL COLLIERY CO., LTD. 
RECEIPTS AND EXPENDITURE ON CAPITAL ACCOUNT. 


Expenditure- 

j Amount 

1 expend- 
ed to 
31st Dec. 
i 1936. 

! Amount 
expend- 
ed dur- 
ing 

1 1937. 

1 

Total. 

1 

.t__ 

Receipis. 

Amount 

i Dec i! 
i 1936 / ^937. 

5 

i 

1 Total. 


& 

|-v 

f 

^ £ 

' 

£ 

£ 

£ 

Lands acquired ... 

8,500 

j ... 

8,500 

110,000 Ordinary! 




Shaft sinking, etc. 

105,000 

1 6,000 

111,000 

Shares of £ 1 each 




Plant and Machi- 




fully paid .. i 

110,000 


110,000 

nery 

30,000 

' 5,000 

35.000 

50,000 6 per cenfl 




Wagons 

10,500 

, 3,000 

13,500 

Preference Sha-| 




Workmen's Cot- 




res of £ 1 each 




tages 

8,000 

1,000 

9,000 

fully paid 

50,000 

10,000 

r 60,0C0 

Office Buddings .. 

3,000 


3,000 

5 per cent Deben- 






\ 


lures 

30,000 

... 

30,000 

Total Expenditure £ 

165,000 

1 15,000 

180,000 

Total Receipts £ ! 

190,000 

10,000 

200,000 

To Balance 


j 

20,000 

. 1 



Total 


i £ 

i 

200,000 

Total 

j 

! 

£ 

^0,000 
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ADVANCKD ACCOUKTITCG 


THE COnm'TAUj COLUKRY CO., LTD, 

BAiANcn sinorr. 

As ot 3Irt Dcci^nher 1037. 

{Sr?;Gt,i; Accocj.t SvCTJ.^it) 


Cat'ital O’i-i IJaliHliss. £ 

Nominal Capital : — 

250,000 Shares of £I each ... 250,000 


Issued and paid up Capital : £ 

, 110.000 Ordinary Shares of 

£1 each, fully paid ... 110,0Cf0 
60,000 G percent Preference 
Shares of £ 1 each, fully 

... 60,000 

, 170,000 

... 30.000 

15,000 

' 20,000 

... 9,000 ' 

... 6,000 

' lii.OOO 

25,000 

£ 27.5.000 



paid 

5 per cent Debenturej 
Reserve Fund 
Depreciation Fund 
Sundry Creditors— 

On Open Accounts 
Bills Payable 

Profit and Loss Account 


Pro{>(rty and /l5Jf/r. 

I.and acquired 

Buildinps 

Shaft clnkinfr. dc. 

Plant and Machinery ... 

WeRons 

CotiaRec 

Short WorltinRs Account 
Stock Of) hand 
Sundry Debtors ... 

Investments 

Cash in hand ami at Bank 


£.500 

, 3,(xa 

1 33,000 
33,5i» 
9.000 
J,0t>3 
12,000 

35.000 
17, (XQ 

30.000 



£ ',275.000 


GENERAL BALANCE SHEET. 


As al 3Ut December 2937. 


To Capital Account— Balance 

r] 

• •v 

£ 

20/)00 

Cash in hand and at Bank 

„ Bills payable ... 

{ 

6,000 

Investments ... 

„ Sundry Creditors 

• *« 

9,000 

Sundry Debtors 

„ Reserve Fund 


15,000 

Stock on hand 

„ Depreciation Fund 

• •• 

20,000 

Short Workings Account 

„ Balance to Credit of Net Revenue 
Account ... ...' 

r'l 

23.000 

95.000 



’ £ 

' soTooo 

' 17,000 
' 35,000 
12,000 
: 1,000 


£1' 95,000 


ILLTISTRATION 158. 

A Company decides to create .and maintain a Repairs and Renewals Reserv'e by 
charging to Revenue each year with a fixed amount of Rs. 2 000 The actual repairs 
^d ^ew^ for the ensuing four years are ; (1) Rs. 750 ; (2) Rs. 900 ; (3) Hs. 2420 ; 

Pass Journal Entries, open Ledger Accounts and show how the Repairs and 
Renewals* will appear each year in the Balance Sheet. 


Solution. 


JOURNAL ENTRIES. 


Year. ' 

1 

1st ' Profit and Loss Account 

' To Repairs and Renewals Reserve Account 
I (Being the provision made in respect of Repairs and 
1 Renewals). 


L.F. 


I I 

’ Rs. !| Rs- 


Dr. 


' 2,000 


2,000 


I 


DOUBLE ACCOUNT SYSTEM 
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JOUENAL ENTRIES— (Contd.) 


‘ Ycar“ 

1 

— 


» ~ 

~L.F.^ 

fl ‘Rs. 

fj Rs. 

2nd 

Repairs and Renewals Reserve Account 

... Dr. 


j 750 

1 


• To Repairs Account 






750 


‘ (Being the transfer of actual repairs to the Reserve 



1 


j Account). 








J Profit and Loss Account 



Dr. 


2,000 

1 


1 To Repairs and Renewals Reserve Account 


A 

i 2,000 

3rd 

' Repairs and Renewals Reserve Account 

... Dr. 


900 

j 


To Repairs Account 






900 


Profit and Loss Account 



... Dr. 


2,000 



J To Repairs and Renewals Reserve Account 



2,000 

4th 

Repairs and Renewals Reserve Account 

... Dr. 


' 2,120 

\ 

1 ^ 


To Repairs Account 





f 

■ 2,120 

/ 

1 

Profit and Loss Account 



... Dr. 

1,' 2,000 

I 


To Repairs and Renewals Reserve Account 



2,000 

5lh 

Repairs and Renewals Reserve Account 

... Dr. 

) 

1,400 



To Repairs Account 






1 1,400 


Profit and Loss Account 



... Dr. 

1 

I 

O 

O 

o 

j 


To Repairs and Renewals Reserve Account 

i; 

1 2,000 


REPAIRS 

ACCOUNT. 




Year j 


Rs. 

Year 

J 



: 

Rs.;: 

i 

j 

- 


2nd 

By Repairs and Renewals 


2nd i 

To Cash ... 



, Reserve Account 

... 

1 o 

! 


1 

3rd 

» Repairs and Renewals ... 


3rd 

n if ••• ••• 



Reserve Account 


900^ 

! 



4th 

yy Repairs and Renewals 1 


4th 

ft ti ••• 

i_ ^,120 


' Reserve Account 

f 

.... 

2,120 




5th 

% j 

,> Repairs and Renewals ...! 


5th 

tt ••• ••• 

1,400 

. 


Reserve Account ...j 

1,400 

REPAIRS AND RENEWALS RESERVE ACCOUNT. 

Year 


1 

Rs, 

1 

Year 



1 

Rs. 

1st 

To Balance c/d. 

{ 2,000 

1st 

By Profit and Loss A/c. 

2,000 

2nd 

„ Repairs Account 

' 750 

2nd 

Balance b/d. 

\ 




„ Balance c/d. 

j 3,250' 


II Profit and Loss A/c, ... I 



Rs. ii 4,000 




Rs. 

4,000 

3rd 

„ Repairs Account 

I 900 

3rd 

Balance b/d. 



3,250 


„ Balance c/d. 

1 4,350 


« Profit and Loss A/c. 

2,000 


-Rs. 

i 5,250 




Rs. 

5,250 










050 „ advakced accounting 

REPAIRS AITO RENEWALS RESERVE ACCOUNT- (Contd.) 


Year 
4ih 1 

To Repairs Account 
„ Balance c/d. 

1 

! Rs. 

...i 2,120 
...■ 4.230 

Year' 
4th i 

1 

, 


i “ 

Rs. 1 G30 

• 

5th 

., Repairs Account 
„ Balance c/d. 

.... 3,400 

..j, 4,830 

5th ! 

1 

i 



Rs. 't 6.230 

V 



!i 

1 

43th 

) 


Rs. 
4^50 

‘::Profirand Loss Account .-i 

Ks. j 6,35flL 

„ Balance bjd. •• I 

„ Profit and Loss Account 

'1 6.230 


Rs. 


„ Balance b/d. 


4,830 


The credit balance of Repairs and Renewals Account ^ tbe^en^o^a* 

year will appear on the liabilities side of the Balance ^eet.^ U Account is 

heavy repairs In any year, balance of on the assets side, 

brou^t about on the debit, the same ivill appear, fo- the tune b g ^ 

This would, no doubt, indicate that the estimated annual provision m the past naa 

insufficient. 


illustration 159. 

Tlie Eastern Gas Co„ Ltd. re-Luild and re-equip a part of their 
of Re 4,00,000. The part of the old works thus superseded cost 

but if erected at the present time would cost 20 per cent ^ed in 

by the sale of old materials ; and old maten^ to the vdue of Rs. Ip.WO are us 
the reconstruction and included in the cost of Rs. 4,00,000 above mentioned. 

Give Journal entries for recording the above teansactions in &e books 
Company, showing particularly what amount you consider should be 
Expendihire, and what to Revenue Bicpenditure, stating your reason for your dec 


Solution. J 

' JOURNAL ENTRIES. 


} 

I 


ij t 

L.7. 1 Rs. , 

1 RS. 

! New W'otks Account 

1 Replacement Account ' 

To Cash Account 

(Being the cash expended on the New Works, 

Rs. 3,00,000 of which representing the present 
cost of replacing the Old Works being charged 

To Replacement Account). 

Ur. 

l' 85,000 ‘ 
’3,00.000 , 

t 

i 

1 

3,85,000 

! 

1 Cash Account 

To Replacement Account 

, (Being the amount realised on sale of old materials). 

Dr. 

' 'i 30,000 , 

1 30,000 

1 

f 

New Works Account 

To Replaccmsnt Account 

' (Being the value of old materials utilised in the re- 
construction). 

Dr. 

15,000 

1 

,1 

j 15,000 

t 


Notc,— As a Tesviil ol the above entries, the Now Worlis Account will he deblled 
wlfii Rs. 1.00,000 only, being the entbe cost of reconstruction less the estimated 
cost of replacing die Old l/orfa. The Revenue /tccounl is charged v/itb Rs. 2 , 55 , Ut 
• is. Its. 3,00,000 for Uic prcjenl eoti of rcplacernenl,* less credits for old materials 
% nd utiU'eti in reconstruction. 
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' EXAMINAllON QUESTIONS. 

Note. — ^Tiie figures in bold type at tlic end of most of the problems 
indicate tlicir corresponding numbers in the Author's “ TYPICAL 
PROBLEMS IN ADVANCED ACCOUNTING ’’ where full solutions of 
these will be found. 

J. Vv’hat do you uudevstand by the Double Account System? How does It diffei- 
from the Double Entry Systoni ? 

2. WitU what object nie the Fixed Assets and Fixed Liabilities requbed to be 
fJrown separately from the Flontin;; Assets and Liahiiilies under the Double Account 
System 1 

3. Give a pro fonua Capital Receipts and Expondiluie Account of a Railway 
underiakiirj;, 

■I. Enumerate the Fixed Assets of an Electric Lighting Co. 

5. Give a pro forma Revenue Account of an Electric Light and Power Co. 

C, How would you piovide for Depreciation when accounts arc prepared under 
the Double Account System? 

7. How arc repairs and renewals dealt witlr under the Double Account System ? 

8. What is the best method of dealing with the amount expended on construction 
of New Works in place of Old Works? 

!). How would you deal with Premium received on Shares or Debentures while 
preparing accounts under the Double AccouAt System? 

10. The following are the balances of the Indian Railway Company for the half 
year ended SOtli Juno 1937. Prepare in tire proscribed form (1) Capital Account, (2) 
Revenue Account, (3) Net Revenue Account, and (4) General Balance Sheet, 


Mortgage Debenture Interest 

„ „ „ Accrued 

Prior Lien Debenture Interest 

„ „ „ Accrued 

Cash at Bankers and in hand . . 

Interest received 

Investments 

Loss on Exchange 

Income Tax ,, ' r. .. 

Miscellaneous Receipts 
Passenger Receipts 
Freight, Storage, etc. '-V- 
Motor Service 
General Reserve Account 
Special Tr-ains . . 

Renewal of Plant Reserve Account j. 

Traffic Expenses .. 

Maintenance of Way, Works, etc. 

Transfer Fees ' 

Capital Receipts (Share and Debenture) 

Locomotive Power 

Capital Expenditure- to 31st December 193G . . 

„ „ „ half year ended 30th June 1937 

f,/ Govt. Subsidy for half year ended 30th June 1937 
Repairs and Renewals of Carriages and Wagons 
.V Remuneration of Trustees for Debenture-holders 
Compensations . . ^ 

General Charges 

Net Revenue Account, balance 31st December 1936 . . 
Dividend Account-^Balance of dividend paid for half 
year ended 31st December 1936 . . 

Stores on hand and in transit on 30th June 1937 


Rs. 

60,000 

28,000 

30.000 

50.000 
6,000 
4,400 


32.000 

16.000 


20,000 

28,00,000 

54.000 

3,800 

800 

400 

24.000 


Rs, 


22,800 

7,200 

70 


300 

44,000 

1,42,000 

4^800 

4.000 

3.000 

4.000 


100 

29,26,000 


48,000 


12,130 


10,000 

50,000 


42 - 
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Interest and Discount 




'Rs. 

2,000 

Rs. 

Bills Receivable 




6,000 

5,700 

BiOs Payable 


• • • • • 


47,000 

Sundry Debtors 




20,000 

Sundry Creditors 



< 


Unclaimed Interest 


... 

•• 


300 




Rs. 

32,44,400 

32,44,400 
— — 


• 335 

{Revenue Account : Credit Balance: Rs'. 92,000 ; Net Revenue Account : 

Credit Balance Rs. 47,000 ; Total of Capital Account Rs. 29,26,000 ; 

General Balance Sheet Total Rs. 1,83)000.) 

* J* . 

11. Set out below are the figures extracted, from the Books of the National Haihvay 
Co. on 30th June 1937. You are required to prepare therefrom in the prescribed form 
a Revenue Account, Net Revenue Account, Capital Account and a General Balance 
Sheet as on 30th June 1937 : — 

Rs. I Rs. 

Ordinary Stock . . . . 5,19,500 I ‘ Rent Charge — Stock - Guarantee 

5% Prefeience Stock .. .. 3,70,270 < Dividend .. .. •• 26,020 

Piemiums Received .. 46,900 ' Traffic Expenses • /. -• 92350 

Maintenance of Way . . . . 70,330 . j Rent Charges and Chief Rents 

Passengers Carried . . . . 1,84,180 I paid . . . . . . 5,330 

1 .' Rent paid on Leased Lines .. 20,620 i Mails Cairied .. .. .. 6>550 

Lines open for Traffic 6,60,600 ] Carriage & V/agon Repairs .. 25,800 

Sundry Outstanding Creditors .. 1,19,940< j Investments at Cost • •• 47490 

Traffic Accounts due to the Co. 72,690 Forged Transfers Fund .. 5,970 

Working Stock . . . . 2,41,750 Net Revenue Account, Balance 

Parcels Carried . . , . 40,780 j from last half year . . . . 5,760 

Locomotive Power . . . , 99,090 { Compensation (Accidents and 

Rents and Taxes .. .. 20,560 Losses) .. .. 4,390 

Merchandise Carried . . . . 1,36,510 Debts due to other Companies . . 5,690 

Minerals Carried . . . . 1,43,480 Bankers and General Interest 

General Stores— Stock on hand 1,06,530 (Cr.) . . ... 800 

Fire Insurance Fund .. .. 17,160 Cash at Bankers’ .. ..1,10,380 

356 

{Revenue Account : Credit Balance Rs. 1,99,120 ; Net Revenue Account : 

Credit Balance Rs. 1,53,710 ; General Balance Sheet Total Rs. 3,36,790 ; 

Capital Account Total Rs. 9,36,670.) 

c following Balances extracted from the Books of the City Electric 

Supply Coiyor^ion, Ltd., for the year ending 31st December 1937, prepare (a) Capital 
J Account, (b) Revenue Account, (c) Net Revenue Account, (d) Depreciation Fund 
Account, (e) Smkmg Fund Account, and (/) Balance Sheet as on that date. Of the 
tolance of profit, appropriate Rs. 20,000 to Depreciation Fund and Rs 30,000 to Sinking 
Fund before ascertaining the amount available for Shaieholders’ Dividend. 


10.000 Ordinary Shares of Rs, 100 
each, fully paid 
Mortgage Debentures . . 
Buildings and Works .. 

Mains and Cost of laying 
Machinery, Plant, etc. .. 

' Accumulators 

Land and Charges incidental to 
acquisition 

Law and Parliamentary Charges 
Artesian Well 

Tools and Loose Plant „ ” 

Kents and Taxes . , ' ’ 

Coal, Carriage, etc 
Office Furniture and Fittings . . 


10,00,000 

32,00,000 

11,34,180 

3)98,170 

14,31,750 

10,230 

13,60,920 

60,000 

3,500 

21,940 

25,000 

1,34,040 

2,450 


Electrical Instruments . . 

Receipts for Sale of Current . . 
Law Expenses . . 

Received on Sale of old Materials 
Depreciation Fund 
Sinking Fund .. ~ 

Waste and other Stores 
Wages at Station 
Interest on Debentures 
In^rance and Special Charges 
fr.terest on. Bank Loan 
TrausiGir F^gs 

Interest on Sinking Fund Invest- 
ments . . * 

Salaries to Engineers & Officers 


Rs. 

2,000 

4.57.000 
1,500 

100 ' 

30.000 

50.000 
18,130 
33,470 

1.28.000 
4,800 

. 2.500' 

50 
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Bs. I 

Repairs and Mninicnanec .. 7,800 > 

.Managcmcnl EKpensos , .. 22,300 | 

Meter il Otiier Rents Receivable . 1,7,030 * 
Discounts on Purchases (Cr.) .. 700 ' 

Bank Loan . . . . 2,00,000 

Balance of Net Revenue Account 51,020 
Sundrj' Debtors .. .. 1,05,000 i 

Capital Reserve .. 40,000 } 


Rs. 

Sundry Creditors .. .. 68,730 

Stores on hand — Coal .. .. 29,000 

„ „ Oil, Waste, etc. 12,000 

Investments on Account of Sink- 
ing Fund . . . . . . 50,000 

Cash in hand and at Bank .. 45,000 

Taxes and Insurance paid in 
Advance . . . . . . 4,000 


357 

(RewcTnic AccotmJ ; Credit Balance Jls. 2,16,390 ; Net Rcvciiitc Account : 

Credit BnlnJicc Re'. 89,910 ; General Balance STiect Total Rs. 47,30,140 i 

Capital Account Total Rs. 44,^,140.) ' 

'^13. The following is the Trifd Balance of the Durham Railway Company, after 
the completion of the Revenue Account for the half year ended 31st December, 1937: — 





£ 

£ 

3V per cent Preference Slock 




300,000 

Ordmaiy Stock 




500,000 

4 per cent Debenture Stock .. 




200,000 

Lines open for Traffic 



851,950 


Lines in couise of constiuction 



5,000 


Lines not commenced 



50 


Working Stock (Engines, Canjages, etc.) 



130,000 


Contributions to Joint Lines 



50,000 


Picmiums on Stocks, etc. .sold 




25,000 

Purchase of Grand Canal 



5,000 


Cash at Bank 



5,000 


General Stoios, Slock on hand 



10,000 


Trallic Accounts duo to Company 



10,000 


Duo from other Companies .. 



1,000 


Sundry Outslanding Accounts 



4,000 


Dcbt*^ due to other Companies 




500 

Sundry Tiadcsmcn, etc. 




20,000 

Fire Insurance Fund 




1,500 

Sunerannuation Fund 




5,000 

Balance to Credit of Net Revenue Account 




20,000 



£ 

1,072,000 

1,072,000 


During Uic half year tliero was an issue of £10,000 3i per cent Preference Stock 
at par, which was fully subscribed and paid up, also of £20,000 Ordinary Stock fully 
subscribed and paid up at a piemium of 5 per cent. Tlie expenditure on lines open 
for traffic was £25,000, on lines in course of construction £1,000, and on working stoclc 
£5,000. 

Make out Capital Account and Balance Sheet in proper form, 

(Chartered Accountants.) 35S • 

(Capital Account Total £1,042,000 ; General Balance Sheet Total £47,000.) 


14. Draw up fiom tlie following figures a Revenue Account, Net Revende Account 
and General Balance Sheet of die East and West Railway on the 30lh June 1937, in the 
prescribed form : — _ ' 


Maintenance of Way 
Locomotive Power 
Passengers earned 
Parcels carried 
Rates and Taxes 
Rent Charges and Ciiief Rents 
paid 

Mails carried 
Merchandise carried 
Forged , Transfers Fund 


£ 

7,033 

9,909 

18,418 

4,078 

2,056 

533 

669 

13,651 

597 


.£ 

Compensation (Accidents and 
Losses) .. .. 439 ^ 

Debts due to other Companies .. 569 

Rent Charge Stock Guaiantee » 

Dividend . . . . 2,602 

Sundry Outstanding Account 

(Creditors) . . . 11,994 

Invested in Consols . . . . 502 ^ 

General Stores — Stock on hand 10,653 

Minerals carried .. .. 14,348 
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& 

Rents, Rates and Taxes . . 2,500 

Management Expenses . . 2,230 

Law Expenses 

Insurance and Special Charges .. 

Interest on Debenture Stock 
Interest on Bank Loan . 

Interest on Sinking Fund Invest- 
ments 

Receipts for Sale of Current 
Meter and other Rents receivable 
Transfer Fees 
Discounts on Purchases 
Received for sale of old materials 
Balance to Credit of last Net 
Revenue Account 


& 

Depreciation Fund, Balance to 
Credit . . . . . . 3,000 

Sinking Fund, Balance to Credit 5,000 

Sundry Creditors .. 6,873 

Bank Loan . . . . 20,000 

Capital Reserve .. .. 4,000 

Stores on hand — Coal . . . . 2,900 

„ „ — Oil, Waste, etc, 1,200 

Sundry Debtors . . . . 16,500 

Rates and Insurance paid in advance 400 
Investments on account of Sinking 

Fund 5,000 

Cash in band and at Bank . . 4,500 


150 

480 

12,800 

250 

150 

45,700 

1,705 

5 

70 

10 

5,402 


(National Union of Teachers.) 361 

(Revemie Account : Credit Balance £21,639 ; Net Revenue Account : 

Credit Balance £8,991 ; General Balance Sheet Total £473,014 ; 

Capital Account Total £442,514.) 


17. Provide for the undermentioned depreciation, and prepare a Revenue Account, 
Capital Account and Balance Sheet from the following Trial Balance. A call of £1 
per share was payable on the 31st December and arrears are subject to interest at 
5 per cent per annum. 

Depreciation to be provided for on ; Buildings 2i per cent, Machinery 7i per 
cent, Mains 5 per cent, Transformers, etc. 10 per cent, Meters and Electrical Instruments 
15 per cent. 


THE DYNAMO ELECTRIC LIGHTING CO., LTD. 
Trial Balance 30th June 


Amount last 
30th June. 

Capital, Nominal, 10,000 shales of £10 each. 

20.000 Subscribed 5,000 shares „ „ £5 paid 

15.000 Debentures 6 per cent Interest .. 

1.000 Depreciation Fund 
Calls in arrears 

9,300 Freehold Land 

4.000 Buildings 

6.000 Machinery at Station 

5.000 Mains 

1.000 Transfomieis, Motors, etc 

500 Meters ' . . 

300 Electrical Instruments . . 

1,600 General Stores (Cables, Mains and Lamps) in stock 
250 Office Furniture . . . • • - • • 

Coal and Fuel . . . • • • ' • • 

Oil, Waste and Engine Room Stores . . 

Coal, Oil, Waste, etc. in Stock . . 

Wages at Station 
Repairs and Replacements 
Rates and Taxes 

Salaries of Secretary, Manager, etc. 

Diiectors’ Fees '■ 

Stationery, Printing and Advertising . 

Incidental Expenses 

Law Charges 

Sales by Meter ... 

„ „ Contract' 

Meter Rents 


£ 


1,000 

9,300 

5.000 
10,000 

8.000 
2,000 
1,500 

400 

2,350 

250 

1,900 

750 

100 

3.000 
500 
300 

1,500 

1.000 
600 
100 
200 


£ 

25.000 

15.000 
1,000 


8,750 

5,000 

300 
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Sundry Creditors 
„ Debtors 

Cash in hand and at Bank 


I 1,000 

3,000 , 

3,300 , 


£ 56,050 j 56,050 

) 

,, V ^ 

{Chartered Accountants.) 362 

{Revenue Account: Credit Balance £3,180; Net Revenue Account^: 
Credit Balance £2,305 ; General Balance Sheet Total £45,225 ; 

Capital Account Total £39,000. > 


.j 18. The Bombay Jlunjcipal Corporation hawng received many complaints rcgaid- 
ing_ tl'.e insuincicni supply of water decided to replace some of the existing mains by 
mains of larger ske. The cost of the existing mains which are to be replaced was 
Rs. 10,00 000 at the time they were laid. The cost of the Materials and Wages have 
increased in tlie meantime by 50% in the aggregate ; it is estimated that the laymg of 
larger mains would cost Rs. 30,00,000 and the old ^ains would realise about Rs. 2,50,00.. 
As the Capital E^^eniture is to be met by means of a Loan and the Revenue Expenoi; 
ture is to be provided for out of revenue, it is necessary to allocate the cost of Rs. 
between Capital and Revenue Expenditure. You arc aske-d to make the allocation. 

(G. D. A.) 363 

(Amount chargeable to Capital Rs. 15.03.000; 

•• Amount chargeable to Revenue Rs. 1250,009.) 


+ 19. The Hindustan Gas Comiiany rebuild and re-oquin part of their works ^ 2 
cost of Rs. 50.000. The part of the old vvorks thus superseded cost Rs. 30,000. The 
capacity of the new works is double than that of the old. Rs. 2,000 is realised by the 
sale of old materials, and old materials valued at Es. 1,000 arc used in the recoastruclion 
and included in the cost of Rs. 50,000 abovementioned. The cost of labour and materials 
IS 10% higher now' tlian when the old W'orks were built. 

Give ^0 Journal Entries for recording the above transactions in tlie boolts of the 
Comp.my, showing particularly what amount you consider should be diarged to Capital 
Expenditure and stating your reasons for your decision. (G. D. A.) SM 

_ 20. _A Gas Company laid down a main at a cost of Rs. 10,00,000. Some years later 

owing to incTCMed demand the Company laid down an auxiliarj’ main for a quarter of 
the lengm or the old tnain for Ks. 3,00,000, and replaced the rest of the main at e cost 
or Ks. 12,00,000. the cost of laying mains having increased by 15% in the meantime. 

_ How' w'ould you apportion the new expenditure between Capital and Revenue 
having regard to the increased cost of materials and wages and the fact tliat the old 
materials realised Rs. 1,80, 000 ? ' ' 36a 


21. ifte followi^ are the balances of a Railway Companv for the year ending 
December 1937. :^epare Capital Account, Summary of Revenue Accounts, Appro- 
priation Account and General Balance Sheet-— 


Rncopxs 01 ? Capetai. Accodxt : 


Ord. Pref. and Guarantee 
Stock to 31st Dec. 1936 
Received during the year 
Loans received by the 
Companj- 


£ 

7,400.000 

200,000 

500.000 


ExpESDmmE ox Capetai, Accouxt: 


£ 

Debenture Stock .. -• 2,300,000 

Piemiums received on shares 
and stocks .. .. ^9,500 

Premiums received on 
Debentures . . . . 37,000 


Lines open for traffic to 31st December' 1936 
-> >. traffic during the year 

Lines not open for traffic: — 

lines during 'the year 

T> existing lines during the yea 

Rolling Stock .. _ 

w during the year 


£ 

4.500.000 
1500,009 

200,000^ 

400.000 

1.500.000 

300.000 
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MnnufncUiring mid Rcpoirin}; jWorks and Plant 

II I. during Oic year 

Horses 

Rond Vehicles ; — 

Goods 'and Parcels 
Pnysohgcrs 
Steamboats 

Doda, Harbours and V/hurve:. 

II I. during the year 

Hotels . . . . . . 

Electric Power Stations ‘ 

Land and Property not forming part of tlic Railway or Stations used in 
connccUoii with Railway working 


& 

400.000 

100.000 
80,000 

4.000 

7.000 

400.000 

450.000 

300.000 

175.000 

120.000 

400,000 


Rj.vjei’irE Keckh-ts asi> EsrcNorrunE : — 


Railway 

Steamboats 

Docks, Harboui's and Wliarvcs 
Hotels, etc. 

blrscriiM^nroos Nct Rrcr.irrs: — 

Rents from Hotels 

Interest and Dividend from Invcstnient.s 
Transfer Fees 
General Intcrc-st 

CiiAROts ON’ Net Ra-ENUi. : — 


Receipts. 

iS 

1,005,000 

90.000 
225,500 

60.000 


9,000 
49,500 
1C5 
■ 590 


Expenditure. 

£ 

700.000 

20,000 

110.000 

30,000 


Interest on .Superannuation Fund.s 
Rent Charges end Annuities 
Interest on Loans 
„ „ Debenture Stock 

Balance from last year's Approjiriation Statement 
Appropriation to General Reserve 
Dividends on Guaranteed and Preference Stock 


3,000 

16,000 

40.000 
60,800 

70.000 

89.000 
300,555 


GcN’ERAr, Assets and Liabieities; — 


Ca.sh at Bank 
„ in hand 

Investments in Government Securities 
Other Securities - 

Inve.slments of Superannuation Funds 
Sloclcs of Stores and Materials 
Outstanding Traffic Accounts 
Amount due by Railway Companies 
Due from Post Office 
Sundry Creditors 
Duo to Railway Clearing House 
Superannuation Fund 
Fire Insurance Fund 
Depreciation Funds : — 

Railway 

Steamboats 

General Reserve Fund 


30,000 

400 

1,005,000 

990.000 

152.000 

125.000 

120.000 

39.000 
-48,500 

310.000 

19.000 

150.000 

350.000 

930.000 

90.000 

500.000 
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(Total Net Income £579,755 ; Balance available for Dividend £140,400 ; 

Total of. Capital Account .£10,456,500 ; General Balance Sheet Total £2,509,900.1 



CHAPTER XVI. 


DEPARTMENTAL AND BRANCH ACCOUNTS. 


Where a business is divided into several departments, it is ‘desirable 
that the system of accounting should be so arranged as to enable the manage- 
ment to know at any time not only as to how the business as a whole is 
progressing but also as to which department of the business is making money 
and which, if any, is losing money. 

For the attainment of the above end, the accoimts of stock, purchases, 
sales and cost of doing business in each department are kept separate, just 
as though each department were a separate business. Either separate 
Purchases and Sales Books are kept for each department, or where the 
departments are not many, it is usu^ly found convenient to keep analjdical 
Purchases and Sales Books having a column for each department, as 
follows: — 


DEPARTMENTAL PURCHASES BOOK, 


Date, j 

i 

Inivard i 

Partionlars. ; Inv. 

■ No. 

t ! 

!■' ! D 

LP. , Total 1' 

ll '1 ^ 

epartmont 

» i 

'S. 

c 

i 

i 

J 

1 

' 1 

I 1; 

1 ’ 

1 

Bs. ■ 

1 

1 

i, 

t 

J 

1 

1 

! 



DEPARTTiIENTAL' SALES BOOK 


1 

Date, i 

! 

Particulars. 

Outward' i 

Inv. j L.F. 

1 No. 1 

1 

1 Total. 

ij Departments. 

1 A 
[1 

!' ® •! 

1 1 
^ ‘ \ 

1 

Rs. (f 

■ il 

1 ' 

J 


j) 


above illustrations, the departments may be either 
or numbers or by names, and the colunms of the original 
beaded accordingly. It goes without saying that the Returns 
Books will have to be similarly of an analysed form. 

Accounts.— In order to ascertain the trading 
r^uUs of each departaent, it will be necessary to open in the Ledger separate 
Stock, Purchases. Sales, Returns and Wages Accounts for each departaent. 

and expenses such as salaries, rent, insurance 

Clerks’ ‘.alari'es mav be eas’^f w department that incurs them- 

Se"dhdd“eT:ccor“d^gt ; rent shou g 

the value of the stock. -Pace used , and insurance according to 
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Indirect Charges. — General Expenses, such as manager’s salary, book- 
keeping and sundry office expenses arc charged to ihcir respective nominal 
accounts as u.sual, and at closing time, these arc apportioned and charged to 
the departments on the basi.s of turnover or the co.st of the goods sold. 

Departmental Trading and Profit and I^oss Account. — A departmental 
Trading and Profit and Lo.ss Account can then bo prepared from which the 
profit or loss made by each department may be determined. 

Advantages of Departmental Accounts. — An accounting sy.stem like this 
is extremely valuable to sbop.s with several Departments. Very often, the 
proprietor of a shop of this kind finds tluit his business is not as paying as 
it should ho. and blames the businc.ss as a whole, when it i.s more than 
likely that one or two departments only are running at n lo.ss and are eating 
up tlje profits earned by all the rest. A departmentalised accounting sj'stem 
will enable the trader to determine which department or departments are 
at faidt, and he can take .steps to either remedy the causes of the loss, or 
to eliminate tliat .section of his bu.sincss altogether. 

In introducing a system of account-keeping for a bu.siness with several 
dep.nrtments, it must be borne in mind that the first consideration should 
he simplicity; a multiplicity of forms and books not only tends to run up 
(he book-keeping expenses, but furnishc.s a loophole for errors — often very 
hard to locatc-^and renders the sy.stem practically useless.* 


lU.XJSTnATION* ICO, 


TRIAL BALANCE 
As at 3lst December 1935. 


Cnpitfll .-tccount, 
Duwiii^e* Account 
St'/okoti I‘-t.Tnrinrv lIKf) 
(APopU . 


I’nrclin*-'!'- 


.uwl 

(.'mii'ifjo 


(P Popf.) ... ! 
(.V Uojil.) ...i 
(B Popt.) 

(A Popf.) ... j 
(P PoptO .. I 
{.V Popt.) . .! 
(P Poj.t.) 


(.'mii'ifjo (.A )>cjit.). 
„ „ (BPopf.). 
Sundry Pclil ora 
,, Crcdifoia 


(I.OOff 
a.-ioo ' 
' 211,000 11 
.S ,.100 


S.OIIO t, 
O.'iO ' 


rurnitur.i and FiXturos 
Pill« l*ny/ib!o 
i „ Pocoiv.nWo 
Mncliinory nnd Plant , 
Salnric? 

Ad\ orti>-cmciit 
Poinmiisiou 
Pent, . Tnxos, and 
In'-uraucft 

Pibcoiinl'^ ik Allownncos 
Pauk U%mdi.>ff 
PiintinR (‘tSlntiomiry . 
I’uol ami AV.ator 
Pad PobK 
Gonornl Pxponios 
I Cn‘'li in hand 


1,0110 i 
10,000 11 
1.200 i' 
240 , 
SO ' 


Tlic Stock on Slsl December 1935 amounted to (A Dept.) Es. 8,500, (B Dept.) 
Rs. 3,000. Provide 2J per cent Reserve for Doubtful Debts on Book Debts, and write 
off “5 per cent Depreciation on Machinery and Plant. Fire Insurance Rs. 80 has been 
paid for the year ending 31st Mnrcli 1936. Provide for Wages due Rs. ISO (A Dept.) 
'and R&. 70 (B Dept.), Sslarics Rs. 100 ore outstanding. Prepare Departmental Trading 
and Profit and Loss Account and Balance Sheet. The c.vponscs arc to be borne by each 
Department in proportion to its turnover. 



departmental trading and profit and loss account. 

For the year ending 31st December 1935. 
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BALANCE SHEET. 

As at 31s£ Deccmher 1935. 


Lialnlidu. 

Rs. 1 

Rs. 

A Mcls. 

Rs. 

'1 

Rs. 

Sundry Creditors : — 



Cash in Oflico 


160 

On Open Accoimts 

Bank Overdraft 

Bids Payable 

Oulslanding for Expenses ... 

Capital Ancount : — 

5.000 

3.000 
1,225 

320 

10,146 

Sundry Debtors 

Lcis Reserve foi Doubtful 
Debts ... 

Bills Receivable 
Stock-In-Trade : — 

4,800 

120 

— 

• 

4,680 

1,000 

Balance tst January 1035 
AiM Not Pi-ofit for (bo year 

15,800 i 
2.103 

( 

A Department 

B 

8,500 

3,000 

, 11,500 


17,903 

1 

Fiirnituio .and Fi.'cfcuro* ... 


' soo 

Lcty 3)rawings dmin" <ho 
year 

758 

1 

17,1205 

Maclunery and Plant , ... 
Acf.« Depreciation at ~>% 

10,000 

500 

1 

( 

! 11,500 


1 

Rs-. i 
1 

27,350 

Insmanco Prepaid ,.. 

B.s 

20 

27,350 


BRANCH ACCOUNTS. 

Where a business has branch offices or establishments, it is absolutely 
essential for the account-keeping to be so arranged that the Branch Books 
can be brought to a correct balance, and that the Head Office, from state- 
ments supplied to them of tlie transactions which have taken place in the 
branch offices, can incorporate these transactions in their own books, and 
thus be able to ascertain the working results not only of the business as 
a whole but also of each of its branches. 

The nature of work entrusted to branch establishments varies to a 
considerable extent in each business, and the method employed in recording 
ffie financial effect of their li-ansactions will, therefore, naturally vary 
according to the circumstances of each case. 

For the purpose of enabling the student to have a clear understanding 
of the different phases of Branch Accounts, it has been thought desirable to 
divide the Branches jnto five classes as follows: — 

(a) Where the Branch acts solely as a depot for cash sales of goods 
supplied by the Head Office. 

(b) Where the Branch acts solely as a depot for cash as well as credit 
sales of goods supplied by the Head Office. 

(c) Where the goods supplied by the Head Office to the Branches are 
marked at selling price. 

(d) - Where the Branch trades independently of the Head Office. 

(e) Where the Branch is in a foreign country. ' ^ 

WTHERE THE BRANCH SELLS SOLELY THE HEAD OFFICE 
GOODS FOB CASH. 

Where the Branches take the foi’m of r-etail shops where the goods 
supplied by the Head Office are sold for cash only, the money received by 
each branch for the Cash Sales is either paid in daily at some local bank 
to the /Credit of Ihe Head Office Account, or else remitted every day direct 
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to gie Head Office, if convenient. The fixed expenses of the Branch such 
as Salaries, Wages, Rent, etc., are usuaUy paid by cheque from the Head 
Uttice. For the purpose of enabling the Branch Manager to make the neces- 
sa^ petty disbursements, Petty Cash cheques are issued by the Head 
Uxiice on the imprest system. 

Record at Branch.— Under such a circumstance, the -only necessary 
a Stock°Bo^ok^^* Branch are a Petty Cash Book, a Cash Book and 

statements are sent by the Branch to the Head Office, 
showing the daily cash takings, the amounts banked, the cheques if any, 

f ^ f paid therecut!1he pe«y 

is also snnnliol^'^ pettj cash in hand. Further information 

tim??o ^ Stock at Branch from 

lime to time and the future requirements. 

is Head Ofiace Ledger, a separate account 

the Head Office anrl ^ transactions passing between 

o efch BiSncb Z Branch are posted. The goods supplied 

SntSa mero colt price J^Jire- 

theJefore be goods from one place to another and 'should not, 

ScheJie tW V The goods issued to 

bSS Sok* ^ “Goods Supplied to 

for^ach B?i l^^^e a special column 


GOODS SUPPLIED TO BRANCHES BOOK. 


Bnte. 


•7 , »* 


‘ It i~ 

Partionlars. 1^°^. i 

' ll^°- 

Total 

} Madnw , |[ Calcntta jj Rangoon 
!i Branch. Branch. IJ Branch. 

' , ‘"i 

4 > ‘•V 




Account dSfte^'^^th^th^tot"!^ ^ month. Each Branch 

total good.s supplied as show? bv 

supplied to Br^ches Acco?ffi At Bel to Goods 

closed by transfer to lh?Sdffiv ^''‘tter Account is 

will thus appear in the Head Office Tra,?^' goods issued to the Branches 
from the sales, as otherwise th« ^ distinct 

the Trading Account w3 be''ent£3v m^l G^^ce as shown by 

for the purpose of comparison or calcuiatffin absolutely useless 

on turnover. ^ calculation of percentage of profit earned 

Escii Srflnch ^/'i.ccouiit is ^ilcr^ j t 

expenses paid by the Head Office and Gash Book with the 

° Office or banked direct into tbcf amounts remitte'd 

^\here the cash transactions with Eranchpc ^ ^^sd Office Bank Accoimt. 
inay be so ruled p to have a column Cash Book 

creait side. Each time that an am *■ the debit as well 

E^nT'^ r” ^he SircoTum'^^ ^ Branch, 

Branch column. Similarly, vffien a cheS^ that particular 

‘=neque is issued to any Br^ch, the 


depabtmentai, and branch accounts 
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Bank column as well as the particular Branch column will show the amount. • 
The Branch items need not then be posted individually but the monthly 
totals of the Branch columns will be posted to their respective accounts. 

At balancing time, each Branch Manager sends in a statement showing 
the amount of Stock as well as the amount of Petty Cash on hand. With 
these, a Journal entry is passed in the Head Office books debiting Branch 
Stock and Branch Petty Cash Accounts and crediting the particular Branch 
Account. Each Branch Account will now show the profit or loss made by 
it, which will be transferred to the General Profit and Loss Account, thus 
closing the Branch Account. 

The Branch Petty Cash and the Branch Stock Accounts will appear in 
the Head Office Balance Sheet and will be transferred to the next year’s 
books. At the commencement of the next period, a reverse entrj' will be 
passed debiting the particular Bi-anch Account and crediting its Stock and 
Petty Cash Accounts. 


ILLUSTRATION 161. 

The following aie the transactions between Messrs. Warden & Co. of Bombay 
and their Branch at Calcutta for the year ending 30th June 1935 ; — 




Rs. 

I 


Rs. 

Stock at Branch on 1st July 1934 

3,000 

. Remittances received from 

the 


Goods supplied to 

Branch during 

' Branch during the year 

, , 

55,000 

• the year 

• « • « 

48,000 

1 Stock on 30th June 1935 at 

the 


Cheques sent to the Branch for : 

— 

j Branch 


2,500 


Rs. 


Balance of Petty Cash 


20 

Salaries 

2,400 




Rent 

720 





Telephone 

.. 200 





Petty Expenses 

300 

3,620 

i 

1 




Show the Branch Account appearing in the Head Office Books. 
Solution, 


HEAD OFFICE BOOKS, 
CALCUTTA BRANCH ACCOUNT. 



Rs. 


Rs. 

To Stock (1-7-1934) 

3,000 

By Bank— Cash Sales 

55,000 , 

„ Goods supplied 

48,000 

„ Stock (30-0-1935) 

2,500 

„ Bank — Salniies 

2,400 

„ Potty Gash (30 6-1935) 

20 

„ Do. —Rent 

720 



„ Do. — Telephone 

200 



„ Do. -Potty Gash . ...' 

300 



„ Profit and Loss Account : — ...1 




(Pro6t ti.ansforiod) ... 

2,900 



■S Rs. 

i 

57,520 

Rs. 

57,520 


Note. — At the commencement of tire next period, the Calcutta Branch Account 
will be debited witlr the Opening Stock of Rs. 2,M0 and Petty Cash balance of Rs. 20 

by means of a Journal entry— Calcutta Branch Account Dr. Rs. 2,520 To Calcutta 

Branch Stock Accourrt Rs. 2,500 and Calcutta Branch Petty Cash Account Rs, 20, 
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WHERE THE BRANCH SELLS SOLELY THE HEAD OFFICE 
GOODS FOR CASH OR ON CREDIT. 

Record at Branch. — Where the sales made by the Branch are partly for 
cash and partly on credit, the only additional books to be kept at the Branch, 
over and above those already indicated, would be a Day Book and 3 
Customers’ Ledger. The moneys remitted by the Branch to the Head 
would, in that case, represent cash sales as well as amounts recovered from 
the debtors. At periodical intervals, the Branch will have then to send 
additional information in its statements to the Head Office as to its credit 
sales. At the end of the financial period, it would be necessary for the 
Branch not only to send its figures of slock and petty cash, but also the 
amoimt of debtors at the close, in order to enable the Head Office to ascertain 
the profit or loss made by the Branch. - . 

Record at Head Office. — ^In the Head Office books, the record of the 
Branch transactions will be made in just the same way as in the previous 
case. Each Branch Accoimt will get debits in respect of the goods supplied 
and the expenses paid bj^ the Head Office and vvill get credits in respect 
of the remittances from the Branch. 

At the end of the financial period, on receiving the necessary figures 
from the Branch, the Head Office will pass a Journal entry debiting Branch 
Stock, Branch Debtors and Branch Petty Cash Accounts \vith their respei> 
live amounts and crediting the particular Branch Account. Each Branch 
Account rviU now represent the profit and loss made by it and wll be closed 
by transfer to the Profit and Loss Account. The various Assets of "the 
Branch rviU appear in the Head Office Balance Sheet and, as already 
explained above, these assets accounts rvill be transferred at the commence- 
ment of the next period to the respective Branch Account by means of a 
Journal entry. 

' ILLUSTKATION 162. 

The following are the transactions between a Bombay Head Office and its Karadii 
Branch for the six months ending 31st December 1935 : — 



Rs. 

Stock of Goods at the Branch, on 1st July 1935 . , 

Sundry Debtors do. do. 

Goods sent to the Branch 
Rehims from the Branch 
Remittances from the Branch: — 

Cash Sales .. . ,, .. .. 5,000 

Moneys received from Debtors .. .. 48,000 


Cheques sent to Branch ; — 
Salaries 

Rent and Insurance 
Petty Cash 


1^00 

600 

150 


Stock on 31st December 1935 at the Branch 
Debtors 

Petty Cash Balance on 31st December 1935 


Rs. 

2.500 
5,000 

56,000 

1.500 


53,000 • 


1,950 

6,000 

8,000 

15 


Show how the Branch Account will appear in the Head Office Books. 
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Solution. 

HEAD OFFICE BOOKS. 
ICARACHI BRANCH ACCOUNT. 



R-. 

* 

j 

Us. 

To Siook (l-7-r)) 

‘2,500 

Cv Bank— Cauh Sales 

...' 

5,000 

„ Snmlrj" T)oblor<){l-7Mri) ... 

.5,000 

„ „ — from Daktoi^" ... 

-1 

48,000 

„ Ooo<I‘< siijipliotl 

.50,000 

„ Buturiw 

-! 

1,500 

„ ISiink — fjiikirio^ 

1,‘200 

„ Stock (31-12-55) 

0,000 

„ „ — Ronfc, olfi. 

000 

„ Debtors (31-12-3.5) 

■■■] 

8,000 

„ „ — Tofty Cii-ili 

1.50 

,. Petty C.a-sh (31-12-35) ... 

1 

1.5 

„ Vi-ofit find Account ; — 

(Profit tmnsfen-od) 

lt«. 

:f,0li5 

00,51.5 

Z 

Rs. ii 08.515 

il 


Note. — ^At the commencement of the next period, the Karachi Branch Account 
will bo debited with the figures of Opening Stock, Debtors and Petty Cash in the same 
manner ns explained in tlic previous Illustration, and the corresponding asset accounts 
will be credited and thus closed. 


WHERE THE GOODS SUPPLIED TO BRANCHES ARE 
MARKED AT SELLING PRICE. 

In the previous two cases, it was assumed that the goods are supplied 
to each Branch at cost price. Occasionally, however, goods are invoiced 
by the Head Office at soiling price. The object of this is, firstly, that the 
Branch Manager, not knowing the cost price of the goods supplied to him, 
cannot find out for himself the profit or loss made by his Branch, and 
secondly, that a close and definite check may be had on the stock at each 
Branch. 

Record at Brandi, — Assuming tliat tire other arrangements between the 
Head Office and tire Branches are the same as previously considered, the 
record of the transactions in the Branch Books will be oir the same lines 
as above indicated. 

Record at Head Office. — In the Head Office books, the debits and credits 
to each Branch Account will be on similar lines as explained above. In 
order to ascertain the profit or loss made by each Branch, however, certain 
adjusting entries will be necessary at balancing time inasmuch as there will 
be several items ah-eady posted to the Branch Accounts at selling price 
which ought to be there at cost price. For instance, the opening stock and 
goods supplied on the debit and the closing stock on the credit of each 
Branch Account are at selling price instead of at cost pz'ice. The necessary 
adjustments in regard to these items would, therefore, be made as follows : — 

The goods supplied which appear on the debit of each Branch Account 
^t selling pi-ice would be adjusted by debiting the “Goods supplied to 
/Branches Account” and crediting each Branch Account with the amount 
/ representing the difference between the cost and selling price of those goods. 

I The effect of this entry would be to nullify the excess debit which exists 
^ on each Branch Account and also to adjust the excess credit which stands 
on the “ Goods supplied to Branches Account ”. 

The closing Stock of each Branch, which appears at selling price on the 
credit side of that Branch Account and on the debit of the Branch Stock 
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Account, will be adjusted by the difference between the cost and selling 
price thereof being debited to the particular Branch Account and credited 
to an account stjded Difference in value of Stock Account 

Each Branch Account can now be closed by the Profit and. Loss Account 
as in the previous cases. The Branch Debtors Account, Branch Stock 
Account, Branch Petty Cash Account minus the credit balance of “Differ- 
ence in value of Stock Account ” will appear on the assets side of the Head 
Office Balance Sheet, not under their distinct headings, but mixed with the 
corresponding Head Office Assets. 

The Branch Stock Account (at selling price) , the Branch Debtors 
Account, and the Branch Petty Cash Account will be carried forward in 
the next year’s Ledger. The credit balance of “ Difference in value of Stock 
Account ” will also be similarly carried forward. The first three accounts 
will be immediately closed by transfer to the Branch Account concerned, but 
the fourth account will remain untouched till the end of the financial period, 
when it will be transferred to the credit of the Branch Account by means of 
a Journal entry (debiting -Difference in value of Stock Account and credit- 
mg Branch Account) , thus automatically adjusting the Opening Stock stand- 
ing at selling price on the debit side of the Branch Account. 

It goes Avithout saying that these various adjustments, which are being 
made in the Head Office Books at the time of balancing, with a view to 
ascertain the Branch profit or loss, should be passed through the Private 
Journal and Ledger, as otherwise, the object of keeping the Branch Manager 
in the dark as to the working results of his Branch would be frustrated. 

To facilitate the ascertainment of cost price of goods supplied to each 
Branch, a fixed percentage is usually added to the cost of the goods before 
invoicing the same. When the nature of the business would not admit of 
such a course, the Goods Supplied to Branches Book may be so ruled as 
to have columns for cost and selling price as follows ; 


GOODS SUPPLIED TO BRANCHES BOOK. 


D.'ito. 1 

t 

1 / 

i Particulars. 

!' Total 1 

Madras Branch j 

Rangoon Branch 

j 

■ 

^ Cost, ij Soiling. 1 

1 Cost |i SeUing. 

Cost, j 

jj Soiling- 


would bo (Ic amount with which the odi„s?£g“ Wof^uld b 


illustration 1G3. 

. A Hoad Office in Bpmbay SGnd.s goods in n. t. - 

above cost. From the following particulars Madras marked 20 per cent 

T* Hoad (Mce Books. Give also the JounioT Brandi Account will 

tj adjuil tlie Brandi Account for arriving at thn necessary for the Head Office 

•S at the profit or Joss made by the Branch .— 
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Rs. , 


Rs. 

Rs. 

Stock on 1-7-35 at the Branch .. 

1,800 

Cheques sent to Branch : — - 



Debtors „ „ 

3,000 i 

Salary 

900 


Petty Cash in hand „ 

30 

Rent and Taxes 

150 


Goods supplied to the Branch . . 

30,000 

Petty Cash 

110 


Remittance from the Branch; — 



— 

1,160 

Rs. 


Stock at Branch on 31-12-35 

, , 

3,000 

Cash Sales ,, 6,000 


Debtors at the Branch „ 


4,800 

Moneys recovered from 


Petty Cash „ „ 

. . 

20 


Debtore 


21,000 


27,000 


Solution. 


y HEAD OFFICE BOOKS. 
JOURNAL ENTRIES. 


Difference in value of Stock Account 

To Madras Branch Account 
(Being the diflerenoe in cost and selling price of the 
opening Stock debited to Branch Account at selling 
piioo now adjusted ) 

Dr. 

L.P. 

I ® 

1 

Rs. 

300 

Goods Supplied to Bianch Account 

To JIadras Branch Account 
(Being the Diffeienoe in cost and selling piiceofthe 
goods supplied and debited to the Branch Account at 
selling price now adjustod.) 

Dr. 


5,000 

3,000 

Madras Branch Account ... 

To Diffeionoe in value of Stock Account 
(Being the adjustment of the difference in cost nnd 
soiling price of the closing Stock credited to Branch 
Account at selling price.) 

Dr. 

! 

600 

500 




MADRAS BRANCH ACCOUNT. 


. 

! Rs 


Rs. 

To Stock (1-7-1935) 

1,800 

By Bonk 


„ Dobtois „ 

1 3,000 

Cash Sales ... 

0,000 

„ Petty Cash „ 

1 30 

Piom Debtors ... 

21,000 

„ Goods supplied 

] 30,000> 

„ Stock (31-12-1935) 

3,000 

„ Bank : — 

1 

„ Debtors „ ... 

4,800 - 

Salaiy 

900 

„ Potty Cash „ 

20 

Rout and Taxes 

100 

„ Difference in-valuo of Stock 


Petty Cash 

110 

Account 

300 

„ Difference in value of Stock Account 

500 

„ Goods supplied to Blanch ... 

* 

„ Pi ofib and Loss Account •— 


Account 

5,000 

(Piofit tiansfeirod) 

3,030 



Rs. 

40,120 

Rs. 

40,120 


WHERE THE BRANCH TRADES INDEPENDENTLY OF THE 

HEAD OFFICE. 

Not infrequently, branches are given extensive powers to do indepen- 
dent trading and may then purchase any goods other than those supplied 
by the Head Office, and may also incur all the necessary expenses as the 
Branch Manager may deem fit. Under this circumstance, it becomes essen- 
tial that the Branch Managers must have working capital available to them, 
43 
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and consequently, the sales money received by each Br^ch woiJd no 
lemitted direct to the Head Office or paid into the Head Office Bank 
as in the previous cases, but would be retained by the Branch. Un me 
other hand, however, the Head Office may still supply each Branch w 
capital and with greater part of its goods, and in consequence, there wouw 
be a constant state of indebtedness by each Branch to the Head Office. 


Record at Branch. — ^In this case, a complete set of books will have to 
be maintained at each Branch. 

The goods received from Head Office would be recorded either in a 
separate book called “ Goods received from Head Office Book ”, or would 
be passed through the Invoice Book ruled with a special column for Head 
Office, thus : — 


INVOICE BOOK. 


Bate. ! 

1 

ParHoulnr«. 

t Ledger 

j Na ij 

Total. 

Supplies II 
from 1 , Other 

1 Head i| Purchases. 

I Office, ll 

i'- 

ll 

i' 

P 



!i f 

1 ' 

j 


With the monthly total of the Supplies from Head Office column, a” 
entry would be passed debiting Goods received from Head Office Account 
and crediting the Head Office Accoimt. At the time of balancing, the 
former account will be transferred to the Trading Accoimt, and shown as 
a distinct item from other purchases. 

Round sums of money would be remitted by the Branch to the Head 
Office as and when desired by the latter and whenever there may be surplus 
cash at the Branch. Similarly, remittances would be sent by the Head 
Office to the Branch whenever the latter is in need of money. All such 
transactions would be passed through the Cash Book in the ordinary way 
and posted therefrom to the debit or ci-edit of the Head Office Account, as 
the case may be. At balancing time, each Branch would be able to prepare 
its o\vn Trial Balance, compile therefrom its own Trading and Profit and 
Loss Account and Balance Sheet and close its own books. 

In the Branch Books, the Head Office Account practically takes the 
place of Capital - Account, and accordingly, its Profit and Loss Account 
would be closed by transfer to Head Office Account. The latter Account as 
adjusted would usually appear as a liability in the Branch Balance Sheet. 
A copy of the Branch Trial Balance would then be sent to the Head Office 
to enable the latter to incorporate the results of the Branch trading in its 
own books. 


Record at Head Office.— In the Head Office Ledger there vvill be an 
account for each Branch which will be debited from time to time ^vith 
goods and moneys supplied to the Branch and credited vAth goods returned 
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that particular Branch. There will be this difference, however, that whereas 
each Branch Account in the Head Office* Books wiU show a debit balance, 
the Head Office Account in the Branch Books will show a credit balance to 
the same extent. 

On receipt of the Trial Balance from each Branch, the Head Office wiU 
have to incorporate all the figixres thereof into its own books with a view 
to arrive at the resultant profit or loss made by each Branch. 

The following Journal entries will be necessary in the Head Office Books 
to incorporate the various items of the Branch Trial Balance : — 

1. With such items as usually appear on the debit side of a Trading 
Account, Branch Trading Account would be debited and Branch Account 
would be credited. 

2v With such items as would appear on the credit of a Trading Account, 
Branch Account would be debited and Branch Trading Account credited. 

3. Branch Trading Account would be debited and Branch Profit and 
Loss Account credited with the-amount of gross profit — thus closing the 
Branch Trading Account. 

4. With the various expenses that are usually chargeable to Profit and 
Loss Account, Branch Profit and Loss Account would be debited and Branch 
Account credited. 

5. " If there be any item which should appear on the credit of Profit 
and Loss Account, Branch Account would be debited and Branch Profit and 
Loss Account credited with the same. 

6. Branch Profit and Loss Account would be debited and General Profit 
and Loss Account credited with the amount of net profit made by the 
Branch — ^thus closing the Branch- Profit and Loss Accoimt. 

7. Each Individual Asset Account would be debited with its respective 
amount as shown by the Branch Trial Balance and the Branch Account 
would be credited. 

8. With each individual liability of the Branch, Branch Account would 
be debited and Branch Liability Accounts would be credited. 

The Head Office having assimilated in its own books the whole of the 
information conveyed by the Branch Trial Balance, each Branch Account 
will now be closed as a result of the above entries. Ihe Head Office Balance 
Sheet will include the Branch Assets and Liabilities which may either be 
shown separately or merged with its own assets and liabilities. 

At the commencement of the next period, tlie entries (7) and (8) 
eiqjlained above will be reversed in the Head Office Books. 

Note. — ^Entry (3) may be omitted if the Branch Trading and Profit and Loss 
Account is headed as one account. 

ILLUSTRATION 164. 

The following are the Trial Balances prepared from the Branch and Head Office 
Books respectively. Show the Head Office Account, Trading and Profit and Loss Accotmt 
and Balance Sheet in the Branch Books. 

Give also the Branch Account and Journal Entries necessary to enable the Head 
Office to incorporate the figures of the Branch Trial Balance into its own books, and ' 
prepare a combined Trading and Profit and Loss Account and Balance Sheet in the 
Head Office Book*. 



f 

j 

1 

Dr. Rs, " 

Or. Rs. 

rurnitmo nnd Fixfnrcs 

730 


Stock on 1st .Tnnutiry 
floods rcctiiiod from Head 

3,000 


Ofiico 

20,000 


Pitrohntes ... ...1 

lO,000 


Sales 


(0,000 

Returns Inwards .. 

300 


„ toHendOlliea 


200 

Salaries . .' 

3,200 


Genor.al Expotiso? 

Rent and Taxes ... 

300 


300 

( 


ADVANCED ACCOUNTING 
BRANCH TRIAL BALANCE. 


Smiflrv l)oI)lorH 
„ Orofliloi') 

I Cash i\l Ytnnk 
\ Cnrriasc, GnrU"e, clf. 
I Bncl Dohb 


Bil!" lioccnnljlo 


I)r. f f'»'- 

i 

; r., 00 () ; 

' i ■ c,ono 

i \,rm i 

755 
.70 I 
100 , 

< 2.000 . 


48,773 i 48^ 


The Slock on 31sl December 1934 was valued al Hs. 4,500. 

HEAD OFFICE TRIAL BALANCE. 


Dr. lit., (V. Rt 


22,.*i73 Iiicoine-t.'ix 
1,800 I Ooncr.il Clinr^es 

10.000 I l*ost5i"o 1111(1 'J’eli'grflins 

9,000 1 Intiirnncn r. 

30.000 j Printing and Stntionery 

tj 30,000 Disconnt» nnd Allowmi’cos 
1, 20,000 .Sundry Doblora 

,..'1 800 |i „ Groditors 

200 C»tb lit Jlnnk ... 

SOO „ in Ofiloo 
300 lirannl) Account 


i Dr. Rs. Or. R". 

i 230 1 

i 400 . 

, 100 'I 

1 50 ^ 


, ' 5,000 

. 1 -'OO • 
. ' 2,575 


Capita! 

riirnitnro nnd Fi\tiiru“ 
Mncliinerj ... 

Stock on Ut .Tiinimry 1934 
Parcha'e'' 

Salat 

Ooodt tank to Rrnncli 
lloturns Inwards 

„ from tlio Ur.incti 
Returns Outwards 
Carriage Inwards 
Salaries 

Rn^es and Taxes 
Telephone Cliarges 


The Stock on 3Ist December 1934 was Rs. 10,000. 

Solution. 

BRANCH BOOKS. 

TRADING AND PROFIT AND LOSS ACCOUNT. 

For the year ending 31st December 1934. _ 

— ^ I’ j-^=— — -== “i; piT 

To stock on 1st. Innnary 1034 .5,000 I Rv S.alet 40,000 1| 

„ Pnrehases ..ji 10,000 j ' ’ {( 


Rm. iil,01,375 1,01,375^ 


To Stock on 1st .Tnnnarj' 1034 
„ Pnrehases 
„ Good" received fiom 
Head Office 
Xwi Returns 

„ Ganiage ... 

„ Gross I’lofit o.arricd down 


I 

20,000 1 
200 1 

!' 19,800 

75 

...■I 9,125 

Re. !' 44,000 


Rolums 


Stock on Ol't December 1934 ...l[ 4,500 


To’Salaries- 
„ General Expenses 
„ Rent and Taxes 
, Discounts and Allowances 
„ Bad Debts 

„ Net Piofifs tiansfovred to Head 
Office Account 


,.,j| Tly Grots Piofit brought down 

‘.".i 300 

.. « 100 

50 

...I 5,175 


...I 9,125 


Rs, 'i 9,125 ! 

h 



DrPAItTMKN’TAl, ANO BHANcn ACCOUNTS R?? 


BALi\NCE SHEET, 

As at 3lst December 1934, 



Kh, 

As-t'h 

1 Ro 

Hundrj Cn'ditora 

Ifoad Offico .Account 

n,0w 

T,7fi0 

Cash at-BaiiU 

Hilh Rccennhlo 

Sundry Ilirhtors 7 

Stork in-Tnido 
rnrmltirc niul Fixture^ 

* 1,500 

i 2,000 
! 5,000 

4,500 
750 

A 

B" 1.1, ".“II 


1 13,750 


HEAD OFFICE ACCOUNT, 

i 

193f 

Doe 31 To ft dance o,'d. 

I!". 

... 7,750 

w:i( 

lire. 31 Be Bal incr h'fd 
. „ I’rotit and I.oxs Account 

(Prolif) ... 

B- 

2,575 

5, 175 


Rs, 7,750 

IN. 

7,750 


1 

) 

I'Wi 

Jnn. 1 By Balmn o h'd, 

7,750 







HEAD OFFICE BOOKS. 
JOURNAL ENTRIES. 


lirntii’b Ttnilinj,' .Votoiinl ... 

To Bmnoh Acroont 

(Bom}; the inoorfiomlioo o( the followm" item' from 
(1)0 Bmiiol) Trial BnKnee.) IK 

Oinniof; Sitack ... ... .>,000 

Vimha-a"! ... ... I(),000_, 

Oomls from Hood Ollx o ... 10,800 

Vnrri tf'o ,„ ... /.'> 

UrnDCh Account ... ... ... 

To I5r.<»noh TrniJinj; .\t count 

(iJomf; tho fncorjHinition of tho (oltottmjf items from 
the Jlranch Tml Bnlanco ) K*). 

, Sales Jloliirns ... ... 30,500 

0!o‘-in(; Stock ... ... 4,500 

Branch Tradiu}; Account ... ..> 

To Branch I’lnOt ami Loss Account 

(Being (mn«fot of Gross I’rofit.i 

Binnoh Profit and Bo's Account 
To Branch Account 

(Being tho inoorjmrntion of tlio following ilotu") fnuii 
tlio Branch Trial Bnl uico ) B«. 

Salarie-t ... ... 3, 900 

(iotioial Bxfnnsos ... ... OOO 

Kent and Tn>cs ... ... 300 

Ihsooimts and .Allow itncu-i ... 100 

Bad Bobts ... ... 50 
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JOURNAL ENTRIES,— (Con<4.) 

Branch Profit and Lo‘-s Account ‘ 

To General Profit nud Account 
(Tiantfor of Branch Profit to Gonoml Profit and Lo'-s 
Account) 


Dr. ! 




Branch rnrnitnro and I'lxtnros Account 
„ C.i“h at Bank 
„ Bills Rocoivnblo 

„ Sundry Bohtors 

„ Stook-in-Trndc *'* " 

To Branch Account 

(Bmnx the incorporation of Bnncli Aesata from tho 
Branch Tnal Balnnco into Hoad Ofilco Booka.) 


Br. 


i Branch Account 

To Branch Gicditors *"* """ ■ 

I-->'‘Wlitica from 

tho Branch Trial Balance into Head Olfico Books.) 


Hr. 


Rg. 

5,175 


760 

1,500 

2,000 

5,000 

•1,600 


Rg. 

6,175' 


13,750 


) 


0,000 


6,000 


~ 1931 T 
Dec .31 


BRANCH ACCOUNT. 


To B.alanoo'h'd. 

„ Bnlanco,_Trading 
. Account 
„ Branch Creditors 


1035 j 


Rs. 


Jnu. 1 1 To Branch .Asn-t? 


RT.' 


11,000 

0,000 


52,575 


13,750 


■'1931 

Doc. 31 By Branch Trading Account 
„ Branch Profit nnd Loss 
Account 

„ Branch As'oU 


19.35 
Jnn. 1 


By Branch Creditors 



period, a reverse Journal crdrv^l^ commencement of the next 

each individual Branch Asset Account ^'^ch Account and crediting 

Branch Asset Accounts in the Head nm,.i d respective figures, thus dosing all the 
closed by debiting Branch ®™*^3rly, Branch Creditors Account 

After these adjustments, the Branch crediting the Branch Account, 

eperung debit balance of Rs 7750 •V’® Head Office Boote shows an 

Office Account appearing in the’ Branch Boote^^^ ^ credit balance of the Head 

co^mmEo and Mom and loss account. 

- r *hc year endin g 31st December 1934. 



To Stock on 1st Jao 
1931 

„ Purch.'ises less " 
Returns 

,, Goods received 
from Head 
Office fot9 
Returns 

„ Carriage In- 
■vr.ards 

„ Gross Profits 
c.arried down 

B=. 


8,000 

5,000 

19,200 

- 




500 

75 

mgljjjl 

9,125 


1 41,000 


turns 


Returns „ 
Stock on 31 St " 
Dec 1934 


Ho.ad 
' Office. 

j Branch. 

* Total 

1 

1 its. 

Rs. 

j Ra 

49,200 

39,500 


’1 

! 10,800 

... 



s 

14,500 

1 79,000 j 

44,000 1 


J 'i 

1 

. 
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COMBENED TRADING AND PROFIT & LOSS ACCOUNT.w. (ContA) 


— 

i He.ad 
i Office. 

^ Branch, 

! Total. 

l_ - 

1 Hoad 
Offica 
> ) 

Brancli, 

!' Total. 

1 

J 


j 

1 



i 

- _ 

MaMHii 


Ba 

! 

, 

Re. 


Rs. 

Ra. 


To Salaries 

4,000 

3.200 

7,200 

By Gross Profit 




„ Rent, Rates and 

i 

i 

t 

1 

1 

< brought down ' 

KlKliBB 

9,123 

30,423 

Taxes 

1 1,800 

300 

2,100 


1' 



„ Gonoral Ex- 



1 




penses 

400 

300 

700 

1 




„ Discounts .and 







AUownncea ... 

123 

100 

223 

(i ! 



„ Telophono 

i 



i 




Charges 

1 200 

... 

200 



• 1 


„ Postage and 

f J 




i 

i 


Tolograms ... 

100 , 

... 

1 100 

11 

M 



„ Printing and 

1 


1 

P 

b 

J 

‘ 


Stationery ... 

1 75 j 



ii 

{< 



„ Infuiance 

50 j 

... 

50 

D 

1! 

i 


„ Bad Debts .. 


60 1 60 

11 


( 


„ Income Tax ... 

250 j 

... i 250 





„ Not Profits car- 

1 




(t 



ried to Capital 

14,300 

5,173 

19,475 

} 

ll 

, 


Its. 

_H,300 j 

0,125 

30,420 


tmmi 

0.125 



ii 


11 , 


BALANCE SHEET, 

As at 3l4f December 1934. 


XAaMitfj, 


Suncirj Unxlitors ...j 
Hontl Office A/c. .. 


Hoad 

Office. 

Rs. 

SfiOO 


Rmocli. i Total. 

1 




Head 

Offiet. 


I BiMticb. Total. 

1 _ 


Capital Account 
Balance on 1st 


-I 


Jnn.l0:i4Bs.i32,57A 

Add Trofits 
during the 
tear Ra J!),47J 


42,050 


Ra 


Rs 


GfiOO I' 14,000 

i| 7,750 i’ 7,750 

'i I 

I f 

I a 


42,030 


Rs. 1 50,050 13=730 , COi.SOO 


Ca'-h iij Hand 

Cn'-h nt Bank 

Bills Rccoitablw 

Sundry JJoUors „ 

.Stock-iii-Tmdf) .. 

I’umitmo a n d 
Fixtmcs 

Mncfiinwy 

Bmach Act ount 

R*. 


R-. 


I 


!i 


R". 


500 ' ... P 000 

!' ' 

. t 5,000 jl 1,500 Ij (i,.500 


J ... j, 2,000 
.]■ 1.3,000 \ 5,000 
10,000 -i.-lOO 


1 2,000 
i , 20,000 

f 

1 H,,500 


. J,S00 750 ■; 2, .350 

10,01(0 ... 10,000 

7,730 ... 7,75(1 


50,0.30 13,7.30 O.l.V’OO 


Note.— T he srutio Bnlnncc Sheet can also be presented in another form as Hltistralcd 
<m the next page. 
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BALANCE SHEET. 

As at 31s( December 1934. 


LvOnhtits. 

! 

R>= 

-IS'CtS. 


i" P.s. 

.Sundrj Creditors :— 

Rs 


G.T-li in liaml (Head Offieo) 


1 500 

Held Office Aceoimt 

S.OOO 


Cftsli nt Bank : — 

Ks 


Branch 

0,01)0 


Hc-id Ollico 

.7.tK)0 

1 



M,000 

Brnticli ... 

1,500 ! 

Cajiital Account : — 


* 


! .0.500 

Balance on Ist Jan 1931 . 

ai.oT.i 


.Siiiidrv Debtors 


1 

J 

Add Profit (liinng tho 



Hoad Office ... 

15,000 


yeir 

19,175 

42,070 

Branch ... 

5,000 i 

1 20,000 
' 2,000 



Bills Recoil able (Branch) 
Stock-iii-Trado : — 

... 






Hoad Office 

10,000 





Branch 

• 4,500 

14,500 




Turnitiiro and k^xtiire*- : — 



,1 


Hoad Olljco ,,, 

1,800 





Branch 

750 

2.550 

10,000 




5Iaohiiior> (Ho id Office) 

... 


R. , 

50,050 


Ks 1 

i 

' 56,05^ 

1 


Goods supplied by Brandi to Head Office. — Branch mav sometimes be 
mstructed to buy goods locally available and supply the same to the Head 
Omce. In such a case, the Branch will not be allowed to make the same 
high percentage of profit over these goods as it does on its sales to custom- 
ers, but vnil have to be satisfied with a very' nominal charge over the cost. 
For the purpose of arriving at the correct percentage of profit the Branch 
^ necessary, therefore, that such supplies to Head 
Office be separately r^orded. This is usually managed bv either having an 

supplies to Head Office or by having a 
be done montbl T. ^ postings of these transactions need only 

XbSeLrHeSfo^ debnmg M Office Account and crediting “Goods 
m be recordS i Soods wiU also have 

TradLgTccount^^^^^^^ Customers. The 

xraamg Account of the Branch will then show as follows: — 


branch trading account 


To block at commenoBraant 
„ Tarokases 
Acjs Returns 

Goods received fiom Hoad 
OiEre 

ics! Returns 


Es. 


R'. 


Rs, 


lb Sales 

Returns 

31 Stock at emi 
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It goes without saying that the Head Office will also deal with its supplies 
to and from the Branch quite distinctly from its other purchases and sales/ 
Its Trading Account will, therefore, naturally appear thus : — 


HEAD OFFICE TRADING ACCOUNT. 


Rs. 

I’ Rs. 

Rs. 

Rs. 

To Stock at Comuioncomont 

1 

By Sales 


„ Purcliasos 


JDcMRotmns 


Aftss Returns 





• •ft 

„ Goods supplied to 


„ Goods reooivod from 


Branches 


Bianolies 

t 

Lem Returns 


Lts-t Returns 





... 

„ Stock at end 

... 

Rs. 

I 

Rs. 1 

—— -- 


Depreciation of Brandi Fixed Assets. — ^It is usual for the accounts of the 
Fixed Assets of the BranclT, such as Plant and Machinery, Furniture, Fix- 
tures, etc., to he kept in die Head Office Books. When such is the case, the 
entry necessary to depreciate these assets would be as follows : — In the 
Branch Books, Depreciation Account would be debited and Head Office 
Account would be credited with the amount of depreciation. In the Head 
Office Books, Branch Account would be debited and the Fixed Assets of the 
Branch will be credited with a like amount. ' 

Inter-Brandi Transactions. — ^Not infrequently, where there are several 
branches, goods may have to be transferred or money may have to be 
remitted from one branch to another. The record of such inter-branch 
transactions can be made by each branch being allowed to open a current 
account of every other branch with which it has such dealings. At balancing 
time, the Trial Balance of each branch -will then include current accounts 
of the other branches shelving either debit or credit balances, as the case 
may be, and these current* account balances will then be regarded by the 
Head Office as assets or liabilities of the branches, as between themselves. 

If it is desired to avoid the necessity of the branches keeping current 
accounts with each other for the record of such transactions, any such 
transfer of goods or cash from one branch to another must be recorded in 
all the three sets of books. For instance, if goods are transferred from the 
Madras Branch to the Rangoon Branch, the record of this transaction would 
be made as follows: — ^The Head Office,. on being notified of the fact, will’ 
debit the Rangoon Branch Account and credit the Madras Branch Account ; ' 
the Madras Branch will debit the Head Office Account and credit Purchased, 
Account ; and the Rangoon Branch will debit Purchases Account and credit { 
the Head Office Account. ^ 

Separate Account for Remittances. — ^Where the remittances to or from 
a Branch are numerous, it is desirable to open a separate “Branch Remit- 
tance Account ” to which all such remittances would be posted. The object 
of such an intermediate account is for the Head Office to see clearly the 
position of the Branch in relation to goods supplied and also in relation to 
its remittances. At' balancing time, however, the Branch Remittance Account 
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is transferred to Branch Account. Similarly, the Branch may have teo 
accounts in regard to its dealings with the Heaci Qiiicc. 

Remittances in Transit.— At balancing lime, ‘Jl day 

the Branch has remitted an amount to the Head OiTicc just JJe 

of the financial close and has debited the Head Office with closing 

Head Office, however, not having received the amount till after ^ ‘ ^ 
period, lias not credited th.e Branch, and consequently these 
will not agree. Under such a circumstance, tlio Bi-anch, m order 
the Head Office Account in its owm books with its owm Account m tne n ^ 
Office Boote, must pass an entry debiting Remittance m .-y 

and crediting Head Office. Tiie Remittance in Transit Account will appea 
in its Balance Sheet as an asset and will lie transfcri'ed to the debu 
Head Office Account at the commencement of tlie noMl period. 

Office has remitted an amount and the same has been received by Uic . 
after the date of balancing, tiie Head Office will have to pass a rcconcnm 
entry debiting Remittance in Transit Account and crediting the 
Branch Account. Tlie entry will be reversed at the commencement or vi. 
succeeding period. 

Goods in Transit. — ^It may likewise happen that tlie Head 
have sent goods to the Branch just on tlie last dale and debited the or 
with the same. The Branch, not having received those goods till at , 
closing period, has not credited the Head Office. In such a case, tlie 
Office will have to debit Goods in Transit Account and credit the j 

Tlie Goods in Transit Account" wall appear as an asset in its Balance dh 
and will be transferred to the debit of the Branch at the commencemen 
the next period. 


ILLUSTRATION 1C5. 

Uie lollowing Balance.^ are 
and Calcutta Branch:— q ' 

\ V..’' 

Bohbav. 


Stock, 1st January 1937 
Calcutta Brandi, Dr. 
Capital 
Drawings 

Purchases (Less Returns) 
Sales (Less Returns) 
Goods supplied to Br.anch 
Returns fvonv Branch 
Sundry Debtors 
Sundry Creditors 
Wages 
Carriage 
OEBce Salaries 
Rent and Rates 
Office Expenses 
Plant at Bombay . 

Plant at Calcutta, 

■ Cash in Office 
Bank Balance 


extracted from the books of the Bombay Head Office 


Rb. 

54,000 

54.000 
1,00,500 

27.000 

90.000 
1,08,000 

50.000 
2,000 

22,500- 

21.000 
12,000 

2,700 

3,000 

1,800 

L200 

36.000 

24.000 
2 S 0 

3,050 


Capcutia. 

Stock, 1st January 1937 
Bombay Office, Cr. 

Sundry Debtors *. 

Purchases (Less Returns) 
Goods received from Bombay 
Returns to Bombay Office 
Sales (Less Returns) 

Sundry Creditors 
Wages 

Office Salaries 
Carnage and Freight 
Rent, Rates, etc. 

Office Expenses 
Cash in Office . . 

Bank Balance 


Stock on 31st December 1937 Rs. 


Rs. 

39 , 0 ^ 

42.000 

15.000 
34^00 
42,500 

2,000 

96.000 
6,000 
8,000 
2,500 

1,200 

300 

350 

1,450 

42,600 




Stock on 31st December 1937 .. 50,400 1 

ber 7.500 to Calcutta Branch on 30th Decem 

her ^^^7, tot &e Calcutta Bra^ received the same on 9th January' 1938. The Calcutt. 
remitted to Bombay Office Rs. 4,500 on 30th December 1937, but the money wa 
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received by the Bombay Office on 4th January 1938. The Plant at Bombay and Calcutta 
is to be depreciated by 5 per cent, the depreciation of the Calcutta Plant to be charged 
against Calcutta Profit. 

Make the necessary Journal entries in the books of Bombay and Calcutta for 
reconciling their current accounts. Prepare the Bombay Office Account, Traffing and 
Profit and Loss Account and Balance Sheet in the Calcutta Branch Books. Also give 
the, Journal Entries to incorporate the Branch Trial Balance in the Head Office Books, 
and prepare the Branch Account, Trading and Profit and Loss Account and Balance 
Sheet in the Bombay Books. 

Solution. 


JOURNAL ENTRIES IN CALCUTTA BRANCH BOOKS. 



Romittflnee in' Tran-iit Account 

To Bomlmy Oflioo Account 
(Being fiiQ amount romitted to Bombay Offico on 
30th Docombor 1937, but croditod by tlio latter on 
4tb January 1938.) 

Ur. 

L.F. 




Doprcciation Account ... 

To Bomb.ay Offico Account 
(Btiing doprcciation at 5 per cent on Plant Account 
kept in Bombay Offico Books.) 

Br. 



, 1,200 


Profit and Loss Account ... :.. 

To Bombay Offico Account 
(Being Not Profit inndo during ibo year tinnsfenod 
to Bombay Ofiioo Account.) 

Dr. 



10,200 

JOURNAL ENTRIES IN BOMBAY OFFICE BOOKS, 


Goods in Transit Account 
• To Calcutta Branoli Account 
(Being tlio valuo of goods soot to Calontto on 30th 
llooombor 19.37, but croditod by tbo latter on 9tb 
January 1938.) 

Br. 

l:f.~ 

Ra 

7,600 

RiT” 

7,600 


Oalcutta Branch Account ... ... 

To Calcutta Plant Account 
(Boing doproointion at 5 per cent provided on Calontto 
Plank) 

Br. 


1,200- 

1,200 


Branob Trading Account ... ... ... 

To Cnlcntta Branch Account 
(Being tbo incorporation of tlio following items from 
tbo Branob Trial Balance.) Bs. 

Opening Stock , ... ... 39,000 

Purclmses * ... ... .14,600 

Goods roooivod from Bombay ... 40,600 

Carriage and Freight ... ... 1,200 

Wages .~ ... ... 8,000 

Dr. 


1,23,200 

1,23,200 


Bo. 1,33,200 

i 






Cnlonttn Branch Acnonot ... ... ... 

To Calcutta Binnnh Trading Account 
(Being the incorporation of the following items from 
the Branch Trial Balance.) Ks. 

Sales ... ... 90,000 

Closing Stock ... ... 42,000 

Dr. 


1,38,000 

i 

1 

1,38,000 


Ba 1,38,600 



1 

) 

I 






ABVANCKD ACCOUNTINO 


GH4 


JOURNAL EOTRIES^Ce'on.'tl.) 


Branch Trnhiig A>’Coii(if. ... ... ... Uf. 

r. To Bmnoli I’rofit nn'I Account 
(BuinR the trnti'tor of 3Jrnnoh tiro**! I’rolit,) 

(Jnlcntto Brnticli I’rofit & T.o'*! Aorount ,,, ,,, 

To Ualcnltn Brniich .Vrrouii! 

{Uoiog tim fncoriwmtion of tin* f<<Ilo'.iin;r iti iii« from 

' . i . . t m*» _ * I-* , 1 \ 


Iho Bmtich TrinI IS.'iUncC ' 


P.» 


OFico Salaries 

• •• 

... 2.5rH> 

Bent, Rates, 

• •• 

... 1,2'W> 

Ollico Expen*! a 

*»• 

300 

Uoprocialion 

... 

1,200 



Rs. .5 "00 


Ur. 


Branch .Storh Accomit ... ' ... 

O'n'h „ 

*. Bnnh .. ... ... ... 

„ Uohtors „ 

„ Komittonco^ in Tran'-it Acoomif 

To GnlouttVTirnndi .\ccoui)l 
(Bciujj the inoorj^toration of Brnntli A*.M‘t‘ from the 
Brandi Trial Bnlonra) 


Colcuttn Branch Account ... ... ... 

To Branch Crwhtors Account 
(Being the inoorjwrntion of Branch LinhiliUe? from (ho 
Branch Trial Balance.) 


ur. 


Cnlonltn Branch I’rofit airl .Account ... Ui. 

1 To Capitol Account 

I (Being tha tran'fe^ of Br'ioch A’ct 3’rofit to Cup'ilnl 
I .Account.) 


Dr. 


Dr. 


n?. ’ 
i.'.m 1 


j 5,-A)0 


i0.2W 


n*, 

15, 

5,200 




.050 , 
1,150 
15,000 , 
4,500 



CALCUTTA BRANCH BOOKS, 

TRADING AND PROFIT AND LOSS ACCOUNT. 
For the Year ended 31,>rt December 1S37. 


To Stock, 1-1-37 
„ Purchases 

„ Goods received from Bomba> 

„ Carriage and Freight 
„ Wages 
„ Gro,s Profit o/d. 

I 

D 

t 

•• f 

1 

R“, 
30,000 
34,500 
40,600 
, 1,200 
8,000 
15,400 

By Sales 

„ Stock. 31-12-37 

1 

• •• ••• 1 

•••* 

1 

i Rs. 

[ PS.OOO 

42,600 


R« j 

1,38,000 


Be. 

1,38,6^ 

To Ollleo SnlaSos , 

„ 'Rent, Bates, etc. " ! 

„ O&co Exxiense" 

„ Plant Depreciation 
„ Net Profit transferred to Bomhay * 
Office Account ^ 

' Bs. ■ 
, 2.600 
• 1,200 
' 300 ! 

, 1,200 ' 

; 10,200 

By GrobS Profit h/d. 

k 

... 

, i 

) 

f 

Bs. 

15,400 


He. 

1 16,400 


Be. *i 

1. 

15,40£^ 
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BRANCH BOOKS— (Contd.) 
BOMBAY OFFICE ACCOUNT, 


To Rnlnnci! p/iI. 

^ Us. 

t 

l!y iittinneo b/fd. 

„ ItomiltRiicos in Transit 
„ Doprooiftttou Account 
„ Profit Rn<l Loss .looount 

... 

H 


Ro. ; 67,900 


Rs. 

EM 


■ 

By Bnl.nnco b/d. 

... 

57,900 


BALANCE SHEET. 

As at 31st December 1937. 


fjiahilitiai 

1 Rb. 

Assets 

Bombay Oflico .Account 

.... 57,900 

J' 

Casli in Office 

Bonk Bftinnoo 

Sundry Creditors ... 

...j' 6,000 

RemittancoB in Transit 
Sundry Debtors . 


1 

Stook-in-Trndo 


R.o. }. (i3,900 

1 




Rs.^ 


350 


i 1,450 


4,500 

...i 

16,000 

’**1 

1 42,000 


Rs. j{ 03,800 


ii' 


BOMBAY OFFICE BOOKS. 
CALCUTTA BRANCH ACCOUNT. 



Rs. 

— ' 

! Rs. 

To Belnnce 

„ Calcutta Plant Account 

54,000 

By Goods in Transit 
„ Branch Trading Account 


{Depreciation) ...i 

1,200 

„ Branch Profit and Loss Account,,, 

■1^ 

„ Branch Trading Account ,..] 

„ Branch Creditors ^ 

1,38,000 

0,000 

„ Branch Assets ,,, 

■jH 

. Ra 1 

1,99,800 

Rs. 

|l, 99,800 


BOMBAY OFFICE BOOKS— (Contd.) 
TRADING AND PROFIT AND LOSS ACCOUNT. 
For the Year ended 31st December 1937. 


To Stock, 1.1..37 
„ Purohasos 
„ Goods received horn 
Bomimy 

„ Carriage and Freight I" 
» Wages 
„ Gross Profit c/d. 


Caloulta 

Ra 

39,000 

34,500 

40,600 

1,200 

8,000 

16,400 

By Sales 

„ Goods supplied to 
Calcutta 

„ Stock, 31-12-37 

... 

j Bombay 
Ba 

|l, 08,000 

48,000 
{ 50,400 

Calcutta 

Rs. 

96.000 

42.000 

Ra. 


U8,C00 


Rs. 

12,00,400 

1,. 38, 000 

To'Offino Salaries 
„ Rent and Rates 
„ Office Expenses 
„ Depieointion on Plant ... 
„ Not Profit frahsfon'Ml to 
Capital 

3,000 

1,800 

1,200 

1,800 

33,900 

•2,600 

1,200 

300 

1,200 

10,200 

By Gross Profif b/d. 

' 

41,700 ' 

f 

! 

15,400 

Rs. 

^9 

16,400 


Rs. 

41,700 1 
“-^1- 

15,400 
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BALANCE SHEET. 


As at 31st December 1937. 


LmhibiU’^. 

Rs. 1 

Rs. 

Assets. 

Ra 

Ea 

Sundiy Creditois: — 

Bombay 

Calcutta ' 

21,000' 

0,000 

27,000 

Cash in Office: — 

Bombay 

Calcutta 

... 250 

350 

600 

Capital ; — 

Balance 

Arfd Bombay Tiofit 

1, 60,300 
33,000 

Cosh at Bank : — 

Bombay 

Calcutta 

... 3,050 

... 1.450 

4,500 

4,600 



- 

Remittances in Transit 
Sundry Debtors: — 
Bombay 

Calcutta 


jLms Drawings 

2,04,600 

27,000 

1,77,000 

... 15,000 
... 22,500 



37,600 

93,000 

7,500 

34,200 

23,800 



1 

Stock-in-Trade : — 
Bombay 

Calcutta 

50,400 
... 42,600 



1 

Goods in Tiansit 

Plant at Bombay 

Less Depreciation 

... 36,6oo' 
... 1,800 



1 

Plant at Oalcntto 

Less Depreciation 

... 24,000 
... 1,200 

- 






Rs. 

2,04,000 

y 

Bs. 

2,04,600_ 





1 

- — 


FOREIGN BRANCHES. 


It, not infrequently, happens that the Branch is in a foreign country, 
and that, therefore, its hoofa are -vvritten up in the foreign currency, and 
the question that then arises is how the figures thereof are to be incorporated 
in the Head Office Books.. For the purpose of incorporation, therefore, the 
Branch Trial Balance will have to be converted into the Head Office currency. 
Where the rate of exchange between the currencies of the Head Office and 
the Branch is fairly stable, slight fluctuations are ignored, and a fixed rate 
of exchange is used in converting all the items of the Foreign Branch Trial 
Balance. 


Where, however, the rate of exchange is subject to constant fluctuations, 
me following rules must be observed in converting the various items of the 
Foreign Branch Trial Balance into the currency of the Head Office, at the 
end of each financial period : — 


1. Fixed- Assets and Liabilities must be converted at the rate of ex- 
change ruling On the day on which tliey were acquired or incurred. 

2. Floating Assets and Liabilities must be converted at the 'rate of 
excliange rulmg on the date of balancing the books. 

rnhitn must be converted at an average rate of exchange 

rulmg m course of the period under review. ^ 

which tS' A?,!;®, "‘"St be converted at the same figure at 

Which the Branch Account stands in the Head Office Books. 

Office'^nd^t£^BraSarrin^e!rT!i“^! between the currencies of the Jfead 
a the Branch are incessant and violent, a still better method for the 


departmental and branch accotots 
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Head Office is to convert the revenue transactions of the Branch, at the end 
of each month instead of at the end of the financial year, with the average 
rate of exchange' ruling during each particular month. 

It should he noted that the balances on the two accounts, viz., the Head 
Office Account and the Remittances Account appearing in the Branch Books 
need not be converted at any particular rate of exchange,, but should be set 
out in the Converted l^ial Balance at the same figures at which the corres- 
ponding Accounts appear in the Head Office. Trial Balance. It need hardly 
be pointed out 'that' the two accounts appearing in the books of the Head 
Office, viz., the Branch Account and the Branch Remittances Account record 
the same set or series of transactions as appear in the Head Office Account 
and the Remittances Account in the particular Branch Books. 

Having converted the various items of the same Trial Balance at differ- 
ent rates of exchange, it naturally follows that, the Trial Balance thus 
converted \vill not agree. Whatever difference there may be on the debit 
or credit would be inserted under the heading of “ Difference in Exchange ” 
and will be transferred to Profit and Loss Account. 

The Foreign Trial Balance having been thus converted into the Head 
Office currency, it is now possible for the Head Office to weave all these 
figures into its own books in the manner already indicated in previous pages, 
and compile therefrom a separate Trading and Profit and Loss Account and 
Balance Sheet of each of its Branches as well as of itself and also a combined 
Trading and Profit and Loss Account and Balance Sheet of the undertaking 
as a whole. 

ILLUSTRATION 166. 

The following illustration serves to show how the Trial Balance from a Branch 
in Paris is converted by the Head Office in Calcutta into its own currency : — 


— 



1 Francs. 

Franc". ' 

Ba 

Ra 

Sundry Debtors 


. 

j 25,250-00 


15,000 


Sundry Creditors 



10,100-00 

6,000 

Stock on 1st January 103S 



, 15,781-25 

9, STS 

Purchases 


S 1* • 

i 25,300-00 


15,000 


Sales 


• •• 


31,625-00 

18,750 

Salaries 



( 2,530-00 


1,.500 

General Bxpouses 


■ ' 

253-00 


150 


Furniture and Fixtures 



0,350-00 


3,750 


Machinery 



25,400-00 


15,000 


Patents 



12,700-00 


7,600 


Bills Roooivablo — 

— 


2,626-00 


1,600 


Bills Payable 




5,050.00 

3,000 

Cash at Bank 


>*• 

12,625-00 


7,500 

Hoad Office Account 




81,039-25 

48,670 

Difforenco in Exolmngo Aoconnt 

... 


146 



Frca 

12S,7U*25 
' 

1^,714-25 

Rs. 76,420 

„ ^70,127 


— 

. 






In the Head Office ..Books, the Branch Accoimt stands at Rs. 48,670. 

Fixed Assets have been converted at the rate on the day they were acquired, viz 
Francs 25.40 = Es. IS. 

Floating Assets and Liabilities at the rate on the day of closing, viz. Francs 2555 — 
Rs. 15. 

Nominal Accounts at the average rale during the year, viz, FrBncsS25.30 = Rs, is. 
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ILLUSTRATION 1G7. 

The following Trial Balance is forwarded to the London Head Office ty their 
Branch in India. Make the necessary conversion and draw up Profit and Loss Acconat 
and the Branch Account in the Head Office Books as at 3Ist December 1937. ^ 

Dr. Rs ' Or. Rs. i| Dr. Rs. i' Cr. Ks 

Head Office Cun ent Account, ' Loose Tools 


1 1-1937 
Remittances 
Land and Buddings 
Rurcha=o« 

Salaries 
Wages 
r Plant 
Sales 

Office Expenses 


48,300 I 
1 , 00,000 • 
4.40,200 i 
7,000 I 
0 , 10,000 ’ 
80,000 I 


2,12,000 Cash and Bank Balance 
I Adi ances to Indians 

' * Debtors 

I Bills Pai able 

j Creditors 

Stock, 1st JanuatT 1937 


10,000 ,| 

.1 6,000 I) 

.i 14,000 ,1 

!' 21,000 f 

, 1 18.300 

'll li 12,000 

!i' 18,000 j 


16,20,000 


Rs 18,62,500 jS.^SOO 


Stock, 31st December 1937, Rs. 19,000. 

Rates of Exchange, 1st January 1937— IjSJd., 31st December 114Jd. 

Average rate for the year — ^l|4d. 

* In the Head Office Books, the balance of Branch Current Account (at 1st January) 
stood at £14,600 and the balance of the Remittances Account at £4,075. 

Solution. ,, 

BRANCH TRIAL BALANCE CONVERTED. 


Head Office Current A/c. 

Remittances 

Land and Buildings 

Purchases 

Salaries 

Wages 

Plant ... 

Sales 

Office Expenses 
Loo»o Tools 

Ca‘-b and Bank Balance” 
Ad\anco” to Indians 
Debtors 
Bills Pasablo 
Creditors 

Stock on 1st Janunrv 1937 
Diffi'ronce m'Bxclmn're 


R«. 

a 

f 

p 

Rs. 

n. 

p 

£ 

A 

d. 



1 

2,12,000 

0 

0 




48,300 

0 





4,075 

0 

0 

1,00,000 

0 

0 ! 




6,458 

0 

8 

4,40,200 

0 

0 J 




29,346 

13 

4 

7,000 

0 

0 




4CC 

13 

4 

1,10,000 

0 

0 




7,333 

6 

8 

80,000 

0 

0 1 




.3,166 

13 

4 




6,20,000 

0 

0 




8,000 

0 

0 ■ 




533 

6 

8 

10,000 

0 

0 1 




* 

16 

8 

6,000 

0 

0 1 




412 

10 

0 

14,000 

0 

0 




962 

10 

0 

21,000 

0 

0 ! 




1,443 

15 

0 



1 

18,500 

0 

0 







12.000 

0 

0 




18,000 

0 

0 , 




1,102 

10 

0 

• 


r 

J 




23 

2 

6 

8,62,500 

0 

0 L 

— ir 

8,62,500 

0 

0 

£58,030 

4 

0 


£ s. d 
14,600 0 0 


41,333 6 8 


1,271 17 6 
S23 0 0 


BR^CH ACCOUNT. 
In Head Office 'Books. 


lollaLnco ... 

„ Net Prof l cnr-io-l (.1 Gtuo 
r'd Pio'it *. Lo'x .Xocoiiii' 


To IJftl.n'-ft d >v,i, 


14.609 0 0 By Remitt-anf(:s.V,ocoiiiil- 
Tran"fer 

3,7f,( 19 2 „ l! il (tite c-irncij down 

18,37 .-; 19 2 

14,234 IS) 2 


! 4,075 0 0 

", , I4>08 19 

£ 77^373 19 - 
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BRANCH TRADING AND PROFIT AND LOSS ACCOUNT, 




£ 

s. 

d. 


£ ^ 

5. 

d. 

To Stock, 1st January 1937 


1,162 

10 

0 

By Sales 

41,333 

6 

8 

„ Purchases 


29,346 

13 

4 

„ Stock, Nllst December 1937 

1,300 

6 

0 

„ Wages 


7,333 

G 

8 





„ Gross Profit carried down 

... 

4,707 

1 

8 





* 

£ 

42,639 

11 

8 

£ 

42,639 

11 

A. 

To Salaries 



13 

4 

By Gross Profit brought down 

4,797 

1 

8 

„ Office Expenses 


533 

0 

8 





„ Difference in Exchange 


23 

2 

0 





„ Net Profit 

... 

3,773 

19 

2 






£ 

4,797 

1 

8 

£ 

4.79l_ 

1 

_8_ 








I 


EXAMINATION QUESTIONS. 

Note. — ^The figures in bold type at the end of most of the problems 
indicate tlieir corresponding numbers in the Author’s “ TYPICAL 
PROBLEMS IN ADVANCED ACCOUNTING ” where full solutions of 
these will be foimd. ' 

1. Mention the main classifications of Branch Accounts. 

2. How would you deal with goods supplied by the Head Office to Branches? 

3. Give the form of the Sales Book of a Head Office which supplies goods to its 
three Branches as also effects its own sales. 

, 4. Explain carefully what advantages would arise from the Head Office invoicing 

its supplies to Branches at selling price. 

How are supplies by Head Office to Brandies invoiced at Selling Price dealt 
with in the Head Office Books 7 

6. Explain the working of each Branch Account in the Head Office Books when 
the Branches serve as a Depot for Cash Sales of goods supplied by Head Office. 

7. What periodical returns should each Branch send to the Head Office under 
the above circiunstanco, and what books of account should it maintain ? 

8. What books of account should a Branch maintain when it effects cash as well 
as credit sales ? What periodical returns should it send to the Head Office under such 
a circumstance ? 

9. Explain the various debits and credits on each Branch Account as would arise 

in the Head Office Books, in the above case. , 

10. What adjustments' should be made by the Head Office at tlie end of each finan- 
cial period, when the goods supplied to Branches are invoiced at Selling Price? 

11. Under what circumstances would it be desirable for each Branch to maintain 
a complete set of books and ascertain its own profit or loss? 

12. Explain fully the various debits and credits' on the Head Office Account as 
would appear in the Branch Books, where the Branch maintains an independent set 
of books. 

13. Give the entries necessary for the Head Office to incorporate the Branch Trial 
Balance in its own books at each balancing period. 

44 1 
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14. Is it necessary to maintain a separate^account of the cash transactions fwm 
those in goods as passing between the Head Office and the Branches ? How woinii a 
Remittance Account be dealt with at the dose of the ffiiandal period? 

15. What do you understand by Inter-Branch transactions? What is the best 

method of dealing with these? ' . 

IG. Explain the entries in the Head Office as also in Branch Books as to Depre- 
ciation of Branch Fixed Assets when such accounts are maintained in the Head Office Books 

17. Explain the working of each Branch Account in the Head Office Books where 
the Branch keeps its own books. 

18. How "would you deal with supplies of goods, if any, by. the Branch to 

Head Office ? ^ \ 

19. _ Where the Branch is located in a Foreign countrj’, how are the figures in 
the Foreign Branch Trial Balance converted in the Head^ Office Books for the purpose 
of assimilation ? 


20. Woidd it make any difference in your method of converting the Fordgn Branch 
Trial Balance 'in the Head Office Books, wherd' the fluctuations in the currencies between 
the Head Office and the Branch are frequent and "violent? 

"s/ 21. A Bombay Head Office charges out goods supplied to its Branch at cost pins 
20 per cent. From the following particulars prepare the Branch Trading Account and 
the Branch Total Debtors' Account as in the Head Office Books. Prepare also an 
account showing the actual Branch Profit ; - 


/ 


Goods sent to Branch 

Total Sales .. • 

Cash Sales 

Cash received from Branch Debtors 
Branch Debtors at Commencement 
Branch Stock at commencement 
Branch Stock at close of the period 


Es. 

52,9G8 

51.600 " 

27.600 
22,000 

6,000 

1,920 

3,360 


/ (S. Com.) 367 

r - • ^Branch Profit Ps. 8,660.) 

22. Messrs. J. Silkstone & Co., Coal Merchants of London, opened a branch busi- 
ness at Maidstone, on let January 1938. From the Trial Balance of the Maidstone Branch, 
prepare Profit and Loss Account and draft entries necessary to incorporate the figures 
below in the- Head Office Books. Slock of coal at Maidstone £984. 


Dr. Balances. 

£ 

Cr. Balances. 

£ 

Sundry Debtors 

640 

Head Office Adjustment Account 

1F74 

Horses, Carts, etc. 

280 

1 Coal Sales 

1,750 

Salaries, Rent and Expenses 

620 

1 Sundry Cieditors 

42 

Ca^b in hand. 

78 


Coal invoiced from Head Office . . 

1,748 

1 

{hondon Chamber of Commerce.) 

368 


/' 


£3G5.) 


by t!^ the imprest sy.stem. From the -undermentioned 

in ilw HcKJtl OiTcj> rhow how tJio branch accounts would opPE-si 

for ilsc tts TiTcnths to Sin Account for Uio branch shop 
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Si.x months’ Ci ediir Sales 

! 

2,387 

Slock. 31st Decembei 1937 

£ 

1421 

Returns Inwards 

20 . 

Debtors, 1st July 1937^ .. 

1227 

Cash received on L-edger Accounts 

2,384 , 

Goods leccived from 'Head Office 

2,178 

Cash Sales- 

1,214 ' 

Rent, T.ixes, etc., paid . . 

Wages and Sundry Expenses paid 

375 

Stdek, 1st July 1937 . 

720 

‘396 



(London Chamber of Commerce.) 

369 



(Branch Net Profit £1,033 ) 


24. Baxter & Sons, v-’hose Head Office is in London, remitted £500 to tlieir 
Manchester Brandi on 30tli December 1037. The Boolcs of the Head Office and the 
Branch are balanced ns on 31sl December each year. The abovementioned lemittance 
did not icach Manchester until the mornmg of the 1st Januaiy 1938. How would you 
deal with the amount m question an the Trial Balance of the Head Office and Blanch 
and when prepaiing the combined Balance Sheet of the whole business? 

(London Chamber of Commerce.) 370 


■^25. The Southern Confectionei-y Company, Limited, London, has a Branch at 
Bristol. Goods are invoiced to the Bristol Branch at selling prices, being cost plus 25%. 


The Bristol Branch keeps its own Sales Ledger and transmits all cash received to 
London daily. All expenses are paid from London. 


From the following details, prepaic a Profit and Loss Account of the Bristol Branch 
for tlie year 1937 : — 


Stock, 1st Januaiy 1937 (at invoice piices) 

£ 

. . 1,250 ' 


Slock, 31st December 1937 (at invoice prices) 

. . 1,500 


Sundry Debtors, 1st January 1937 

700 


Sundry Debtors, 3Ist December 1937 

900 


Cash Sales for the year 

. . 5,400 


Credit Sales for the year 

. . 3,'500 


Cash received for Ledger Accounts 

. . 3,300 


Goods, invoiced from iKindon .. 7. 

9,100 


Rent and Rales (paid from London) 

400 


Wages (paid from London) 

340 

\y 

Sundry Expenses (paid from London) 

80 


(Chartered 

t _ . - 

Accountants.) 

371 


(Branch Gross Profit £l,820f ; Branclu Net Profit £1,000.) 

20.* The Trial Balance of the London Office Books of the "A” Rubber Company 
is as follows on 31st December 1937 : — 


Estate Purdiases 

Estate Development 

Estate Produce Stock, .1st January 1937 

Cash at Bank, London 

Estate Manager,. 1st January 1937 

Remittance to Estate Manager 

London Office Expenses 

Share Capital . 

Creditois . . ’ . . 

Profit and Loss Balance 



£ 

s. 

d. 

£ 

s. d. 

3,000 

0 

*> 

8,000 

0 

01 


COO 

0 

0 



800' 

0 

0 



500 

0 

8 



1,000 

400 

0- 

0 

01 

0, 

"9 




12,000 

0 &' 




i 1,900 

0 0 




400 

0 8 

£14,300 

0 

8*14,300 

0 8 


After taking- out tlie above balahces, the accounts to 31st December 1937, are 
received from the Estate Manager-as follows- (the dollar to be taken at 2s id.) : — 



692 


ADVANCED ACCOUNTING 


Balance, 1st January 1937 
Remittance from London 

Rebates . . * 

Sale of Produce 
Profit on Rice 

Expenditure on Development 
Expenditure on Purchase of New Land' 
Expenditure on Upkeep of Estate , 
Balance carried forward 


$ 

$ 

. 4,286 


. 8,600 


131 


. 2,000 

- 

249 

9,000 


2,800 


1,646 


1,820 

§ 15,266 

J 15,266 


The produce unsold at 31st December 1937, was valued by the Manager at $5,500 

to construct the Revenue Account and Balance Sheet for pre- 
sentation to the Shareholders. (Chartered Accountants.) 372 

(Net Loss £269 7s. 4.d. ; Balance Sheet Total £14,030 13s. 4d.) 

,^7’-, ?rid White of London, general merchants, have a branch in Paris which 

IS earned on quite independently of the London Office. 

On 31st December 1937, the Paris Branch Trial Balance was as follows ; — 


Head Office 

Remittances to Head Office 

Furniture, Fixtures and Fittings 

Sundry Debtors 

Sundry Creditors 

Stock, 1st January 1937 

Purchases 

Sales 

Salaries and Wages 

Duty on Purchases 

Rent, Rates and Taxes .i 

Trade Expenses- 

Discounts 

Cash in Hand 

Cash at Bank 


Fri?. , 

1 

.. 80 , 000 i 

. . 10,0001 
. . 30 , 000 , 

25,000 
. . 90,000, 

!! 10,000 
.. 15,000l 

r. 7,500 
.. 20,000 
.. 4,500 

.. 3,000 

.. ‘ 20,000 


Frs. 315,000 


Frs. 

130,000 


10,000 

175,000 


315,000 


Stock at 31st December 1937, 27,000 Francs. 

Write off 109^0 Depreciation from Furniture, Fixtures and Fittings. 

^vemence, conversion was made at the rMe of 25 Fi-s. = £1. 
•nie Trial Balance of the Head Office on the same date was as follows 


Paris Branch 
Remittances from Paris" 

FurniturC;^ Fixtures and Fittings (H.o' 
Debtors and Creditors 
I'rading Account Balance 
Stock, 31st December 1937 
Cash in Hand 
Cash at Bank 
Black’s Capital 
White’s 


^ ! 

£ 

5,150 1 

i 

3J9i) 

1,5091 

8,000 ; 

! 

7,000 

2,310 

5,550 

300 

* 

2,000 


8,000 

2,000 


£22,500 22,500 


the H 


°ft the accounts of the Parle i. , . 

O.fficc Books. Divide the net profit ’ths to “Corporate them ir 

‘ lo Black and } to White. 

(Paris Brandt: Cross Profit £2,880 Net Profit or,o (Chartered Accountants.] 

Block pc£s,£ 2,632 lOfl. and White gets £877 1 
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28. The following represent the balances of the London Boohs of the Eastern 
Company, Ltd., on 31st December 1937, viz. : — 






£. 

/ . ^ 

Share Capital (70,000 shares of £,1 each fully 

paid) 

^ , 

70.000 

Buis Payable 





.5,500 

Bills Receivable 




. . 2.000, 

Investments, at cost 




. . 14,000 


General Reserve 



N 


8,000 

Stock on Hand 




600 


Debtors 




, . 3,000 


'Tleserve for Doubtful Debts 





100 

Creditors 





5,000 

Payments in advance 




!! 500 


Properties 




. . 25,000 


Profit and Loss Account 




. . 21,200 


Rangoon Account 




.. 18,760 


"Cash at Bank .. ^ 




, . 3,500 


Cash in Hand 

• ¥ 



40 






£88,600 

88,600 

Bills Receivable aggregating 

to £4,000 

were 

under 

discount. 



The following Statement of Assets and Liabilities at 31st December 1937 was 
received from the Manager of the Company's Rangoon Branch, viz. ; — 




Rs. a. 

P. 

Cash at Bankers 

• • . * 

. . 1,85,372 5 

0 

Cash in hand 

• * • • 

. . 19,269 8 

0 

London Account (£17,938 Is. 

lOd.) 

. .. 2,69,071 6 

0 

General Reserves 

• ♦ * » * 

. , 75,284 14 

0 

Stocks on hand 

* • • • 

..%27,595 3 

0 

Advances to Indians against security 

,. 2,25,000 0 

0 

Buildings, Plant, etc. 


., ■ 46,280 12 

0 

Debtors 


.. 87,063 13 

6 

Payments in advance 

.. 

. . 3,000 0 

0 

Reserve for Doubtful Debts 

, . 

. . 2.000 0 

0 

Creditors 


.. 5,48,125 5 

0 


The. apparent difference between the balance of the Rangoon Account in the Lon- 
don Books and the London Account in the Rangoon Books, consists of items in transit. 

You are required to prepare an Amalgamated Balance Sheet as at 31st December 

1937. 


The rupee to be taken at Is. 4d. 


(Chartered Accountants.) 374 
(Balance Sheet Total £130,060 13s. 7d.) 


20, Johnson Bros., Ltd., carry on business in London as Merchants and Agents. 
They have a Branch in Panama, which deals with the variotis interests of the Company 
in South and Central America, principally the management , of a subsidiary Company 
called the Santiago Mining Co., Ltd., and prospecting for new mining properties. 

At 31st December 1937, when the Trial Balance of the London Books was taken 
out, the Panama Branch appeared as a Debtor for £7,050, and the Santiago Mining Co,, ' 
Ltd,, as a Credifor for £5,100 for cash remitted to London. 

The Trial Balance of the Panama Branch was as follows:— 
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PANAMA BRANCH TRIAL BALANCE. 
31st December 1937. 


Aconcagua Exploration Account 
Furniture and Fittings 
San Salvadore Exploration Account 
Santiago Mining Co., Ltd. 

Salaries (cliargeable to Head Office) 

Trade Expenses (chargeable to Head Office) 
Cash at Bank and in Hand 
Head Office — ^London 


$ f 
. 345.00 

. 575.00 

. 2,415.00 
.62,675.00 
. 9,775.00 
. 3,450.00 
. 1,725.00 


80,960.00 


$80,960.00' 80,960.00 


which^tS®l4“nam?B?anlh^A‘“^® ? necessary, and show the amounts at 

appear in 

R^tc. of Exchange, Dols. 11.50 = £1. (amrtered Accountants.) 375 

(Converted Trial Balance Total £705,000.) 

on 31st^'DMeirffie^\9^37^°TiS'i?a^®'n*^^ extracted fi-om tlie books of Jones & Co, Ltd., as 
Loss Ac^unt for branch Trading Accounts, and Head Office Profit and 

_! 1 ^ ^ Balance Sheet on 31st Decemher 1937. ' ' 



' ««''■ '■"> i-Mi 

Pnrclui-P3 (Vss Return^ 

Stool, l«t Jnnuniy J037 
Dsbtoi** 

GreJitors 

)li‘’coiints received 
„ alloived 
•B.ndDo'ib. {Dr. Balance) 

Ellis Pa},ah!o 

Fninitaro, Fixture= and rittin'»s 

)<. - - . y 

TnnoHo’s’ SaUrios and Expense^ 

Ditceto s Feea ^ 

Return**) , — 

Oarna^'tj InvrArfls 
R-s?L'no rnnrj 

Hor-o^ name--, ^’olnri,.., etc 
iti h.and 
V -'■h at Bank 
Bof. .'ciitinn Oimrgo 
SuHor^ Ei|ien“e3 - , 

Rrat, 'I't-jramlTav^ 

Ho'^ttandSttWoBviim-*, 

i ro.'.tnnd Recount— Cr. B/di n- 

ItHu im Dividr-i 1-lfi j ' 

;> --Bn tel. Dr. 

I- ' 1 OfilM .V, OUnt:) 

."ilsf IV ■ r mUr J't (7 


(Branch Gro'rr Profit: Bii’l n-t (Chartered Accountants.) ' 37G 

tdl S4.1.Vi. BrlHoi ■ Branc/i 

» j roft of the Busina’S £5.235 ; 

Balance Sheet Total £52^63.) 



Hand 

I Oflico. 

Hull ' Bristol 

1 Bmiioli. j Branok 


1 £ 

1 ^ 

1 £ 

,,, 

! 23,000 

I 

1 

i 

... 

7,000 

1 


... 


1 12,000 

10,000 

• •• 


2,300 

1,800 

• •• 


4,800 

4,000 


8,000 

10,900 

13,300 

• •• 

300 

400 

• •• 

; 

1 1,000 

1,500 

600 

... 

2,300 

!' 000 


1.50 

1,000 

375 

223 


450 

1,800 

1,330 

■1 • 


-20,900 

432,000 

... 

7,300 

300 

450 


420 


' 

1 

. 

2,000 

1,750 

... 

' 40 

70 

.55 

«... 

8,900 


25 


' 20 

40 

... 

1 

3,000 

2,850 


273 ‘ 

400 

300 

.. J 

1 323 

250 

•• f 

170 i' 

' 1 



2„5oa 
20,210 • 

1 

* 

) 

10 203 



.. ! 

' 

20,210 

10,203 


) 

.5,1 HIO 

d,000_ 
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A. B. & Co.’s STORES. 

TRIAL BALANCE, 31st December 1937. 


I > 

' Head j Slanchestm 

jj Office. || Branch. 


Live: pool 
Branch. 


Hull 

Branch. 


Stoolc, 1st January 1937 • ... 

Goodmll 

Freehold Premisaa 

A. Capital Account 

B. „ >j 
Sales 

Purchases ... 

Sundry Debtois 
„ Creditors 
Trade Expenses ; 

Salaries and Wages 
Rates and Taxes 

Reserve for Bad and Doubtful Debts 

Bad Debts 

Roparra 

Postages 

Livoipool 

Manchestei 

Hull 

Hoad OfliOQ , “ ■ 

Investments 

Inoome from lux esculent's 

Oiish .it Bank ... 




£ 


£ 

£ 

1 , 1- 

£ 

1 £ 

850 


450 


' 425 

2751 

5,000 

• 



i 


1 

0,500 




J 


t 


7,804' 



[ 


i 


7,804 







7,000 1 

5,8.34 

1 5,412 


4,210 

.5,000 


4,20S 


4,000i 

3,000 


058 


G31 


567 i 

458! 




300 

1 276 


lfi2 

78 


- 70 


03 

32 


COO 


450 


250i 

250 


139 


10S» 

150, 

73 



501 





38 


30 

22 

22 


150 



; 

1 



.30 


21 

1 

14' 1 

11 



197 



1 




160 







251 



i 1 





166 

1 

i 

197 1 

251 


4,000 

320 


. i 

i 

h 


• 

1,000 


* 





24,043 

24,043 

C,134| 6,)34| 

5,088j 5,088 

4,372 

4,372 

£884 

1 

i 

£ 500) 

£ 450' 1 

Tioo 



Stoolv, Slat DoLombut 19.37 ... _ 

From the above Trial Balance piepare Trading and Profit & Loss Account and 
Balance Sheet of the partnership. (Incorporated Accountants.) 377 

(Gross Piofit: Head Office £2,034, Manchester £1,676, Liverpool 

Hull £1,235 ; Total Net Profit £4,101 ; Balance Sheet Total ,£20,447.) 

32 ^ The X, 2 Co., of London, has a Branch at Newcastle-on-Tyne. Goods sold at 
Nexveastie are supplied from London, but no chaige- is made in the books as between 
the Branch and Head Office. On 31st December 1937. the Br.xnch Balance Sh eet, after,, 

closing the books, was as follows:— . - ■ "" "~"' 

' “ Assets . .C 

Sales Ledger B.ilances . . 46,700 

Premises ^tension Account — 
closed by Head Office Account Nil 
Cash in hand ... . . 50 

at Bank - 1,260 


LiabtUties 
Bought Ledger Balances - 

Head Office. 


£ 

3,290 

44,720 


! 


& 48,010 


£ 48,010 


In the six months to 30th June 1938, the following transactions look place at the 
Branch :■ — 


Sales 

Purchases • • • 

Wages paid 
Salaries paid • • . 

Directors’ Fees paid 
Fire Insurance Premium for 1 year 

Cash'^coliected on account of 
Sales Ledger Accounts 



. . 54,180 


. . 4,200 


.. 5,700 

560' 


- 200 


480 

42,000- 


Discount allowed . . . • 2,500 

Cash paid, Bought Ledgti Accounts 3,800 
Cash sent to London . . . 29,560 

Premises Extension, further 

payments to Contractors ' . . 1,500 

There is cash in hand on 30lh 
June 1938 60 

And a Bank Balance .. 1,450 
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show IS in the NcwcasUe Books on 30th June 1933, to 

date, assuminff it to he im/te dosed, and also the Branch Balance Sheet at that 

oaie, assumuig it to be made up on the same lines as on 31st December 1937, 

(Chartered Accountants.) SIS 
33. Jones and Smith T . t • Balance Sheet Total £58430'.) 

Depots, A. B and C From the as Cement Manufacturers, at three 

for^the half year to Dec?rber 31st ^heir books (see below), prepare 

Depot, a General Profit R T Profit & Loss Account for each 

Pr.fi. i 1.= 

Tko Stock. .1 ,hc Depot. o„ December si? S? wm 4 Mow. 

. A £ s. d 

B ■■ 714 18 7 

C 1,653 13 8 

924 16 2 


Total £ 3,293 8 5 

Bepg.,e 0. . 

uo. Machmery 2o' Dr, j ' 

U per cent.^ 'ae^Iana^erT- enfitled'^t^in*’*^”^ Discounts 

half year. ^‘^anager i. entitled to 10 per cct;t of the net profits made in. each 


o, , Dr. 

Stock, 1st July 1937 a 


trial balance 

31st December 1937. 


Purchases 


Wages 


Salaries 


^ade Discounts 
Expenses A 
B 
C 
A 
A 


B 

C 

A 

B 

C 

A 

B 

C 

A 

B 

C 

A 


Repairs 
Bad Debts 


Debenture Interest 
T^es and Discounts 
Profe^onal Charges 

Furniture and Fittings 

Horses ^nd Carts 

Property 

Buildings 

Machinery 

C-asn * 


3 

8 

2 

0 


£ s. tl, 
664 6 9 
1,305 11 9 
743 1 3 
8,163 9 6 
6,491 4 11 
1.649 18 8 
2,522 6 
625 3 
156 9 
797 0 
67 11 10 
34 10 1 
253 4 7 
1,656 3 7 
888 17 10 
203 2 3 
731 1 0 
144 15 S 
62 8 10 
60 111 
248 12 10 
47 8 10 

62 10 e 
4,838 0 
27 10 
260 0 
648 11 
5,808 12 
2^55 0 


Sales 


Cr. 


A 

B 

C 


Share Capital ■ • 
Debentures 
Creditors 
Bills Payable 
Reserve Account 


£ s. d, 
15,688 7 6 
74)53 0 4 
1,994 U 4 
5,000 0 0 
6,477 10 0 
2,469 0 2 
1,086 7 9 
2,740 4 9 


0 

0 

0 

8 

0 

0 


1,521 13 
JJO 12 


^ 43,409 1 10 


43,409 1 1C 


, 

(Gross Profit: A Dp,ot £4799 19s r Accountants.) 

. £369 18s. 5d. i Net ^^s. 8d.. C Depot 

. et Profit of the Biisiness £807 10s. 3d ; 

Balance Sheet Total £17,862 17s. Id) 
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34. A, B and C carry on business in parinersiiip as Oil Engine Dealers and 
Repairers, _ their business being divided into two parts : (1) Engine Department, and 
(2) Repairs Department. The following were the Ledger Balances on 31st December 
1937 


Engines — ^Purcliases and carriage 

£ 

8,000 

Life Policy — Sunonder Value, 31st 

£ 

„ Fitters’ Wages and Ex- 

• 

December 1936 ,, ■ 

300 

» penses 

1,500 

Bank Interest and Commission 


„ Stock, 31st Dec. 1936 

2,000 

(Dr.) 

20 

„ Sales 

12,000 

Office Expenses 

120 

Repairs — ^Purchases 

5,000 

Discounts (Dr.) 

Office Furniture 

250 

„ Stock, 31st Dec. 1936 .. 

800 

150 

„ Wages and Expenses . . 

2,000 

A — Drawings Account (Dr.) 

100 

„ Sales 

10,000 

B „ (Cr.) 

120 

Sundry Dcbtois 

4,000 

C „ „ (Cr.) .. 

200 

•„ Crcditor-s 

2,200 

C — Loan Account (at 5%) 

500 

Salaries 

500 

A — Capital Account in Credit .. 

SOO 

Rents, Rates and Taxes . . 

300 

B ,1 ,, ,, , ■ 

500 

Fuel and Light .. 

50 

C „ T, . * 

500 

Insurance— Fire and Workmen’s 


Cash in liand . . . . , . • 

25 

Compensation 

140 

., at Bank . . 

1,230 

Life Insurance Pieinium 

35 




^ Stocks, 31st December 1937 — Engines, £2,100 ; Repairs, £950. 

Surrender value of Life Policy, 31st December 1937, £325. ' 

Interest on capital at 5% per annum. Tiie profits were divided: A 7/20ths, 
B G/20ths, and C 7/20ths. 

Make out a Trading Account for each of the two Departments, and the firm’s 
Profit & Loss Account of 1937, and Balance Sheet ns on 31st December 1937. 

' . ’ (Chartered Accountants.) 380 

(Gross Profit : Engine Dcparttiiciit .£2,600, Repairs Department £3,150 ; 

Net Profit to ; A £1,491, B £1,278, C £1,491 ; Balance Sheet Total £8,780.) 

35. The Univcisal Trading Co., Limited, carry on business as Merchants. The 
Capital of the Company is Rs. 4,00,000 divided into 2,000 Ordinary Shares of Rs. 100 each, 
all of which have been issued and are p.aid up to tire extent of Rs. 75 per share, and 
2,000 6 per cent Preference Shares of Rs, 100 each, of which 1,500 have been issued 
and are fully paid. 

s TRIAL BALANCE 

31sf December 


Eb. 

Ordinary Share Capital . . 1,50,000 

Preference Share Capital .. 1,50,000 

Sales, Department I . . . . 7,00,000 

„ „ II .. 3,00,000 

Sundry Creditors . . . . 1,20,000 

Bills Payable . . . . 15,000 

Income-Tax Reserve Account -. . 3,000 

Stocks 1st January, Department I 34,000 

„ « „ II 11.000 

Sundry Debtors . . . . 2,30,000 

Bills Receivable . . . . 50,000 

Office Furniture and Fixtures .. ^10,800 
Rent, Rates and Insurance 18,000 

Marine Insurance . . . . 24,000 

Purchases, Freight, Duty, etc., 

Department I . . . . 4,30,000 

Purchases, Freight, Duty, etc.. 
Department II . . . . 2,50,000 


Travellers’ Salaries & Expenses 

Office Salaries 

Commission 

Dividend Account — ^half-year’s 

Dividend on Preference 
Shares, 30th June 
Advertising 
Bank Charges 
Stationery and Printing - 
Telegrams and Stamps 
Exchange and Discount (Dr.) 
Incidental Expenses 
Directors’^ Remuneration 
Coal Mining Syndicate Shares 
Germanic Bank (Limited) 

Banque de la Rcpublique 
British Bank (Limited) 


Tile business of the Company is divided into two Departments :-t- 


(I) Sundries, Machinery and Tools. 
(11) Coal, Iron and Steel. 


Rs. 

54000 

18000 

12,000 


4,500 

48.000 

1,200 

27.000 

6,000 

15.000 
9,000 

30.000 

60.000 
35,500 

25.000 

35.000 
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above Trial Balance for the j'ear ending 31st December, prepare Dcpari- 
me tal Trading Accounts, showing Gross Profit of each Department, imd apportion the 
expenses in proportion to the Turnover of each Department. 


Depredation of! Furniture and Fittings, provide Rs. 3,000 for 
Bad Debts, and 2 per cent on the Debtois for Discounts. 


The stocks on hand on 31st December were ;* (I) Rs. 40,000, and (U) Rs. 16,800. 

No dividends h.ave been iccoivcd on the Shares in the Coal Flming Syndicate, 
lilted, and the Directois h.ive decided to place Rs, 30,000 to a Reserve Fimd to 
provide for tne Dopieciation in value of tho-^e shares 


Prepaie Profit i Loss Account and Balance Sheet. (B. Com.) 381 

!\T / Rs. 2.76,000, Department 11 Rs.- 55,800; 

Net Piofit : Dcpii^merit I Rs. 86 426; Net Loss : Department II Rs. 25,446; ^ ’ 

' Net Prop. Rs: 60,930 ; Balance Sheet Total Rs. 5,02,020.) 

Branri'^tn Balance is forv.-arded to the London Head Office by their 

-S ^ 1 nccess.ary conversions and draw up Profit & Loss Account 

. nd the Branc i Account in tlie Head Office Book*- as at 31st December 1937. ’ 


Head Omce Cuiient Account, Isl January 1937 
Remittances .. _ r j- 

Land and Buildings 
Purchases 

Salaries ” 

■Wages 

Plant . . ■ * ’ 

Sales ’’ ” ‘ 

Office Expenses ' ” 

Loose Tools ” 

Cash and Bank Balances . 

ALdvances to Indians 
Debtors 

Bills Payable ' ” 

Creditors . ] 

Stock, 1st January 1937 *’ 


Slock, 31st December 1937. Rs. 19,000. " ' - 

Rates of Exchange, 1st January 1937-l/3id., 3ist 
Average rate for the year— l/4d. 



Rs. j 

Rs. 

2,12,000 

, , 

48,3001 


•• 

1.00 000* 
4,40,200! 



7,000| 


, , 

1,10.000 


*- 

80,000 

6,20,000 


8,000 


10,000 


, , 

6,000 


' * 

14,000 

2L000j 

18,500 

• “ 

18,000 

' 12,000 

Rs. 

8,62 50oi 

8,62 500 

December 1937 

-l/41d. 


stood at £14^o'^a^d^ffie^bffiSc* oMhe^R branch Current Account (at 1st January 
/ .7 1 of the Remittances Account at £4.075. SS 

1 ® 2^?-; Gross Profit 

- -4,797 Is. 8d. ; Net Profit £3,773 19s. 2d. 

goods bought to the Branch Offices PurAas^ at the Head Office and sends th 

The Branch Offices eSect sales keen lhp.,V retained at the Head Office 

account^ and pay in the whole of fhei, .B^<igers, leceive cash against ledge 

Branch Office expenses are paid from cSi Head Office 

for the purpose. ‘ remitted by the Head Office to the Branche 


Books Also prepare'^' 


Branch Accounts in the Head ^Office 
showing the net profit made by each 
assuming that the' Head Office expenses 
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Credit Sales 
Returns Inwards 
Allowances to Customers* 

Cash received on Ledger accounts 
Cash Sales • 

Stock at commencemont, at cost 
Stock at end, at cost 

Debtors at commencement- — ... ... 

Debtors at end 

Bad Debts ... ... 

Goods bought by Head Office and supplied to Branches 

Rent and Taxes paid 

Wages and Sundry Expenses paid 


Rs. 

40,500 

300 

75 

35,700 

21,300 

8,100 

9,300 

18,750 

22,950 

225 

31,800 

1,200 

5,700 


Ra 

30,000 

360 

60 

30.000 
18,750 

7,200 

8,700 

18.000 
20,430 

150 I 
30,900 I 
1,050 
5,340 


Rs. 

34.500 
240 

90 

30,000 

19.500 
7,500 
7,200 

10.500 
20.070 


r^ffT ’ (G. D. A.) - ^^3 83 

(Gi^s Profit : A Bi anch Rs. 25,200, B Branch Rs. 22;650, C Branch Rs. 18,210 ; 

Net Profit of the Business Rs. 47,085.) 

'^”38. From the undermentioned information and instructions, prepare Departmental 
^Trading and Profit & Loss Account in columnar form of the three Departments of the 
Outfitting Supply Stpres, Ltd. 

Rs. Rs. Rs. 

Tailoring. Ladies’ Wear. Outfitting. 

Stock on 1st January 1937 .. .. 41,280 33,975 93,721 

Stock on 31st December 1937 . . . , 32,840 43,828 81,626 

Purchases for year . . . . 2,10,342 75,296 1,39,109 

Returns (Purchases) .. .. 14,382 5,629 1 823 

Sales for year 4,00,173 1,54,085 3,62,189 

Returns (Sales) . . . . ‘ . Nil 3,259 11,217 

Wages 72,823 30,084 24,613 

Goods were transferred from one department to another at cost price as follows; — 
'^Tailoring to Ladies' Wear Rs. 389 and to Outfitting Rs. 6,679 ; 

Ladies’ Wear" to Tailoring Rs. 5,315 ; 

Outfitting to Tailoring Rs. 4,271 and to Ladies’ Wear Rs. 5,801. 

'■ ■ ”. Stationery Rs. 921, Postages Rs. 663, General Char-ges Rs. 39,627, 

Insur. ■ ■ id. Depredation Rs. 5,460, . ? 

Allocate .the, following further expenditure as you think best and append notes 
stating the basis selected for each “item : — ^Establishment Rs. 63,395, Bad Debts 
Rs. 19,823, Advertising .Rs. ,7,293 and Income-tax Rs. 11,028. , - - 

Rent and 'Taxes Rs. 45,437 is to be split up in proportion to space occupied, i.e., 
Tailoring 4, Ladies’ Wear 2, Outfitting 3, Otlrcr space 2. 

Approximate "apportionment is all that is necessary; charge any odd balances to 
Outfitting Department. - (G, D. A.) ' 384 

(Gross Profit; Tailoriitp Rs. t, 20,432, Ladies’ Wear Rs. 60,053, Outfirtinp 
'Rs, 1,80,371 ; Net Profit: "Tailoring Rs. 42,312, Ladies’ Wear Rs. 16,396, 

^ - Outfitting Rs. 1,06,716.) 

39. On 31st December 1937, thc^ Trial Balance of the Surat Branch stood as 
follows : — " ' ' 


Stock on 1st January 1037 
Prrmitrrre 

Debtor-s • - - • 

Goods recerved from Bombay 
Office 

Salaries, Bent and Expenses 
Cash; on .hand .. 


Bombay Office Account 
Sales 

Sundry Creditor.^ 


Rs. 17,000 


Rs. 17,000 



advanced accounting 
stock on 31st December 1937, Rs. 2,300. 

the sSat^ 3nd draft Journal entries necessary to incorporate 

^irat liabilities m the Bombay Office Books', ^epare also the 

Surat Branch account m the Bombay Office Ledger. ^ (G. D. A.) 3SB 

(Gross Profit Rs. 2,700 ; Net Profit Rs. 1,600.) 

portions' of'SS T sharing profits and losses in the pro- 

Chhaganlal manappH tho P Burjorji managed the Bombay Office, and 

Soof Sfoll^^!! 31st December 1937, the Trial Balances 


Bombay Office 

Stock, 1st January 1937 
Rangoon Office, Dr. 

Buijorji’s Capital 
Purchases 
Sales 

Book Debts 
Creditors 
Wages 

Carriage and Cartage 
Plant at Bombay 
Plant at Rangoon 
Cash on hand 

Stock on 31st December 1937 Rs, 


Rs. 

1,08,000 

45.000 

2.04.000 

1.92.000 

3.12.000 

^,000 

42.000 

36.000 
5,400 

72.000 

48.000 
6,600 

1,00,800 


Rangook Office Rs- 

Stock on 1st January 1937 .. 78,000 

Bombay Office, Cr. .. .. 36,000 

Chhaganlal’s Capital .. 48,000 

Book Debts . . . . . . 30,000 

Purchases .. • 1,02,000 

Sales .. .. „ 1,44,000 

Creditors . . . . . . 12,000 

Wages . . “ ■ 24,000 

Carriage and Cartagh .. ,, 2,400 

Cash on hand ., .. 3,600 

Stock on 31st December 1937 Rs. 85,200 


for Rs. 9,000 remitted to^ti^Borfi^^Offl Office Account has been debited 

credited by the Bombay Office on 1937, but received and 

5% and depreciation on Bombay Plant at Interest on Buijoiii's Capital at 

the Bombay Office, and intere^ on ChtinJ^i ^^'^^^rged against the profits of 

Rangoon Plant at 5% are to be 5% and depreciation on 

to be charged against the profits of the Rangoon Office. 

their current accounts*^ and^^ offices for reconciling 

Profit & I^ss Accounts, and Balance Sheets^^to prepare two separate 

the tv/o offices. — with reconciled current accounts between 

_ . (G. D. A.) 3S6 

oo Rs. 1,27,800, Bombay Office Books Rs. 3,06,600.) 

in London, ha'd a ^bltehTdTt\2i^- Mer^ants, whose Head Office was 

was decided to close the Branch and transferee *1*® outbreak of the War, it 

represent the Balance Sheets of the two houses foUowing figures 

LONDON BALANCE SHEET. 


_ . , Liabilities 

Capital 

Creditors . . 1 1 

Profit £r Loss Account . . 

£ 

. 40,000 

5,000 
.. 3,500 

• 

£ 48,500 


Buildings 

Debtors 

Bank 

Cash 

Lyons Branch 
Stoii 


Assets 


& 

8,000 

-13,500 

500 

100 

5,000 

21,400 


£ 48,500 


CrcdUors 
Hpfid OSicc 
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LYONS BRANCH (tn Francs). 

Fra. i ‘ Frs. 

.. 10,000 : Debtor-; 00,000 

.. 125,500 ‘ Cash 1,000 

Bank 5,700 

Fixtures .. .. .. 7,800 

Slock . , . . . . 61,000 


Frs. IS-l^WO Frs. 135,500 


^ A fixed rate of Exch.-mfic 25.10 had been used between the Head Office and Branch, 
end tire Branch Stock wm i.aken over by iHe Hc.ad Office nt tliis rafo. The Lyons Debtors 
rwlhed 45,000 Francs and the Flxlurc.s wore .'old for 4,500 Francs. Creditors were paid 
fn full, and the cost of windinj! up tlic Brandt was 1.000 Francs. Titc proceeds of the 
rc.alhaition indudinf* Cash in hand and at Iwnk .were transmitted to London at tJie 
rate 27.2S. You are rcrjue.ited to rceon'itruct (he Hdod Office Balance Sheet by includfnft 
tlic rt-TOit of the realisation. (C. D. A.) 387 

on Rertfi.iaHon Frs. 10,30t) ; Bcfcncc Sheet Total of 
' London Office £47,589.) 

K^Z. Show what entries would be jiassed by Uie Head Office to record the follow- 
iiti? iran-sactions in their books;— 

(fl) Goods amounting to Rs. 500 transferred from Calcutta Brandi to Rangoon 

Brandi, under instructions from Head O.Tico. 

(b) Depreciation of Branch Fi.scd A.s.scts when such accounts are opened in the 

Head Office Books. 

(c) A rcniiltancc of Rr. 3,000 made by the Rangoon Brandi to H. O. on 2Glh 

December and received by the H. 0. on 4th January. 

(d) Goods of Rs, 5,000 shipped by the H. O. to the Rangoon Branch on 20tli 

December and received by the latter on 15th January, (B, Com.) 388 
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BANKRUPTCY ACCOUNTS. 


When a trader has become hopelessly involved in financial difficu ^ 
so that further trading is impossible, it becomes necessary for him to a'e 
protection under the Banlc'uptcy Acts. The object of Bankruptcy Haw b 
to -distribute the proceeds of the imsolvenf’s estaie equitably among his Oreai- 
tors and to free him from all further liability in respect of the unsatisnc 
portion of his indebtedness to his creditors. .The Bankruptcy Petition may 
be presented to a Banla'uptcy Court either by the debtor himself or by a 
creditor. After the petition is heard, a Receiving Order is made upoi^ !■ 
The effect of a Receiving Order is to remove the debtor’s property 
own custody and place it in the hands of an officer of the Court call^ the 
.Official Receiver, and to stay any further legal proceedings against the 
debtor by the unsecured creditors. ^ 

The Receudng Order having been made, a Statement of .^airs 
be made but by the debtor in the prescribed form, and submitted to the 
Official Receiver. This statement is practically a summary of the debtors 
financial position, prepared with a view to the immediate realisation of the 
assets for distribution among the creditors. Tlie assets available for the 
unsecured creditor.? ai'e estimated at their reabsable values and placed on 
the right-hand side of the statement ; and the liabilities to be paid out oi 
these assets are placed* on the other side. The excess of the liabilities over 
the assets tlien presents the estimated deficiency,- ' 


ENGLISH BANKRUPTCY ACT. 

The Official Statement of Affairs in Bankruptcy under the English 
Bankruptcy Act, consists of the following forms : — 

1. The Front Sheet, i.e., a statement showing in a summaiTsed form tha 
various assets of the debtor, the claims of the various classes of creditors, 
and the amount of the deficiency. 

2. The Schedules containing full details of the several .assets, and liabil- 
ities inserted in the Front Sheet. - - ” ” 

3. The Deficiency Accoimt explaining th^ cause of the debtor’s finan- 
cial embarrassmeht. 

The yarious Schedules requiring the Bankrupt to give full details as 
regards his several liabilities and assets have to be prepared on prescribed 
forms, which have been explained and illustrated herein. 

List A, XJnsGcurcd. Creditors. — The details of debts owing to sH 
creditors who have merely a claim upon the general assets of the debtor 
appear on this list. Creditors on BiUsJPayable and Promissory Notes are 
classed as unsecured creditors, and included in this list. Any other un- 
secured debt, such as hank overdraft ot.the balances of debts in respect of 
rent, wages, salaries, etc., exceeding the preferential limit must also be 
entered on this list. . . — 


+T, f — ^A creditor who holds a security to 

as a. mortgage', charge' or lien upon any 
^ secured creditor. Full details of 
such debts together ^vlth particulars of the securits^ dates when given, the. 
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estimated value o{ the security and the estimated surplus from security, if 
any,’ must be entered on this list. Any surplus of securities in hands of 
creditors fully secured, if not other-wise charged, will be shown on the assets 
side of the Statement of Affairs and will be available for distribution among 
the ordinary creditors. 

List C. Partly Scciu-etl Creditors. — ^This list contains details of credi- 
tors who hold securities which arc not sufficient to cover the whole of the 
dibts due from the bankrupt. Such creditors rank against the estate for 
dividend in respect of die balances due to them. On the Statement of Affairs, 
the total amount of debt is shown in the inner column from which the value 
of the security is deducted, and the unsecured balance is extended in the 
outer column. 

List D. Liabilities of Debtor on Bills Discounted other than bis own 
Acceptances for value. — ^The debtor’s own acceptances for value, i.e., his 
ordinary Bills Payable, are included in List A. The List D must contain 
aU unmatured Bills Receivable discounted with bankers* or bill brokers, or 
endorsed over to creditors ; only those bills, however, that the acceptors are 
expected to dishonour v/ill be entered as liabilities of. the estate ranking for 
dividend, although the total amount will be shorvn in the Gross Liabilities 
column. Accommodation Bills which have been eitlier drawn, accepted or 
endorsed by the bankrupt must also be included in this list. Where the 
debtor is liable on accommodation bills as acceptor, such bills should be 
extended as liabilities of the estate. Where, however, he is liable on them 
as drawer or endorser, only those bills expected to be dishonoured should 
be shown as ranking against the estate for dividend. 

List E. Contingent or other Liabilities. — On this list must be entered 
all liabilities which the bankrupt may have incurred as suirety or guarantee 
for others, liabilities in respect of any uncompleted contracts or covenants 
contained in' a lease, any. balance due on partly called up shares, loan from 
the debtor’s wife for business purpose, loans carrying by way of interest a 
share of the profits of the business, or any uncertain debts and liabilities 
incurred without valuable consideration or jointly with some third party. 

List F. Creditors for Rent, etc. recoverable by Distress. — landlord is 
entitled to claim six months’ rent in full, if he distrains after the commence- 
ment of the bankruptcy. 

List G,- Preferential Creditors for Rates, Taxes and Wages. — ^Under the 
English Bankruptcy Act, the following shall be paid in priority to all other 
debts: — 

(a) All Rates and taxes not exceeding one year’s assessment. 

(b) All wages of salar 3 ^ of any clerk or servant in respect of services 
rendered during four months, before the date of the Receiving- 
Order, not exceeding £50. 

(c) All wages of any labourer or workman in respect of services 
, rendered during two months before the date of the Receiving 

Order, not exceeding £35. ' 

(d) Moneys due under Workmen’s Compensation Act, 1925, the 
liability wberefor accrued before the date of receiving order. 

(e) All contributions payable under the National Health Insurance 
Acts or the Widows’, Orphans’ and Old Age Contributory Pen- 
sions Act, or the Unemployment Insurance Acts, by the ban- 
krupt, in respect of employed contributdrs or workmen, in an 
insured trade- during twelve months before the date of the 
receiving '^rder. 
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Hie foregoing debts shall rank equally between themselves and sh^ 
paid in fuU, unless the property of Hie banlanipt is insufficient ^ meet tnem, 
in which case, they shall abate in equal proportions between themselves. 

Subject to the retention of such sums as may be necessary for 
of administration or otherwise, the foregoing debts shall be discharged to 
with so far as the property of the debtor is sufficient to meet them. 

Deferred Creditors. — Certain Creditors cannot recover an3dhing frow 
the Bankrupt’s estate until all Hie other unsecured Creditors are.paid m tw ’ 
These are : — 

(1) Creditors who have advanced money to the bankrupt in return 

for a rate of interest varying with the profits. ' _ . 

(2) Loans from wife to husband or husband to ulfe for use in business. 

(3) The Vendor of the Goodwill of a business who has agreed to receive 
in return a share in the profits of the business. 

In the Statement of Affairs, the amounts payable as preferential debts 
under lists F and G are shovm on the liabilities side in the inner colu^ 
and then deducted on the assets side from the total assets available ior 
distribution. Any balance of amount owing to these creditors exceeding 
the preferential limits is carried to List A. 

List H. Propertj'. — ^This list contains details of the various properties 
and assets belonging to the bankrupt other than book debts and debts oivmg 
to him on bills of exchange and promissory notes. 

In the Statement of Affairs, the book value of each ■ asset is shown ^ 
the inner column and the estimated realisable value in the outer colun® 
headed “Estimated to produce.” The difference between the book 
and the estimated realisable values is shoum on the Deficiency Account as 
losses on realisation. . ' ’ 


List I. Debts due to the Estate. — ^This list provides for book debts, dis- 
tinguishing between good, doubtful and bad. In the Statement of AffairS» 
the good debts are shown in the “ Estimated to produce ” column, whereas 
doubtful and bad debts ai'e shown in the inner column and the amount 
estimated to produce, in the outer column. , 

List J. Bills of Exchange. — In this hst, full details ai-e required to be 
showm of all Bills Receivable, Promissory Notes, etc., held by the bankrupt. 

Statement K. Deficiencj'^ Account. — The object of this Account is ^ 
explain how the deficiency, as shown ^ 'the Statement of Affairs, as at the 
date of the Receiving Order, has been brought about. The account is pre- 
pared for such period as the Official Receiver may require. Tlie starting 
point of the account is, therefore, the date given by the Official Receiver. 
On the left-hand side of this Account is- shown the excess of assets over 
liabilities, as at the commencement of the period. This would be 'followed 
by all subsequent trading profits and income from any other source, Against 
these w'ould be detailed trading losses, if any, during the peiiod, losses by 
bad debts, household expenses, gamblmg or stock exchange losses, losses 
through dishonoured or ^con^odation hills and the estimated losses on 

difference behveen the trvo siSfwould repre- 
b^tb^ jnust agree with the deficiency as shown 

af Statement of Affairs. If the bankrupt’s books showed a deficiency 
at the commencement of ffie pez-iod from which he is asked bv the Official 

deficiency would appear 
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ADVANCED ACCOXJNTING 


INDIAN BANKRUPTCY ACT. 


In India, bankruptcies are governed by the Presidency Towns Insolvency 
Act, 1909, amended to 1934. The form of Statement of Affairs required to 
be prepared by the insolvent to be submitted to the OfiBcial Receiver follows 
practically on the same lines as the English Statement of Affairs, wth the 
only difference, that it does not provide separate Schedides for Liabilities on 
Bills Discounted or Accommodation Bills (List D) and Contingent Liabilities 
(List E) , as required under the English Bankruptcy Act. As to the Defici- 
ency Account, the Indian Act does not provide for any particular form, but 
merely states on a blank form headed “Deficiency Statement” that the 
insolvent should explain the cause for the deficiency. 

The following are the Preferential Debts under the Presidency Tovus 
Insolvency Act : — 

(a) All debts due to the Crown or to any local authority; 

(b) All salaries or wages of any clerk, servant or labourer in'^espect 
of services rendered to the insolvent during four months before the date of 
the presentation of the petition, not exceeding three hundred rupees for each 
clerk, and one,.Iumdred_iupees for each such servant or labourer ; and 

(c) Rent due to_ landlord from the insolvent, provided the amount pay- 
able under this clause does not exceed one_mouth’s amit. 

The debts specified above shall rank equally between themselves, and 
shall be paid in full, unless the property of the insolvent is insufficient to 
meet them, in which case they shall abate in equal proportions between 
themselves. , 

Subject to the retration of such smns as may be necessary for the 
' expenses of admii^tration or otherwise, the debts specified above shall he 
discharged forthwth in so far as the property of the insolvent is sufficient 
to meet them. 


'll Firms.-In the case of partners, the partner- 

sh p prope^ shall be applicable in the first instance in payment of the part- 
nership d^ts and the separate property of each partner shall be applicable 
^ payment of his separate debts. Where there is a 
^ property of the qiartners, it shall be dealt %vith as 

Property ; and where there is a surplus of the parf- 
pronertv^in^nrf^’ % dealt with as part of the respective separate 

the rights and interests of each partner in the 

Bala?5*'qw a Statement of Affairs.— (1) A 

liabilities^ discloses capital represented by excess of assets over 

Statement of Affairs presupposes a 
the excess of liabiUties ovSisSS"^^^ ^ deficiency represented by 

on th?ba2^ora''^ofnf ^ Balance Sheet at book figures, 

valued at likely realisable ofSeakS^fiSires^^^^^"”^ 

.secured, partly seeded liabiHties in respect of tmsecured, fully 

clo^ed. a sSS ??iSgrthe"^ individualiy dis- 

be shown distinctly under d^rent £adi^”°^^ creditors have to 

fictitiou-s assets, swhat Sheet frequently includes intangible or 

os preliminary' expenses, goodwdll, prepaid o:^enses, 
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etc. A Statement of Affairs excludes all such items and shows only such 
assets as are realisable and available for the general creditors, assets mort- 
gaged or pledged as security for debts being shown by way of ’deduction from 
the debts themselves. 

The following illustrations show the prescribed forms of tlie Statement 
of Affairs under ffie English as well as the Indian Insolvency Acts : — 
ILLUSTRATION 168. 

A filed his petition on 31st December 1935 and his Statement of Affairs was 
composed of the following figures: — 

Creditors on Open Account £70,000 ; Bills Payable .£5,000-; Creditors partly secured 
by lien on shares £40,000 V^iability on Bills Reenable discounted (estimated to rank 
£3,500), £7,000; Mortgage on Buildings £10,100V^Landlord for Rent £100; Creditors for 
wages, etc., payable in full £2,900; Book DebtSc — Good £20,000, Doubtful £6,000, esti- 
mated to produce £2,000, -Bad £1,000 ; Stock £00,000 estimated to realise '£43,000 ; 
Shares £20,000 estimated to realise .£’B5,2!)P ; Cash at Banlters £1,000 ; BiUs Receivable 
£500; Building cost £15,000 valued at"^£12.0Q0 ; Machinery- £14,000 ^ estimated (to realise 
£11,000 ; Fixtures £3,000 estimated to realise £1 500 ; Debentures in Gold Mim’ng Co., 
Ltd., cost £5,250 estimated to realise £5,000. ^ 

■ On 1st January 1931, he had a Capital of £50,000. The business resulted in 
a profit of £8,000, £6,500, and £3,000 in the years 1931, 1932 and 1933, respectively and 
a loss of £2,500 and £7,000, in the years *1934 and 1935 .respectively, after aUowing 
£2,500 for interest on Capital each year, Tlie withdrawals amounted to -£S5;65oUufing 
tile period ; losses were incurred througlf bettirig and stocJc exchange transactieSns of 
£12,000 and £5,000 respectively. 

Prepare a Deficiency Account and a Statement of Affairs. 

Solvtion. 

DEFICIENCY ACCOUNT. 



1 



£ 

£ 

Esoes.s of nssotsTovor liabi- 

1 


Excess "of liabilities over 



litios on the Isfc day of 

J 


assets on the day of 



January, 1931 ..-i 

I 

50,000 

lO (if any) 






’Not loss mi»ing from cany- 



NotProfitarising fioin carry- 



ing on business from the 



ing on businoss from Isb 



let day of January, 1031, 



day of January, 1931; to 



to date of Receiving Order 

‘ 


’ ^ . n ■* 



after deducting from 






profits the usual trade 



exponsos 


17,500 

OXpOn‘-G3 

j 

0,500 




Bad Debts ns per Scbedulo I 


6,000 

Income or Profit fioin other 



Exponaos incurred einco tlto 

i 


sources since the Isfc day 



let day of January, 1031, 

j 


of January, 1931 



other than the usual trade 

J 





expenses, via., household 

1 


Interest on Capital 


12,600 

expenses 

’ 

36,850 




other losses and expenses : — 






Doss through Stock Ex- 



Deficiency as per .Statement 



clinngo speculations,. 

5,000 


^ of Affairs 


19,000 

„ through betting 

12,000 


) 



‘ „ on P.oalising Stock-in- 






trade 

17,000 





„ „ Building 

3,000 





„ Machinery' . ... 

.3,000 





„ „ Shares , , 

4,000 





„ „ Debentures 

250 





„ Fixtures • « . 4 . 

l.-OOG 





„ „ Bills rocoivablo 






discounted 

3,500 

49,250 




Surplus as j or Statement of 


' 



Affairs (if any) 



Total amount to bo 




Total amount to bo 


- . .1 . 

accounted for 

£ 

99,()00 

accounted for 

£ 

! 

99,000 


(Signature) . . 
' Dated 
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ILLUSTRATION 169. 

IC Kikabhoy finds himself insolvent on 30th June 1935. 
•follov.’S ; — 

Sundry Debtors: — Good, Rs. 10,000; Doubtful, Rs. 30,500 
Rs. 20,000) ; Bad, Rs. 10,000. 


His position was as 
(estimated to produce 
Rs. • 


100 Shares in Moosabhoy & Co., Dtd. (estimated to produce 

Rs. 15,000) .. .. .. 

Mining Shares (estimated to realise Rs. 76,000) l/ . . 

Loss tlirough betting ^ 

Creditors on Open Accounts ‘ . . . . _ . • ■ • • • 

Creditors holding a second diarge on the Mining Shares to the 
extent of Rs. 30,000 

Creditors holding a first (jharge on tlie Mining Shares 
Bills Payable • .. -• .. .• . -• 

Bills Receivable discounted (of which Rs. 3,500 are likely to be 
dishonoured) 

Creditors for Rent, Rates, Taxes, Wages, etc. (of which Rs. 2,500 are 
Preferential) 

Furniture and Fixtures (estimated to realise Rs. 3,000) 

Cash at Bank 
Cash in Office 

Stock-in-trade (estimated to realise Rs. 30,000) . . • 

Bills Receivable (estimated to realise Rs. 7,000) 


25.000 

85.000 

15.000 

90.000 


35.000 

40.000 

5.000 

7.000 

3.000 

4.000 
100 

20 

38,880 

10.000 


He started with a Capital of Rs. 60,000 on 1st July 1932 and the business resulted 
in a profit of Rs. 10,000 and Rs. 7,500 for the first two years respectively, and in a loa 
of Rs. 5,000 for the third year, after allowing Rs. 3,000 as interest on Capital eacn 
year. Withdrawals for the whole period amounted to Rs. 26,000. 


Prepare a Deficiency Account and a Statement of Affairs. 


Solution. 


DEFICIENCY ACCOUNT. 


R". 

I 

Excels of assets ovei haWli- !| 
ties on 1st Jnh 1932 ...i] 

Net Profit arising from carry- jj 
JDg on business from < 
Isb July 1932 to date of i 
Receiving Order a f t o r 
deducting' usnal trade ' 
expenses ...i 

Income or profit from other i 
sources since 1st Julv 
1032:— ■ 1 

( 

Interest on Capit.il 

Deficiency as per Statement i 
of Affairs 


Rs. 


1 Rs. 


Rs. 

Rs. 

1 

j 60,000 

Net loss arising from'carry- 
ing on business from 1st 
•Tulv 1932 to date of 

s 

1 

. 

1 

’ 

t 

ii 

!l 17,.100 

Receiving Order- 
Bad Debts ns per Schedule F 
Expenses incurred since Ist 
July 1932 other than usual 
trade expenses, viz.. 
Household Expenses 

Other losses : — 

1 

6,o00 

i 20,500 

i 26,000 

1 

‘,l 

Loss through hotting 

1:, 15 000 

1 

Loss on Realisation of 

1 

ll 

Stook-inltrado 

1 8,880 

1 

A 

J 9,000 

i! 

j' 3o,.380 

Loss on realisation of 
Mining Shnres ~ 

Loss' on realisation of 
share in Moosabhoy 
Co., Ltd. 

Loss on realisation of 

' 9,000 

1 

‘ 10,000 

i 


\ 

J 

Furniture and Fixtures 
Loss on realisation of Bills 
Receivable on hand 

Loss on roahsation of Bills 

i 1,000 

j 3,000 

1 

1 

1 

1,01,880 

Receivablo discounted 

f 3,500 

Rs. 

50,380 

1,01,8^ 

J 

I 

1 



[For Statement of Affair'- see popes 714-71°' 
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EXA^flNATION QUESTIONS. 


Note.~Tiie figures in bold type at tlie end of most of the problems 
indicate their corresponding numbers in lire Author’s “ TYPICAL 
PROBLEMS IN ADVANCED ACCOUNTING” where full solutions of 
these ’ivill be foxmd. 


1. What is the difference between a Statement of Affairs and a Balance Sheet ? 

.2. Mention tlie several Ljists that have to he prepared in support of the Statement 
of Affairs under tlie English Bankruptcy Act, giving short particulars as to the contents 
of each of them. 

3. y^at-'Lists need be prepared alon^ with the ^Statement of Affairs under the 
Indian Bankruptcy Law ? 

4. How are Deferred Creditors dealt with while preparing a Statement of Affairs ? 

5. What are Preferential Creditors, and how arc they shown in the Statement 
of Affairs ? 


6. What is a Deficiency “Account and what purpose does it serve ? 

7. Hov/ are joint and separate estates of partners dealt with dn Bankruptcy ? 

/8. Give full particulars of the creditors that will be embodied in Lists A, B and C. 

'' 9, S. Fidaalli finds himself insolvent on 30th June 1935. His position was as 
follows: — 

“^Sundry Debtors; — Good, Rs. 10,000; Doubtful, Es. 30,500 (estimated to pioduce 
Rs. 20,000) : Bad, 10,000. 

... Rs. 


100 Shares in Moosabhoy & Co., Ltd. (estimated to produce Rs, 15,000) 25,000 

Mining Shares (estimated to realise Rs. 76,000) .. .. 85,000 

Loss through hettog ., .. .. .. .. 15,000 

Creditors on Open "Accounts . . . . . . . . . . 90,000 

Creditors holding a second charge on the Mining Shares to the extent 

of Rs. 30,000 35,000 

Creditors holding a first charge on the Mining Shares .. .. 40,000 

Bills Payable ' .. . . . . . . . . 5,000 

Bills Receivable discounted (of which Rs. 3,500 are likely to be 

(^honoured) _ . . . . . . , . . . 7,000 

Creditors for Rent, Rates, Taxes, Wages, etc. (of v/hich Rs. 2,500 are 

Preferential) . , . . . . . . . , . . 3,000 

Fm-niture and Fixtures (estimated to realise Rs. 3,000) .. .. 4,000 ' 

Cash at Bank .. .. .. .. .. .. 100 

Cash in Office .. .. .. 20 

Stock-in-trade (estimated to realise Rs, 30,000) .. .. 38,880 

Bills Receivable (estimated to realise Rs. 7,000) .. .. 10,000 


He started with a capital of Rs. 60,000 on 1st July 1932 and the business 
resulted in a profit of Rs. 10,000 and Rs. 7,500 for the first two years re^ectively 
and in _ a loss of Rs 5,000 for tlie third year, after allowing Rs, 3,000 as interest 
on Capital each year. Withdrawals for the whole period amounted to Rs. 26,000. 

Prepare a Statement of Affairs and a Deficiency Account. ggg 

(Total of Statement of Affairs Rs. 1,04,000; Deficiency Rs. 15,380; 

^ - ' Deficiency Account Total Rs. 1,01,880.) 

10. The assets of a merchant on 30th September 1937, as shown by hLs books 
were Rs. 46,000 and his liabilities Rs 31,000. He filed his petition in Bankruptcy and 
estimated his deficiency to be Rs. 24,000 u After making the above estimate, ho found 
that the following items were not passed through his account hooks ;~ 

Interest at 6 per cent on his Capital from 1st January 1937. 

A contingent liahilily for Rs, 2 4K on bills discounted by him for Rs. 10,000. 4 - 

Amounts due as wags.s Rs. 250, as salaries Bs. 750, as rent Rs. 340, and 'as rates 
and taxes Rs. 260. ’ 


Prepare his Statement of Affairs and his Deficiency Account. (G D A) ’inn 
(Total of Statement of Affairs R,s, 36, m ; Deficiency Re. '28,000 ; 

Deficiency Account Total Rs, 40,000.) 
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11. Jafiar and Garur, mercliants, me unable to meet tlipir obligations. From 
their books, papers and information supplied by them, tire following particulars rdativc 
to their affairs are ascertained: — 


Cash in hand, Rs. 250 ; Debtoi-s— Good, Rs. 1,250, Doubtful, Rs. COO (estimated to 
produce Rs 200) and Bad Rs. 1,000 ; Shu-es in the Straights Shipping Co., Ltd. of pW 
value, Rs. 5,000 ; Property (estimated to produce Rs. 9,000) Rs. 14,000 ; Bills Receivable 
(Good), Rs. 4,250; Oilier Securities (Rs. 3,000 pledged with partly secured Creditors 
and the remainder with fully secured Creditors) , Rs. 28,000 ; Jaflar's Drawings, Rs. 9,000 ; 

^Gafur’s Drawings, Rs. 8,400; Sundry Losses, Rs. 13,500 ; Trade Expenses, 

V Creditois — ^Unsecured Rs. 25,000, Paitly Secured Rs. 23,900, Fully Secured Rs. 17,0w; 
Preferential Claims — Wages, Salaiies and Taxes, Rs. 750; Jaflar — Capital, Rs. 10,000; 
and Gafur — Capital, Rs. 16,000 


Picpare a Statement of Allair.s showing the Assets, with respect of their realisa- 
tion ; also a Deficiency Account in respect of the deficiency shown by tlie Statement 
of Affairs. 391 

(Total oj Stnteniciit of Affairs Us. 45,900 ; Deficiency Us. 18,700 ; 

Deficiency Account Total Us. 44,700.) 

12. Pitparc a Statement of Affairs and Deficiency Account of C and Co., who 
filed their petition on 31st Dccinibei IS37. Tlieii- boolcs showed that they owed 
Rs. 40,100, of which Creditors amounting to Rs. 6,500 held stock of the estimated value 
of Rs. 7,500, others amounting to Rs. 29,000 held slock of the estimated value of 
Rs. 15,000 and a mortgage on the properly at Calcutta valued at Rs. 13,000, the Landlord 
being b preferential creditor for Rs. 100. Bills had been discounted amounting to 
Rs. 3,500, in respect of which it was estimated the firm would bo liable for Rs. 500. Tlie 
assets consisted of\Book Debts, Good Rs. 1,500; Doubtful Rs. 600, estimated to "produce 
Rs. 300 ; and Bad Rs. 700. Fumiturc and fillings Rs. 300, estimated to realise Rs. 15^ 
Cash Rs. 50 ; B/R Rs. 350 ; Stock Rs. 1,600, esUmated to ^produce -Rs. 1,200. The firm 
commenced business on 1st January 1933, with a capital of Rs. 25,000. After charging 
Rs. 1,000 a year for inteicst on capital, and Rs, 1,300 a year for partners’ salaries (whim 
were credited to the Capital Account and not withdrawn), they made a profit in the 
first year of Rs. 2.700, but in tlie succeeding four years losses were incurred of Rs. 2,500, 
Rs. 3,200, Rs. 4,500 and Rs. 6,000 respectively. They i-cv,r out of Cash at the rate of 
Rs. 1,200 a year. The properly at Calcutta cost Rs. 22,000 and the stock mortgaged 
was subjected to a discount of 25 per cent. ' 392 


(Total of Statement of Affahs Rs. 6,000; Deficiency Rs. 1^50; 

' Deficiency Account Total Rs. 40,750.) 

13. On 31st March 1938, the Balance Sheet of A and B was as follows: — ■ 


^ Liabilities 


Rs. 

' / 

Assets 

Tjade Creditors 


24,000 

JIachinei y 

.. 24,000 

Bills Payable 


30,000 

Buildii.g 

.. 12,000 

Bank 


18 000 

Book Debts 

24,000 

Twelve Months’ Rent 

- . « 

1,200 

Cash 

!. 1,200 

One Month’s Salaries 


1,200 

Stock 

. . 37,200 

Capital : — 

Rs. 


‘ 


A 

12,000 




B 

12,000 






24,000 

/ 

' 


Rs. 

98,400 


Rs7“98^ 


A owed personally Rs. 21,600 and he had, in addition to the interest in the firm, 
a house wmch cost Rs. 6000; Furniture Rs. 2,400; and Ltfe PoliL? whTch he bad 

furniture which cost Hs 1200 The Bank held 

Sen nece^ io call tte Editors 


Rs. 6^''-^B?ok t9onn1 ?? follows : -Machinery Rs. 13,080; Buddings 

Bad Rs. 6*000 ■ Stock lis 24 000 ■ (estimated at Rs. 3,600) ; 

life p^lioTs R’s. hlf 

and his furniture Rs. 600. ^ ® ® pobcies Were worth Rs. 1,800 , 
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Prepare separate Statements of Affairs and Deficiency Accounts of the firm as 
welha's of the partners, ' 393 

{Total of Statement of Affairs Rs. 73,100 ; Deficiency Rs. 14,520 ; 

1 Deficiency Account Total Rs. 38,520.) 

14. " Prepare a Statement of Affairs and Deficiency Account as on the 10th October, 
of Ji7illiam Corby. ' 

Cash in hand £85, Book Debts £3,472 (Mtimated to produce £2,869) ; ruifinished 
contract in hand (estimated to produce £3,000 over and above the cost of completing it) 

Plant, Tools, etc. cost £1,880 (estimated to realise £500) ; Office Furniture (estimated' 
to realise £25) ; Stock-in-Trade valued at £1,900 ; investments valued at £0,200 of 
which are deposited with bankers as security for loan '£5,460\ Life Policies of £2,000 
of the estimated surrender value of £l,47p subject to advances made by the Insurance ^ 
Co., amounting to £1,420 ; Unsecured I Creditors on Trade Account £4,140; Unsecured 
Creditors for Cash advance'd £5,308 ; W. Smith for ‘two months’ wages due to him as 
clerk, £30 ; A. Compton, six months’ salary due to him at £15 per month ; Rent 
recoverable by distress, ^£45, Bankers for Loans partly secured, £10,134 (estimated 
value of securities helcT by bankers, £7,460, viz., Investment!;, £5,460,- and Lease 
£2,000) ; Capital Account on 1st January, as shown. by the books, £189; Loss on 
Trading from 1st January to 10th October, £374 ; Loss on Sale of Investments made on 
13th June, £200; Drawings £750. ^.^^^^.^Chartered' Accountants.) 394 

y- (Total of Statement of Affairs fij.2,i62 ; Deficiency £3,118 ; 

, Defici'eiicy Account Total ,£3,307.) C 

15. A filed his petition on 31st December, and his Statement of Affairs was 
composed of tlie following figures : — 

Creditors unsecured 

„ partly secured by lien on Shares 
„ fully secured by lien on Stock 
. Liability on Bills Receivable (estimated to rank 
f^KvMortgage on Mill ' 

„ -yuCreditors payable in full 
1 Book Debts, Good 

^ „ „ Doubtful & Bad (estimated to produce 

Consignments, Good 
Stock (estimated to realise £40,000) 

Shares (cost and estimated to realise) 

Cash at Bankers 
Bills of Exchange 
{^lAill of the value of 

Machinery (estimated ,lo realise £12,000) 

Fixtures (estimated to realise £1,500) 

Cottages (estimated to realise £3,000) 

On 1st January, six years ago, he had a Capital of £50,000. Profits were made 
in the six years of £20,500, after allowing Interest on Capit.'il £l0,000, and witlidrawals 
amount to '£63,600, ' ' - , 

Prepare the Statement of Affairs and Deficiency Accotmt. 

(Chortered Accountants.) 335 
{i'otal of Statement of Affairs £102,500 ; Deficiency £19,600 ; 
v Deficiency Account Total £100,100.) 





£ 

75,000 


40,000 

. . 

100 . 

£3,500) 

7,000 


10,000 


3,000- 


20,000 

£2,000) 

10.000 ■■ 

5.000 


60,000 


16,000 


' 100 

1 « . 

1,400 


11,000 -s. 


15,000 


3,000 


3,500 


16. A trader files his petition in bankruptcy on 30th June 1937, and you are 
instructed to prepare liis Statement of Affairs, The information you arc able to obtahi 
as to his position is as follov/s; — 

The Slock-in-rTradc at cost is £7,200 of which £600 worth is in the hands of a. ' 
Creditor for £1,000 who is entitled to exercise a lien ; Book Debts, Good £9,750 ; 
Doubtful £120, worth 6«. 8d. in the £ ; Bad £150. Fixtures and Fittings (after depre- 
ciation) £230. Cash in hand £10. Bills Receivable £1,100 (held by bankers against 
overdraft of £4 000 tire balance of which is scchred by a second charge on Debtor’s 
freehold property, and by the guarantee of his brother). Customers’ bills under dis- 
count £1.500, of which .£200 is ascertained to he bad, and £100 is doubtful. Freehold 
property £3,000 subject to a first mortgage of £2,000. The unsecured Creditors amount 
to £^,800 in addition to claims for rates, taxes, and w,ages amounting to £240. The 
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Stock-in-Trade and the Book Debts (outside the bills) are estimated to be 
per cent of thek face value, and the freehold property, which cost £2,800 is valuM w 
£2,200. Subject to the modifications above stated, the assets are worth them booK 
values. 

You learn that the Debtor had a surplus of assets of £5,000 on 1st January 1^5, 
since when he has withdrawn £3,000 per annum in eoual monthly instalments. 
profits for the year ended 31st December 1935, were £2,100 and for 1936 £420, since 
which time he has not made up his boolis. 

From these details, you are required to prepare as nearly as may be in statutory 
form (a) a Statement of Affairs, and (b) a Deficiency Account. 

. ^ « (Incorporated Accountants.) 396 

(Total of Statement of Affairs £33,350; Deficiency £21,047-10-0; 

Deficiency Account Total ' £28,567-10‘-0.) 

17. From the following figpres, prepare a Statement oft Affairs and beficienty 
Account as at 31st December 1937. Assume that the Stock realises 2/3rds of its value, 
the Fixtures A, the Shares par, and the Doubtful Debts, l/3rd. On 1st January 1935, the 
Debtor commenced business with a Capital of £3,175i His profits for the first two 
years amounted to £2,027-10-0, and his drawings were, £1,500 a year. 

lur 

Cash 

Stock-in-Trade 

Debtors (Good) 

„ (Doubtful) 

„ (Bad) 

Fixtures and Fittings 

Shares 

Creditors, unsecured (included £950 for wife) 

Creditors, secured 

Value of securities held by Creditors 

Preferential claims for Rent, Rates and Taxes 

(Incori 

(Total of Statement of- Affairs £6,000 ; Deficiency £955-2-10^ 

Deficiency Account Total £6,157-13'4.) 

IffTjl 

18. A Receiving Order was made against A. Boot on the 25th June' 1937. The 
following are the Balances in his Books at the date 


£ 

s. 

d. 

, 115 

10 

6 - 

500 

0 

0 

3,500 

0 

0 

900 

0 

0 

750 

0 

• 0 

282 

0 

0 

250 

0 

0 

6,950 

0 

0 

1,250 

0 

0 

1,750 

0 

0 

, 95 

0 

0 
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Unsecured Creditors 
Capital Account, A, Boot ' 

J, Smith, Doan Account 
W. Jopp, Loan Account 
Stock 

Fixtures and Fittings 
H. Finlay (Rent one year) 

H. Jones, Manager (£150 per annum) 

Collector— Rates and Taxes 
Cash in hand and at Branches 
_ Horses, carts, etc. 

' Bills Receivable 
' Sundry Debtors 
Cash at Bank 

Freehold and other Property 
Policy of Insurance (Surrender value) 

Profit and Loss 
Drawings A.ccount, A. Boot 
Interest on Loans 

C^ontingcnt liability on Bills » Discounted £358 not 
expected to rank 


4J13 

250 


110 

251 

169 

2,446 

356 

5,000 

1,778 

770 

1,219 

1,925 


£ 18,393 


£ 

3,940 

700 

564 

12,654 


350 

100 - 

85 


18,393 
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On 1st January 1937, there was a surplus of Assets of £700. J. Smith holds a first 
diarge on the policy of insurance. W. Jopp holds a second charge thereon, and also 
a charge on the Freehold and Leasehold Property. The Stock for the purpose of the 
Statement is valued at £3,509. Of the Book Debts, £291 are doubtful, and are estimated 
to produce £100 ; £287 are bad. The loss on trading between 1st January and 25th 
June 1937, was £776. 

Make out the Statement of Affairs and the Deficiency' Account in the forms 
required under the Act. (Chartered Accountants.) 398 

(Total (fi Statement of Affairs £10,605 ; Deficiency £4,311 ; 

Deficiency Accmint Total £5,011.) 

19, A finds, by the following Summary of Assets and Liabilities of his business, 
that he is insolvent, and on 15th October 1937, files his own petition in bankruptcy. 
Prepare his Statement of Affairs for presentation to his treditors. 

The Bank’s overdraft is secured by the deposit of Deeds representing his Freehold 
Property (valued for the purposes of the Statement at £6,000) , and Dock Warrant^ for 
Stock of the value of £2,383 10s. lOd. 

W. Smith’s loan is secured by an assignment of a policy on A’s life valued at £100. 

There are contingent liabilities on bills discounted amounting to £589 17s, 2d., of 
which the sum of £229 13s. 5d. is- expected to rank. 

Of the book debts, A states that £144 are bad and £365 doubtful ; he estimates 
the value of the latter at £178. 

Of the bills receivable, he estimates that the sum of £283 3s. 7d. is bad. 

A has private debts, amounting to £389 5s, 3d., and has private assets consisting 
of the above-named policy and household furniture valued at •£585. 


SUMMARY OF ASSETS AND LIABILITIES. 


Liahilities 

£ 

s. 

d. 

Assets 

£ f. d. 

Sundry Creditors 

23,593 

7 

6 

Cash in Hand ... 

29 2 7 

Bank Loan 

6,897 

3 

6 

Petty Cash in Hand 

2 IS 0 

W. Smith, Loan . . 

589 

2 

6 

Stock at Cost . . . . 

0,852 8 7 

H. Jones, 3 months’ rent to 




Fixtures and Fittings 

329 7 2 

29th September 1937 

150 

0 

Q 

Office Bhirniture 

■ 262 8 0 

Rates, 6 months’ to 31st 




Horses and Carts . . 

682 5 0 

March 1937 

32 

3 

6 

• Sundry Debtors 

5,289 3 5 

- 




Bills Receivable . . 

4,283 3 7 





Freehold Property 

6,589 2 r 

£ 

31,268 17 

0 

£ 27,319 14 8 





(Chartered Accountants.) 399 

(Total of Stafemeut 

of Affairs £24,756-8-8 ; Deficiency 

£5,084-7-2.) 


CHAPTER XVIII. 

TABULAR OR COLUIVINAR BOOK-KEEPING. 

The term Tabular or Columnar Book-keeping does not mean any special 
system of accoimting as different from the system of Double Entry , 
keeping. Wliat it really means is that it is a method of 
in certain undertakings where some of the books are ruled witn j 
analytical columns with the object of grouping together niunerous items 
a similar nature and thus enabling them to be posted in to^l msteac^ 
detail, thereby effecting a considerable saving of time and labour^ W i 
however, the columnar system is used, it must not be understood that 
books necessary to record the transactions must be of a columnar tyP • 
Any one or more books may be ruled with additional columns to 
special requirements of a particular business, and at the same time, 
may be other books with ordinary rulings as may be found convenient. In > 
a colxomnar Cash Book or a columnar' Journal or a columnar Purch^es o . 
Sales Book may be used together with an ordinary Ledger ; or a Ledge 
or Ledgers may be of a columnar type and all or some of the 
records may be with the usual rulings. The fact remains, however, ' 

principles of Double Entry are strictly observed even while recording t 
transactions xmder the Tabular or Columnar Book-keeping. 

COLUSINAR CASH BOOKS. 

The simplest form of Columnar Cash Book is the one with Cash, 
and Discoimt columns on each side, the advantages of which have already 
been explained on page 12. Columnar Cash Books would also be use 
wth advantage in a business with several departments or with several branc i 
establishments, to facilitate departmental or branch postings to be^ dtme in 
total A more elaborate form of Columnar Cash Book can be imagined m a 
concern where die Ledgers are kept on the self-balancing system, in whic 
case, additional columns would be provided for each of the Trade Ledgeis 
On either side of the Cash Book over and above the Cash, Bank and Dfscoun 
columns. The form of such a Cash Book has also been shown in Selt- 
Balancing System, in Chapter V. Further typical illustrations of Column^ 
Cash Books have been given on pages 723 and 724 which the student would 
do well to study. Tlie form of Petty Cash Book indicated on page 1 
provides another illustration of a Columnar Cash Book. 


COLUMNAR JOURNALS. 

Ordinary Purchases and Sales Books with additional columns for each 
Department or Branch so as to facilitate the preparation of Departmental or 
Branch Trading Accounts are instances of Columnar Journals (seepage GGU* 
Purchases or Sales Books provided with extra columns for each of the 
Bought or Sold Ledgers for the purpose of posting the Adjustment Accounts 
in totals under the self-balancing system, are other instances of Columnar 
(see Self-Balancing System, Chapter V). The ordinary forms ot 
Bills Receivable and Bills Payable Books are further examples of Tabular 
Journals (seepage 22). ' - ’ < 

Ikirther illustration oi a combined Purchase and Expense Journal of o 

provides a classified record not only of the 
purchases but aiso o. the expenses incurred, is given on page 725. The 
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Purchase Journal for Hotels illustrated on the same page is also worth 
studying. It will' be noted that the Personal Accounts from these Journals 
would be credited individually, but the respective Purchase or Expense 
Accounts would be debited in monthly totals.- 


CASH BOOK FOR HOSPITALS. 
Receipts Side. 



CASH BOOK FOR HOTELS, 
Receipts Side. 










































ADVAKCtOJ ACCOUNTIKG 


CASH BOOK OF A NEWSPAPER CONCERN. 
Jlecctpts Sidf, 
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COLUMNAR LEDGERS. 

Tabulai* or Columnar Ledgers are usually .utilised in connection with 
pei'sonal accounts. Tliere are certain undertakings, where on account of 
the particular nature of their business, the number of personal accounts to 
be kept is very considerable, but at the same time, only one transaction occurs 
with each person during a particular period. The concerns that answer such 
conditions are Gas Companies, Water Companies, Electric Lighting Com- 
panies, Rates and Taxes Ledger of Municipal Authorities, etc. It is quite 
evident that in undertakings of such a nature, if a Ledger Account of each 
customer or consumer were opened in the ordinary way, it would involve 
an enormous amount of unnecessary labour’ without serving any good pur- 
pose. Under such circumstances, therefore, a Tabular Ledger ruled with 
suitable columns can be made to serve the purpose of a Day Book as well 
as a Ledger, thus effecting considerable economy in time and labour. The 
rulings are usually so arranged that the addition one way represents all the 
transactions with one person, and the addition the other way represents 
all the transactions of a particular description. The form of Consumers’ 
Ledger generally utilised by an Electric Light and Power Company as shown 
on page 726 serves as a good illustration of a Tabular Day Book and Ledger 
combined. This book will be witt'en up immediately the monthly bills are 
sent out to the consumers. The monthly total of the columns headed 
“ Charge for Current ” and “ Rental ” would be credited to their respective 
.Nominal Accounts in the General Ledger. On receipt of cash from the con- 
sumers, entries are made on the debit side of the Cash Book from where 
postings are made in this book in the column headed “ Account paid Any 
allowance made to a consumer is shown in the “Allowances” column and 
the monthly total of this column is debited to Allowances Account. In the 
case of any Bad Defat, the amount is entered in the “Bad Debts” column 
against the name of the particular consumer and the monthly total of this 
column is debited to Bad Debts Account. At the end of the financial period, 
the total as shown by the last column represents the total amount then 
owing by the consumers. 

The Tabular Ledger of a Gas Company illustrated on page 727 is written 
up on the same lines as above explained and serves the purpose of an 
analytical Day Book and Ledger combined. 

Visitors’ Ledger or Window Ledger used by Hotels. — ^The Visitors’ Ledger 
for Hotels can always conveniently be kept on the Tabular Form as the 
nature of the business requires this book to be kept written up to date 
— in fact up to the very last hour. In this case, the book is so ruled as to 
take the place not only of a Ledger but also of an analytical Day Book. As 
will be seen from the illustration (pages 732 and 733), a page or a number 
of pages are used for recording each day’s transactions. A separate coluifm' 
is provided for each visitor’s account, the number at the top denoting the 

IContinued on page 734 
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. VISITORS’ OR WINDOW LEDGER 


Room No. 































FOR HOTELS. 
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Saturday, 23rd April 1938. 
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Continued jrom page 731] 

number of the room occupied by each visitor diuring the day. The opening 
item of debit represents the' balance, if any, due by the visitor brought 
forward from the previous day. The further debits incurred in the course 
of the daj' in respect of the various nominal items as shown on the left are 
entered in the special column of each visitor concerned, and the vertical 
total of each column represents the total amount due by each visitor to date. 

As cash is received from visitors from day to day, it is first entered in 
a subsidiary book, called Visitors' Receipts Book fi-om where it is immedi- 
ately entered in the Visitors’ Ledger to the credit of the particular visitors 
who have paid their accounts. It v.tU be noted that these credits are ruled 
imdemeath the debits for the sake of convenience. The allowances made, 
if any, w'ould be snown to the credit of the particular visitors. The hori- 
zontal total of tlie allowance is carried forward from day to day till the end 
of the month, wnen a Journal entry is passed debiting Allowances Account 
and crediting Total Visitors’ Accoimt. The total of the cash received from 
the visitors in the course of the day, as shown by the Visitors’ Receipts 
Book is entered in one lump amount in the General Cash Book from where 
it is posted to ihe credit of the Total »^isitors’ Account opened in the General 
Ledger. 


The balances o-wing by the -vdsitors at the end of ' the day are carried 
forward and shown in the respective columns on the next date. The daily 
horizontal totals of the debits in respect of each heading are'' carried forward 
from day to day till the end of each month, when a Journal entry is passed 
therewith debiting the Total Visitors’ Account and crediting the various 
Nominal Accoimts representing the different sources of earning. 


If it IS desued to transfer the account of any visitor from this Ledger in 
the Personal Ledger, the same is done by a Journal entry debiting 
the Personal Account of the visitor and crediting Total Visitors’ Account. 
At the saine time, the amount thus transfen-ed in the Personal Ledger is 
^ particular column of the Visitors’ Ledger together 

%vith he Journal Folio, the account in the Visitors’ Ledger being thus 

iuor b^"^ 1 ^ ^ xeceivei from any 

^oL ^ Ledger, the 

and not to the T Personal Account from the Cash Book, 

ana not to the Toial Visitors’ Account. 


mencement of ea^month^vr^it^^ Visitors’ Account at the com 

all the visitors whose account total ainount then due fron 

with the opening total at thaf-A^fo ’ Visitors Ledger and must tallj 
of the Visitors’ Ledger. ^ snown in 4he Brought Fontmi'd Columi 
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EXAMINATION QUESTIONS. 

1. What do you understand by the Tabular or Columnar System of Book-keeping ? 
Mention the advantages attaching to thb system. 

2. Give suitable form of a Tabular Invoice Book for Hotels. 

3. Give forms of Columnar Cash Books suitable for (a) Hotels, (b) Hospitals, 
(c) Newspaper Companies, and (d) Electric Lighting Companies. 

4. What purpose does a Visitors’ or Window Ledger serve in a Hotel? Explain 
carefully the Double Entry working of this book. 

5. What is meant by the term * Columnar Book-keeping ’ ? Prepare a form of 
a Columnar Ledger suitable for use in a small hotel, and enter the following details; — 
Tuesday, 18th January 1938, Visitors’ Accormts. J. Hughes (Room 1) Balance from 
previous day £1 12s. 6d., apartments 7s. Cd., breakfast 2s. 6d., lunch "3s. Cd., dinner 
5s., wine 8s. Gd., spirits 9s., cigars Is., postages Cd., laundry 3s. 4d. F. J, Griffiths 
(Room 5) apartments 5s., breakfast 2s. 6d., tea Is. Gd., supper 2s., liquors 9d., minerals 
Is., baths Is., fire Is. J. E, Elliot (Room 3) Balance from previous day £2 10s, 6d., 
breakfast 2s. Gd., bus to station Gd., cash received in settlement of Bill £2 13s. Gd. 

(London Chamber of Commerce.) 

6. Briefly explain the principles of the ‘Columnar’ or ‘Tabular’ system of book- 
keeping. Illustrate the advantages of tliis system by moans of pro fomm rulings of a 
cash book, or other book of first entry, suitable for use in a small hotel. 

(London Chomber of Commerce.) 


CHAPTER XIX. 


BANK ACCOUNTS. 


Tlie business of a Bank usually consists of: — 

(a) Receiving money on deposit for a fixed or indefinite periods at 
moderate rates of interest ; 

(b) Conducting cash transactions of customers who have current 
accounts with it ; 

(c) Attending to bills and drafts of customers ; 

(d) Acting as agents for customers in respect of collection of divi- 
dends and interests, and purchase and sale of securities, etc. ; 

(e) Receiving for safe keeping deeds, securities, jewels, plate, or 
any similar property of great value in return for a ^ moderate charge; 

(f) Granting loans and advances ; 

(g) Issuing letters of credit, circular notes and remitting money 
from one place to another ; 

Qi) LHscounting bills of exchange of customers and bill-brokers ; 

(i) Financing shipments by advancing money on shipping documents ; 

(j) Acting as referees to customers ; etc., etc, 

Tlae principal sources, from which a bank ^derives its income are: — 

1. Interest on loans granted. It may be noted that a bank always 
charges a much higher rate of interest to borrowers than the one it allows 
to customers. 

< «r 

2. Discounts on bills purchased by the bank, before maturity. 

3. Commission charged for conducting current accounts, for accepting 
and endorsing bills payable abroad, for keeping valuables in safe custody 
and for other services rendered to the customers. 

4. Dividends and interest on its own investments. 

5. ^Profit from buying and selling of Bullion. 


. transactions of a Bank chiefly relate to moneys received, moneys 

interest received and allowed, discounts and commissions 
StuSl’lifltcof establishment charges, the system of Bank book-keepin.g 
natwaUy resohes itself into an elaborate analysis of moneys received and 


Cmrent Accoimts.— A customer’s Current Account at a bank is th( 

’ ” ■ which h' 


account in C '''^®‘°'ner s Uim-ent Account at a bai 

draws cheaues as nioney daily, or at intervals, and upon .. 

Current Account, thl purposes. _ On opemng 


Current Account Tl.i , , onsiness or other purposes. On opening : 

current ^'icount, the customer is supplied with a Pass Book, a Paying ii 

up by the banker am 

rtlGl'- V/nGnCVGr rpmurorl x_ ‘x- 1. _! 


■i-'uui'-. j.ne itass iiook is maae up by the banKer au' 
by the latter with required with a view to its being checkei 

.•sums paid in and v/ithdroxrr.^^-f ^ntains detailed entries of variou 

The Paying in Bool- is fined i Current Account from day to day 

whenevhr he pays in anv Resented by the customer at the counte 

c pays m any amount. Tlie counterfoil of 'this book is initialled 
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by_ tlie receiving cashier and serves as an aclcnowledgraent of fhe amount 
paid in. The Cheque Book^s used hy the customer whenever he wanti to 
withdraw any amount from file- Current Account. A Current Account may 
be overdraivn by arrangement -with tlie bankci-s. 

Deposit Account. — A Deposit Account is one which is used by a customer 
for tlie lodgment of money which is not likely to be required for some time. 
"When money is left on deposit with a bank, the depositor gets a much higher 
rate of interest on the s^me 1han\when lodged on Current Account. Ihese 
deposits represent loans to bankers and may be either : 

(a) lodged with the bank for a fixed period; or 

(b) withdi'awablo on specific notice ; or 

(c) withdrawable at call or on demands 

✓ ^ 

The amount of each deposit is aclaiowledgcd by the bank in a Deposit 
Keceipt given to the depositor. 

Having received moneys on current accounts and on deposits from 
customers, a banker wmuld invest the same by granting loans at call or 
short notice, or fixed periods, or by v/ay of overdrafts on current accoimts, 
or cash credits. A bulk of the surplus money would also be utilised by bun 
for discounting bills, i.e., buying up bills before their due dates, or in sound 
investments. 

IMoiicy at Call and Short Notice. — This item always appears on the assets 
side of a Bank Balance Sheet and represents tempoi-ary loans to Bill 
Brokers, Stock Brokers, etc., and also temporary advances on Consignments, 
Shipping Documents, etc. 

Overdraft; on Current Accounts. — A banker, on being satisfied as to the 
financial standing of his customer or after receiving proper securities, wnll 
allow tire customer to .overdraw his current account, in wHch case, the of'ei- 
draft would be a sort of temporary advance by the banker. 

Cash Credits. — Cash Credit is a term used to describe an arrangement 
under w'hich a customer is allowed an advance upto a certain limit. The 
whole amount need not bo drawn at once, but as required. Tlie customer 
may be either required to deposit securities to partially or fully cover the 
cremt or to enter into a bond with twm or more sureties. Ihe effect of sudi 
a bond is practically to make all the parties debtors to tlie bank although the 
person in whose name the account stands is the principal debtor. 

Securities for Loans. — As the enormous funds at the disposal of bankers 
are utilised cliiefly in financing industrial and commercial concerns, it is 
usual for them to obtain from borrowers security to entirely or partially 
cover the risk of the loans granted. This security may take various forms 
as hereunder : — 

(a) Mortgage of the customer’s property. 

(b) Deposit of title deeds of the customer’s property^ 

(c) Fh’st-class Stock Exchange Securities. 

(d) Bills of Exchange and Promissory Notes. t 

(e) Insurance Policies to the extent of surrender values. 

(f) Documentary Bills carrying a legal title to the goods. 


47 
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Clearing^. — clearing house is an institution set up by the bankers of 
each town, for the purpose of settling and clearing their reciprocal debts, by 
exchanging among themselves bills, (hrafts or cheques drawn on one anomer. 

Bills Discounted. — ^Tliis item represents the total of the bills discounted 
which have not yet matured and are in hand at the date of the Balance Sheet. 
It appears as an asset. 


Rebate on Bills Discounted. — ^When a Bank discounts a bill of exchange, 
the full amount of the discount is credited to Discount Account. At balancing 
time, hojvever, some of the bills discounted may not have matured, and 
consequently, the total discount credited in respect of such bills cannot be 
said to have been earned during the current period. The unexpired portion 
of such discount is, therefore, carried forward by debiting Discount Account 
and crediting -Rebate on Bills Discounted. Tlie latter accqunt is shown on 
the liabilities side of the Balance Sheet. At the commencement of the next 
period, the account is closed by transfer to Discount Account. 


Liability of Customers for Acceptances and Endorsements. — This item 
represents hills accepted or endorsed by tlie bank on behalf of its custom^s. 
This is usually done in the case of foreign bills to facilitate negotiation. The 
bank is liable to the parties abroad but will have a corresponding claim on 
the customers for the same, and the risk is generally covered by the custom- 
ers being required to pledge securities to the full extent. On any biU being 
acceptedor endorsed in this manner, full details ‘thereof would be entered 
in the Bills Accepted Register together with particidars of securities lodged. 
A majority of banks treat this hook as outside the S3^tem of accounts and 
no further record is made of this transaction until the bill is paid, when the 
account of the customer for whom it is paid will be debited. .At balancing 
time, however, the hank’s liability in respect of such hills not due, 'has to be 
brought into account. Ti^ is done by showing the total of such unmatoed 
bills on the liabilities side of the Balance Sheet under the heading of 
Acceptances for Customers ” or “ Liability by Acceptances or Endorse- 
ments for Customers ”. At the same time, the corresponding liability of 

such bills is shown on the assets side, under the heading or 
l-iiabiluy ot Customers on Acceptances per contra. ”, Tl>e figure being the 
same on both the sides, the agi-eement of the Balance Sheet is not affected. 


Banks of Issue are those banks which issue their ov.-n notes payable to 
beapr on demand. In London and for sixty miles around, this -privilege ^ 
enjoyed by the Bank of England . whose nPtes are called Bank 
iNotes, the notes of other hanks of issue being known as Countiy Notes. 

a weekly statement issued by national banks for 
A^^vaW of goJd, silver and bullion in band, 

of notes in circulation, the value of 
Sion af ^ particulars of interest as sho\ving a bankas exact 


seve?^vf o? of England payat 

'StS “451 

ro payable to order, upon depositing with the Bank or ai 
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of its branches, the amount for which the bills are required. These bills are 
not subject to days of grace. 

Letter of Credit. — ^This is a letter from a banker or a mercantile house 
addressed to his agent or correspondent either at home or abroad requesting 
him to advance the bearer a certain or an unlimited sum of money, upon the 
credit of the ^vri^er, and charge the amount advanced to the account of the 
latter, or draw upon him as may bo detailed in the letter. 

Circular Notes. — Letters of Credit payable by and addressed to a num- 
ber of houses at different foreign tovms, issued for the convenience of 
travellers and accompanied by letters of iiilroduction are known as Circular 
Notes. These notes are issued for £10 and upwards and may be obtained 
from most of the London Banks upon depositing with them the amount for 
which the credit is required. 


The principal Boolts kept by a Banker are : 


1. Daily Counter Heccipts 

Book. 

2. Daily Counter Payments 

Book. 

3. Sectional Cash Book. 

4. Cash Balance Book. 

5. General Cash Book. 

G, Bill Journals or Diaries. 

7. Bills Discounted Book. 

8. Short Bills Bookv 

9. Acceptances Book. 

10, Securities Register. 


11. Journals. 

12. Current Account 

Ledgers. 

13. Deposit Ledgers. 

14. Loan Ledgers. 

15. Agency Ledger. 

16. Investment Ledger. 

17. Pi’ivate Ledger. 

18. General Ledger. 

19. Standing Orders Book. 

20. Signature Book. 


Daily Couiiter Receipts Book is kept by the receiving cashier and 
written up by him as be receives over the counter, cheques, notes, coins, etc. 
from the customers to be placed to the credit of their accounts. The receiv- 
ing cashier aclcnowledges the amount by initialling the customer’s paying 
in book. 


Daily Coimtcr PajTnents Book is kept and witten up by the j)aying 
cashier as he pay.s over the counter, cheques drawn on the bank by the 
bank’s customers. Full details as to the name of the customer, number and 
amount of notes and coins issued'are entered by him in this book. 

Received Waste Boqk is utilised for the analysis of the various cheques 
received so as to facilitate clearing. 

Sectional Cash Books are utilised for analysing the daily receipts and 
pasmients for the purpose of posting. 

Cash Balance Book starts with the opening balance of cash and notes in 
band at the commencement /of the day, II is debited with the total cash 
received in the course of the day and credited with the total cash and notes 
paid away during the day, the balance representing the cash in hand at the 
end of the day. 

Bill Journals or Diaries are utilised for the purpose of keeping a com- 
plete and exhaustive record of the names of the parties to all bills receivable 
and payable, the amounts of such bills and their dates of maturity. 
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Short Bills Book or Bills Received for Collection Register is kept to 
record tlie bills deposited by customers for collection. 

Acceptances Book is used to record the bills actually accepted by the 
bank on behalf of its customers. 

Securities Register contains a detailed record of all the securities held 
by the bank against loans. 

Current Account Ledgers contain an account of each customer who has 
deposited money on Current Account. The Ledgers are generally ruled with 
columns for principal, interest, and daily balance. Each ^amoimt in these 
Ledgers is headed wnth the full name of the customer, his address, designa- 
tion and any particulars regarding signing upon the account'. If it is an 
overdra-ivn account, the amoimt of the sanctioned limit, the date when 
granted and the date when it will expire are entered so that these particulars 
may always be under the eye of the Ledger-keepers when posting the account. 

The Deposit Ledgers contain an account of each depositor, the rate of 
interest and the date of repayment being recorded therein. 

The Loans Ledger contains a separate account of each customer to whom 
a loan has been granted. The rate of interest, the terms of repayment, the 
securities lodged, etc., are also recorded in each account.. '' 

The Agency Ledger keeps an accotmt of each branch or agency. 

The Investment Ledger contains a separate accoimt of the bank’s own 
investments containing colunms for face value, principal and interest on 
either side. 


The Private or Profit and Loss Ledger contains Capital Account and Real 
and Nominal Accoimts. 

_ pie ^neral Ledger practicaUy contains Total Accounts of all the entries 
m the other Ledgers. Tims, in the General Ledger wiii be found Total 
Current Account, Total Fixed DenosH Account, Total Bills Receivable 
Account, Total Bills Payable Account, Total Loans Account, Total Expenses 
Account, Total. Revenue Account, etc. This Ledger is kept on the self- 
baianemg system is sometimes knowm as the Check Ledver. It contains 
Ml materials for &e preparation of a complete Trial Balance" from which the 
Pxotit and Loss Accoimt and Balance Sheht are prepared. 

Orders Book is kept for a record of standing instructions receiv- 
ed from customers as to periodical and other pajnnents and collections. 

tbaf'^p e^lanation of the various terms and Books of Accounts 

SeSdt bSSIL”?'" 

nies^it iSS'Send^dfn Balance Sheet.— The Indian Coinpa- 

dSti^h in 4 ®'’ery Banking Company to clearly 

, which the Bank holds no securitv other ftan considered §0°'^ M 

distinguisbins at the same tiim the debtors personal secimity. 

considered doubtful or bad. etween aebts considered good and debts 
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Internal Control and Check. — As the accuracy of the record of the trans- 
actions of any bank would depend so much on tlie system of Internal Control 
and Check in use, it is indispensably necessary that its internal worldng 
must be highly organised, llie main features of any such system must 
necessarily be as under : — 

(1) The Cashiers should have no access to the Ledgers, nor should 
the Ledger-keepers have anything to do with the Cash Books. 

(2) The duties of the clerks should be shifted about from time to time. 

(3) Hicre must be a system of calling over of the record of the whole 
of each day’s transactions by sets of clerics independently of those who "wrote 
them up. 

(4) Tliere should be a day to day check -of the Clearing House • 
transactions. 

(5) The Bills Department should be under the control of an inspector 
whose duty W’ould be to closely scrutinise the daily incomings and outgoings 
of bills, 

(6) At .short periodical intervals, the balances on Cm-rent and Deposit 
Ledgers as also Loan Ledgers should be checked by responsible officials. 

(7) There should bo a regular checking of the Pass Boolcs with their 
corresponding Ledger Accounts by special inspectors, and neither the Cashiers 
nor the Ledgei’-keepers should have anytliing to do with such checking. 

(8) There should be a complete Internal Control over the whole of the 
Securities lodged with ilie bank either in respect of Overdrafts, Cash Credits, 
Fixed Loans or any other account, and these should he verified by inspection 
by some authorised person from time to time. 

(9) The Securities lodged by customers in Safe Custody should also be 
verified by some person in autliority from time to time, 

(10) There should he a constant reconciliation of, the Current Accoimt 
Lodgers, Fixed Deposit Ledgers, Loan Ledgers and Security Registers with 
their corresponding Control Accounts in the General Ledger by the internal 
audit staff. 

(11) Branch Offices should be given surprised visits by travelling 
auditors or inspectors who should report periodically to the Head Office. • 

(12) A day to. day complete record should be maintained of the check- 
ings and inspections performed by the internal audit staff. 

(13) All discrepancies discovered should be immediately set right. 

(14) Any irregularities detected should at, once be reported to the chief 
manager so that immediate, investigation may follow. 

ILLUSTEAMON 170. 

From the following Trial Balance of the Kensington Bank, Ltd., prepare a Profit & 
Loss Accotmt for the year ended 31st December 1937, and a Balance' Sheet as on 
that date: — 

■ ■£ S. ■ ^ 

Share Capital, Authorised and Issued 100,000 


Shares of filO each, £1 paid up .. 100,000 

Reserve Fund ,. ., 50,000 

Current Accounts .. .. .. 1,510,000 

Deposit Accounts . . . . . . 340,000 

Acceptances and Endorsements for Customers . . 77,000 


Cash at Head Office and Branches ' . . 11,300 

Bank of England ». . .. .. .. 100,600 
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ForcHTn At'cnti 

MoiK'i- nt C,*ll ami Short. Notice 
Invcftnicnli .. •• 

Rfcnc Fund Invc^l^Jcn!<! 

Loan, nnd Advnnrf'; to Ci" (rim* rr 
Bill-. Di^countod _ 

Bank Prcmhc'? (at co't Ir'J d' prori ition> 
Cii:,tonK'ii. for Accophintcn n?!ti Fud-jn-oinonh 
Net Interest, Coinmtj.' ion :nl Di'tcuint after 
ntlovanj! for Bnti and Dotihtful Diblf, 
General Bsi'enw, Saleri"-. etc. .. 

Frofit V. Lo'V Account halriiice 


<C 

10 «K) 
S2 1.005 
•1SLO0O 
ho/m 
772f00 
;ii20v0 
12,700 


9.100 


£ 


29.100 

11. >100 


£ 2.123.900 2.123.900 


Reserve £3,000 for Rtb.it" on BiiK l)i c- umed 'Fne Rrrjfit i 
is the b'lancc left after psyinp on Intel ira Dtviderd of UlOjCOfl. 

Solution. 

THE KErmXGTOU BAKK, LIMITFO. 

PROFIT AND LOSS ACCOUL’T. 

For the lo'or cmW Sl^f December 1937. 


L'^'s Account balance 


To GoDoral Kxiwnses, S''lari't\ etc. 
„ ItoVito on Rills Di'eounto'l 
„ Biilniioo c.nrriod fonrnnl 


O.K-O 
3 000 
.'(O.IOO 


£ 1 50,000 

rwi 


By Trofil on 1st .Tmmsri 1937 . |i 
,, Net Divilni'ls mid i 

(’o'nii)i»*io:i. .site*' .-illmrin;.! for ' 

.. R-itl nnd DoubUul D.bts .. '' 29,19 • 

£ ' 50,500 


THE KENSINGTON BANK. LIMITED. 
BALATx’CE SHEET, 

As at 31st December 1937. 


Otix'-il awl IjialnhUe-i 

Autliorisod C.slntsl — 

100,000 Shares of £ 1 0 osch 

Isaned and Sul)*cnbe<l Cnintal — 

100,000 Shares of £ 10 oaah, £I paid 

■nP 

Ro=ouermid 
Current Accounts 
Deposit Accounts 

Acooptanoos and Endorsements for ' 
Customers as per co'\'m 
Rchato on Bills Discounted ", 

Profit and Lo=^ Account z 

balan^co _ __ 3S_40o 

Ans Interim Dividend ... 10,000 


I’rojf^'^ tt ul J * <!* 

Cn^h .ae Tfrad Oiliro and Dmnehes 
I.oyO.OOOl Ca>'h at tin Itank of Enj'land 

Money at Call aii‘1 Shatt Notice 
3nv, »*iii! iita— Ci nc-al 

I Ro'-onol'und Imestmenfs 
Bills Di'coiinte.d 

Loana and Adv.ancos to Cu'^ttmom 
;.,...u,vvij Cu'-founjrs foi Aceoiit.suces an'! 
310,000] Endorcfimenis ns per Wnj 
Foro'jin AK:Q'it« 

77,000) Baol. Pro ni-o." at cost 
”,000j /'■sj dopreoi.vtion 


29,-100 


jj> U4.tOO | 


11,300 

lOO.COO 

321.000 
441,090 

50.000 

312.000 
772.800 

77.000 

10.000 

12,700 


12.114,^ 


ILLDSTUATION 171. 

pr.^.ST^'k.'TS iSSSl “'■ 
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The authorised Capital consists of 20,000 Shares of Rs. 100 eadh, Rs. 50 per share 
called up and paid. Provide Rs, 8,000 for Depreciation on EuUdings, Rs. 3,500 on 
Furniture, Rs. 25,000 for Investment Reserve Fimd, Rs, 20,000 further by way of Bad 
Debts Reserve. The Rebate on Bills not due amouhted to Rs. 15,000. An Ad Interim 
Dividend at the rate of 7 per cent per annum was paid for the half year ended 30th 
June 1937. 


Paid up Capital . . ( 

Buildings (Cost Rs. 3,00,000) 

Profit and Loss Appropriation Account, 
1st January 1937 
J-" Advertising 

Cuz-rent Accounts 
Cash with other Banks 
1' Directoi's’ and Auditors’ Fees 
Cash at Head Office and Branches 
Furniture and Fixtures (Cost Rs. 50,000) 
Fixed Deposits 
Interest, ^change, etc. '» 

Investments' (at cost) 

Investment Reserve Fund ~ < 

j Bills Discounted 
I Loans to Customers 
■ ' Liabilities for Expenses 
^Cash Credits and Overdrafts 
^Postage and Telegrams 
Unexpired Insurance ' 

L' Printing and Stationery 
Stamps on hand 
\ Rent, Taxes and Insurance 
Reserve Fund 
‘-^Salaries ' 

Reserve for Bad Debts 


Rs. 

10,00,000 

2.05.000 

—-40,000 

1.700 

34.13.000 

16.05.000 
5,900 

4.16.000 

37.000 

58.99.000 
^,17,000 

2.78.000 
- 35,000 - 

9,00,000 

45.00. 000 

46.000 

30.00. 000 
2,000 

500 

3,000 

200 

8.700 

2.65.000 

57.000 

40.000 


Out of the total Debts, debts for Rs. 5J.8,000 were considered doubtful, and the 
balance was considered good, of which debK amounting to Rs. 43,50,000 were fully 
secured, and for debts amounting to Rs. 6,99,000 the Barik held guarantees of one or more 
persons over 'and above the personal securities of the debtors. Debts due by Directors 
jointly with other persons amounted»to Rs. 2,00,000. For the balance, the Bank held no 
other security except the personal security of the debtors. There were acceptances and 
endorsements given on behalf of customers outstanding to the sum of Rs. 2,00,000, in 
respect of which the Banlc was fully secured. 


Solution, 


THE ASIATIC BANK, LTD. 
PROFIT AND LOSS ACCOUNT. 
For the year ended 31st December 1937. 


To Salaries 

„ Rent, Tazios and-Insnz.'ince 
„ Printing and Stationery 
„ Postage and Telegrams • 

„ Advertising ... 

„ Directors’ and Auditors’ Foes 
„ Robalo on Bills Discounted 
„ Bad Debts Reserve 
„ Depreciation on : — Rs. 

Buildings ... 8,000 

Fumituro ... 3,500 

„ Investment Resonm Fnnd 
„ Balance, boina; Net |?ro6t carried 
to Balance' Sheet 


■~Rs.“' 

57.000 
' 8,700 

3.000 

2.000 
1,700 
6,000 

15.000 

• 20,000 


l|l,G7,200 

113,17,000 


By Interest, Exchange, etc. 


|i R“ 
.. ,3,17,000 


3,17,000 
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THE ASIATIC BANK, LTD. 

BALANCE SliEET. 

As at Slit Dccemht^r 1537, 


G-ip'f'jl a, id Ltrt,’.'.'ie< 

1 

R". 

Atithorijod Cnpit.d ; — 


50.00,000 

20,000 Sharps of Its, 100 each .. 

I'suiyl and Snbicribotl Capital 



20,000 .Shares of Rs. 100 oa 

ch 

20,00.000 

Called up Capital 

! 

I 

1 


20,000 Shares of R«. lOOcich, Rs.SO 
per share Called up and paid 

10,00,000 

Rosen 0 Fond 

,, 

2,05,000 

Inaoatment Reserve Fund 


60,000 

Rffierve for Doubtfnll Debts 

1 

...1 

60,000 

Fixed Deposits 

* ••• 

1 

...1 

58,90,000 

Curraab Accounts 

... 

34,13,000 

AccopUnoos or Endorsements on 
nehalf of Customers (ns per contra) 

1 

2,00,000 

liiabiliUes for Expensos 

... 

46,000 

Kebato on Bills Biscountod 


15,000 

Profit and Loss Account : 

Balance as per last year.,. 

Rs. 

40,000 


-dddlfetFroritdaring tho 

... 1,07,200 


2 

,07,200' 


Interim Dividoad ... 

' 

35,000 

1,72,200 

> 

1 

j 

•V 




Rs. 

1.11,30,200 


Pi'oy/'Tl'j ii'i’l Af* 


* >n Ksl ■ 

Rs. 

' and 



ISkuirIim ... 

Cnsh -i-itli oaior Ban'.s ...10,05,0(yi' 


IrfitK f'liont (r.t co^t) 
j5i!N Ui-Ro lilt"! 
GVb (’.iWiN nnil 
. 0vn>tlr'ilt9 
Loans i'j Cil^^ompr 9 


> 20,21,000 
. 2,78,000 
... 0 , 00 , 000 |( 

|i 

30,00,000; 

.. 45,00,000. 

'■ ' . I SLOO.«00 


no rr-inired by 

xU'l VH of 1913):— I 

( 

1. JOtibto con'-j(i,.-oO ffocKl 

imd full_\ ioourod ..,43,50,000 { 

2. Dolils Socii'wl b y * 

puaTOntaos of third j 

partiu^ o V 0 r and . 

r.boro Ibn porsonnl ! 

socuritics of tlio I 

debtors 6,99,000 

3. Debts coDsidorotl pood, 
in rospset of which 

the Bank holds no r 

socurily oxoopt tho 
rn>'“onril Ihbihtios of 
tho debtors .. 06,33,000 


4, Debts di’o b"} Directors 

jointly with other 
IKi’-sous, considenKl 

good ...< 2,00,000 

jr •• 

5. Dolit®* considorod 

doubtful 5.1S,000 

Bs. 84 00,000* 

CnstoniQrs for Accoptanoos 
or EnOorsomonts (as per 
cm'rt) 

Stamps on hand 

Unoxpired Insnranoo ... J 

Furniture at cost 60,000 


2,00,000 

200 

500 


EcssDepreoiatioatodate ..j 10,500' 

Buddings at cost " ^ 3,00,000 

Ecm Depreciation to date 1,03,000 


53,500 


1,97,000 


_ A 


Es. 
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EXAlMUSrATION QUESTIONS. 


Note.— The -figures in bold type at the end of most of the problems 
indicate their corresponding munbers in the Author’s “ TYPICAL 
PROBLEMS IN ADVANCED ACCOUNTING ” where full solutions of 
‘ these will be foimd. 


1. Mention tlie principal Books of Accounts maintained by a banit. 

2. What is the business of a bank, and'‘what are the sources of its revenue ? 

3. How would you distinguish a Fixed Loan from a Loan on Cash Credit? 

4. Explain the difference between a Current Account and a Fixed Deposit Account, 

5. Describe the different types of Loans granted by a banker. 

6* Wlnt information v/ould you find from the Investment Ledger of a bank ? Give 
its rulings. 

7. How v^ould a banker record Acceptances and Endorsements on behalf of Its 
customers ? ' ‘ 


8. THow does Rebate on’ Bills Discounted arise, and how is it brought into record? 
What entry is made in tliis connection immediately at the commencement of the succeeding 
period ? 

9. How, are bank book debts required to be disclosed in "its -published Balance 
Sheet, under th6 Indian Companies’ Act, 1813 to 193G ? 


10. Prepare thd Profit & Loss Account of the Northern Bank, Ltd., for 1937 from 
the following particulars i — « 


Es. 

Interest on Loans ' .. 2,59,000-' 

Interest on Fixed Deposits . . 2,75,000 

Rebate on Bills discounted . . 49,000 ^ 

Commission charged to cus- 
tomers .. .. .. 8,200 , 

Establrshment . . . . 54,000 * 

Discount on Bills discounted . . 1,95,000 
Interest on Cash Credit Accounts 2,23,000 ' ,1 
Interest on Current Accounts 42,000 /! 



Rs. , 

Rent and Taxes 

18,000'-'^ 

Interest on Overdrafts 

Directors’ and Auditors’ Fees .. 

54,000 '' 

4,200 ' 

Interest on Savings Bank 


Deposits 

68,000 

Postages and Telegrams 

1,400 

Printing and Advertisement 

2,900- 

Sundry Charges 

1,700 ' 


■J 


f. 


{G.D.A)-yi5,400 


(Net Profit Rs. 2,23,000 ; Profit and Loss Account Total Rs. 3,05,200.) 


11. From the following balances of tlie Commercial Banlc, Ltd., as at 31st 
December 1937, prepare Profit & Loss Account and Balance Sheet. The Authorised 
Capital consists of 20,000 Shares of Es. 100 each. The whole Capital has been subscribed, 
but only 50 per cent has been called up. The Bank has accepted Rs. 2,00,000 'worth of 
Bills (without consideration) on behalf of Customers, tlie Securities lodged against these 
amounting to Rs. 3,09,000 Provide Rs. 8,000 for Depreciation on Buildings, Rs. 3,500 on 
Furniture, Rs. 25,000 for. Investment Rcscr\'c Fund and Rs. 20,000 by v/ay of Bad Debts 
Resei-ve. An ad interim dividend at the rate of 7 per cent per annum was paid for. the 
half-year ending 30th June 1937. Profit as per previous Balance Sheet was Rs, -1,80,333. 
In the item of interest, exchange, etc. is included a sum of Rs. 5,900 for Rebate on Bills 


Discounted. 


Paid up Capitel . 

Buildings (Cost Rs. 3,00,000) . . 
Balance of Profit & Loss Appro- 
priation Account (on 1st Jan. 
.1937) .. • 

Advertising 
Current Accounts 
Cash with other Banlts .» 
Directors’ and Auditors’ Fees .. 


Es. i 
10,00,000 1 
2,05,000 -f 


..40 ass’*. 
11550 
34,12,829 
16,05,125 
5,980* 


. Cash at Head Oifice 
Branches 

Furniture and Fixtures 
Rs. 50,000) 

Fixed Deposits 
. Interest, exchange, etc. 
Investments (at cost) 
Investments Reserve Fund 
Loans to Customers .. 


Rs:. 

and 

.. 4,16,324 
(Cost 

37,280 
.. 58,98554 
. . 3 J2,?23 

. . 2,78,125 

35000 • 
.. 50,00,000 
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Liabilities for expenses 
Cash Credits and Overdrafts 
'Postage and Telegrams 
Unexpired Insurance 
Printing and Stationery 


Rs. /' 
46,894 \# 
34,00,520 
1A58 
437 
3,390 


Stamps on hand 
- Rent, Taxes and Insurance 
Reserve Fund 
• Salaries 

Reserve for Bad Debts, etc. 

(B. Com.) 


Es. 

IS 

2,65,« 

r521j3 

iop 

k 


(Balance Sheet Total Rs. iai,31,500 ; Net Profit Rs. 1,7B.9M ; ^ ‘ 

Profit and Loss Account Total Rs. 3,00,3" .> 

he Lew ICational Bank, Limited as on 31st Decemto 

Es 

20,00,fl« 


The Trial Balanc 
1937 stood as follows : — 

Rs. 

Paid up Capital . . . . 10 00,000 

" Local Bills "Discoimtsd .. 9,00,000 

Reserve Fimd .. .. 3,83,000 

' Cash Credits and Overdrafts .. 14,00,000 
'MJndaimed Dividends ' 5,000 

t Loans . . , . , . 23.00,000 

. Current and Savings Deposits 25,00,000 
.. Furniture .. .. .. 20,000 


"Fixed Deposits 

i_. Profit £. Loss Account Credit 
Balance 

' Stamps and Stationeiy 
Cash in hand 
' Cash at Banks 
> Investments at cost 


140,0CO 
5,<!C0 
2,59, tXC 
.6^0,090 
4,75,099 


Out of the Total Defat" Debts for Rs. 2,85,000 were considered doubtful, and • 
balance was considered good. Out of the D^ts considered good, debts amoimting ‘‘ 
Rs. 24,00,000 weje fully secured, and for defats amounting to Rs. 4,00,C0^||^clua^3 
Es. 1,15 000 due by a director) the Bank held personal securities of ohe or n^BTps^-'f 
ov'er and above the personal securities of the Debtors, and for the balanc^Bne pans 
held no other security than the personal security of tlie debtors. ^ , 

The Directors require tile Bank’s Investments to be shown in the B^ance SheS‘ 
trket value on 31st December, 1937, which is Rs. 5,&.000. 


at market 

Prepare the Balance Sheet of the- Bank 
prescribed under the Indian Companies Act. 


as on Slst December 1937 in the f®J|® 
"■ • (G D.A.) 

^ (Balance Sheet Total Rs. 60.50,00^) 

V ^•'•'13. TV/o pearl merchants, Hr. AB and Mr. XY borrow from the Western Bai& 
Ltd., Bombay, on SOth June 1936 a sum of four lakhs of rupees on their johit ^ 
several Promissory Kcte, depositing as collateral security pearls valued at Bs. 4,50, in' 
How will this loan appear in the Bank’s Balance Sheet of SOth June 1936 ? , 

They are charged intei'est at 6 per cent- per annum with yearly' rests. The 
are valued at Es. 3,49 440 on SOth June 1938. How wfil'this Loan appear in the Bans® 
Balance Sheet of 30th June 1938 : — ' ' 


(a.) If Mr. AB becomes insolvent on SOth Sepfembe'r 1937, while Itir. XY continues 
solvent ; 

(fa) If both become insolvent on. 30th September 1937? (G.D.A.) . 

11. The foilovring particulars are taken out from the different statements e 
balances due to a Bank on the date of tlie Balance Sheet: — 


Lopo Xo. 1 


oalanco on '' 
Decenjber 
' 1037. 

■10,818 G S 


Securities. 


i Market \ aloes * 
i of the «cnn- } 
f tics. 5 


RenMirk-s. 


0% erfraf t 

Xo. 


211,33,003 1.", 
Sj 20, COO 10 

4 .50,800 4 

S 

5* IO,C70 


-loint ^irotaisEocy note, and stock 
cvebonge ‘Hjonrities 
Sh".'.<r> of varioas conpanies 


( 


Ks. a. 

1 

’ .30,205 18 
ri.GO.OOO 0 


2 G 


10 

sr 

12 


5G7 4 

200 0 
6,750 ID 
S0,n9G 8 


0 Second mortgage on property 

t 

6 ^ Joint and ■“overal promissory notes... 
I Single promhaory note 

8 I Credir Ijaiooce-ot bank 
j aceo< nt 

0 

C ] Bank.'* own Slia’-o- 

9 { Shares and lUilrray D-Acnlorte 


6 

0 ! 

60,000 0 0 I First niorhm^ 

. ... Ooeoflhesign-v 

< i tones » 

‘ ... 1 dirocto.n 


1,400 

7,500 

20,850 


Temporary. 

In«oIyeat. 
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Prepare a statement classifying these book debts in accordance with the require- 
ments of the Indian Companies Act, giving reasons for your classification;" also write 
, 'out the form in which these book’ debts ought to be shown in the bank’s BEdance Sheet. 


(Gu£).Al) 


404 


(a) What do you understand by: — 

■ (1) Rebate on Bills Discounted; 

(2) Money at Call and Short Notice; 

I (3) Liability of Customers for acceptances and endorsements? 

,■ (b) While closing the books of a Bank on 3Ist December 1936, you find in the 

' Loan Ledger an unsecured balance of rupees two lacs in the account of a- merchant 
whose financial condition is reported to you as bad and doubtful. Interest on the 
same account amounted to Rs. 20,000 during the ye^. How would you deal with this 
; item of interest in 1936 accounts? 

During the year 1937, tlie Bank accepts twelve annas in the rupee on account of 
the total debt to 31st December 1936. 

Prepare the necessary accounts showing the ultimate effect of the transaction in 
the 1937 books of accounts. (G.D.A.) 405 

Prepare a statement showing the Book Debts of a Bank (half a dozen items) 
in the form in which they ouglit to be shown in the Balance Sheet, in accordance with 
the requirements of the Indian Companies Act. Also state from what books the neces- 
sary matejiijiis would be obtained for the same. (B, Com.) 406 


kt»^k 

17.^Wom the following figures taken from the books of the Camberwell Banking 
Co., Ltd., you are requested to draft as at 31st December 1937 \a) a Trial Balance, 
(b) a Balance Sheet, and (c) a Profit & Loss, AcQount. 

“ '£ 

Current and Deposit Accounts .. .. .. 7,731,450 


Acceptances on behalf of Customers 


Capital subscribed 50,000 shares of £40 each, £25 per share paid 1,250,000 

T» 1 /• «— n ^ ^ 


1937 ^ 


Reserve Fund (invested in, Consols) .. ,, ... 

Profit & Loss Account Balance to Credit, 1st January 1937 
Interest accrued and paid 
Current Expenses, 'Salaries/ Rent, etc. . . , 

Amount added to Staff Retirement Fund 
Premises Account — amount written off ^ T. . 

Gross Profit for the year, after providing for Bad and Doubtful Debfs 
Cash in hand and at Bank of England 
Money at Call and Short ^otice - ' 

Consols (Reserve' Fund) )[®T .. 

Consols and Securities guai'anfeed by British Government 
Colonial and Railway Stocks 
English Corporation Stcclis 
Bills discounted 
Loans and Advances 
Bank Premises Furnifure, etc. 

Freehold and Leasehold Properties .. ^ 

(National Union of Teachers) 

(Trial Balance Total £11,041,250; Balance Sheet' Total £10,919,000; 

Net Profit £122,250.) 

18. The following is tlie Trial Balance of the Institute Bank, Ltd. at 31st December 


1 , 200 , 000 ' 


600,000 , 
15,300 

25.500 
71,250 ' 

3,000 

22.500 
244,500»A 

1,584,750 

274,250 

600 , 000 ''^ 

825.000 

637.500 

235.500 

379.500 
4,665,000 

337.500 

180.000 ( 

407 


Subscribed Capital 50,000 Shares, £20 each, un which 
£10 per share is paid up - 
Reserve Pimd (invested In Consols) .. 

Loans and Advances .. 

— Bank Premises .. .. .. 

£450,000 Consols at 80% (Reserve Fund Investments) 
British Government^ Securities .. 

~ Current and Deposit Accovmts 

General Expenses, Directors’ Fees, Salaries and Rent 


1,500,000 

100,000 

360.000 

540.000 

35,000 


500,000 

360,000' 


3,400,000 
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Pension Fund Account 
Depreciation ot Premises 
Profit undivided at January Jst 1937 
Interest Account (balance at credit for unexpired 
period of bills discounted) 

■ Interest, Discount, etc., Account 
" Money at Call and Short Notice 
« Income Tax paid 
'Bills discounted 

• Interim Dividend paid, 3lst July 1937 
Colonial Securities 

•Cash in hand and at Bank of England 


£ 

10,000 


100,000 

2,500 

420.000 
30,000 

500.500 

803.000 


£ 

50.000 

V 16,000 

15.000 

120,000 


£4,461,000 4,461,000 


Prepare a Balance Sheet and a Profit & Loss Account. 

V (Institute of Bankers ) 


408 


(Balance Sheet Total £4,383,500 ; Net Profit £ 


J 


',500.) 


19. Prepare from the following particulais, tlie Balance Sheet of the London and 
South Coast Banking Company, Ltd. as at 30th June 1937. 

fl * £ 

10,000,000 ji-Endorsements on Bills Nego- 
tiated .. .t 

2,000,000 Reserve , 


Authorised Capital fc. 
Subscribed Capital 400,000 
Shares of £20 each, £5 paid 
Investments ' 

Bills discounted 
Bank Premises 
^ Acceptances for Customers 
'•'Rebate on Bills not due «... 
Circiilar Notes and Letters of 

'' Credit 

Advances to Customers 


7.000. 000 
15,000,000 

1 . 000 . 000 

5,000,000 

50,000 


) Liabihty of Customers for 
Acceptances - 


2,000,000 

22,000^000 


5,000,000 


Current & Deposit Accounts ,. . 
fc-Investments Depreciation 
* Account 
M Bills Negotiated 
’ Cash in hand and at Bank of 
England .. .. . .. 

Cash, at Call and Short Notice 
, Profit & Loss Account— Credit 
Balance 


100,000 

3,000,000 

50,000,000 


100,000 
100,000 , 


10,000,000 

9,000,000 


850,000 


(C. A. A.) 400 

(Balance Sheet Total £69,100,000.) 



CHAPTER XX. 


SALE OR RETURN, HIRE-PURCHASE AND ROYALTY ACCOUNTS. 

» 

Goods are sometimes sent out on approval, the customers being given _the 
option of buying or returning the same writhin a specified time. Such .transac- 
tions evidently cannot be regarded as actual sales ■‘until the customers 
have approved of tlie goods, 'and in consequence, they cannot be entered in 
the Day Book. A record, ho-wever, has to be kept of the goods having gone 
out, and the method of recording ■will vary with the nature and volume of 
such transactions. • " 

IVhere such transactions are not very numerous, a Sale or Return Day 
Book may be used as sho\vn on the next page. 

When the goods are sent out, particulars thereof wll be entered in the 
first group of columns as shown in the illustration. No posting, however 
will be made of the entries in these columns.. 

On any customer accepting the goods, the second group of columns wil 
be entered up. The amount of goods sold will be posted to the debit of • . 
Customer’s Account in the Sales Ledger, and the monthly total of su« ’ 
sales will be credited to Sales Account. 

■» 

On the goods being returned, the third group of columns wiU be "‘li . 
in. The amount, however, wiU not be posted to any Ledger account as ■ 
posting was made ’when the goods were first sent out. 

At the time of balancing, any outstanding items will have to be extent - 
in the Balance Column. To verify the accuracy of the book, the totd of 
Goods Sent Out column must be agreed with the totals of the Goods So’ 
Goods Retm-ned and Balance Columns. 

The Goods Outstanding on Sale or Return must be valued at cost pri 
and v/ill be shown on tlie credit side of the Trading Account and the 
side of the Balance Sheet as stock lying'%vith tlie customers. 

ft. 

In a business w^here such transactions are numerous and tlie >>. 
involved are large, it is often advisable to maintain a separate set of boc 
viz., a Sale or Return Day Book, a Sale or Return ‘Journal and a Sale 
Return Ledger. 

The Sale or Return Day Book will, in this case, be ruled as an ” 

Day Book. All goods sent out on sale or return will be entered therein 
posted in detail to the debit of Personal Accoimts opened in the Sale 
Return Ledger, the monthly total of this Day Book being credited to a Co 
sent oh Sale or Return Account in the same Ledger. 

When the goods, are accepted by a customer, the particulars w'l 
entered in the “Goods Sold” columns of the Sale or Return Jo « 
illustrated on the next page.' The amount will' be posted to the debit of 
Customer’s Account in the ordinary Sales Ledger and to the credit ol 
temporary account in the Sale or Return Ledger. The monthly to* 
this amount colunm will be debited to Goods sent on Sale or Return Av. 
in the Sale or Return Ledger, and credited to the Sales Account 
Nominal Ledger. 
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£, 


Pension Fund Account 
Depreciation of Premises 
Profit undivided at January 1st 1937 
Interest Account (balance at credit 
period of bills discounted) 

Interest, Discount, fete , Account 
Honey at Clall and Short Notice 
Income Tax paid 
'Bills discounted 

■ Interim Dividend paid, 31st July 
Colonial Securities 
•Cash in hand and at Bank of England 


for une>?pircd 


1937 


10,000 


& , 

50,000 


16,000 


160,000 

2,500 

420.000 
-30,000 
503,500 

803.000 


15,000 

120,000 


£4,461,000 4, 461, (DO 


Prepare a Balance Sheet and a Profit & Loss Account. 

^ of Bankcis.) 4C8 

* (Balance Sheet Total £4,333,500; Net Profit £i^03.) 

j 

IS. Prepare from the following particulars, the Balance Sheet of the London and 
South Coast Banking Company, Ltd. as at 30th June 1937. ^ 

£ £ 
Authorised Capital *.. .. 10,000,000 /-Endorsements on Bills Nego- 

■ ■ ■ ■ “ ■ '■ tlaied 

2,000,000 ^ Reserve > 


Subscribed Capital 400,000 
Shares of £20 each, £5 paid 
Investments > 

Bills discounted 
Bank Premises 

Acceptances for Customers «. . 
•iRebate on Bills not due *... 
, , Circular Notes and Letters of 
Credit 


.t 


7.000. 000 
15,000,000 

1 . 000 . 000 

5,000,000 

50,000 


Advances to Customers 
J^Uabihty of Customers for 


Acceptances 


100,000 ' 
3,000,000 
56,000,000 




100000 

100,000 


2,000,000 

22,000^000 


5,000,000 


Current £: Deposit Accoimts . 
teinvestraents Depreciation 
- Account 
H-Bills Negotiated 
’ Cash in. hand and at Bank of 
England 

Cash at Call and Short Notice 9,000,000 y 
V Profit &! Loss Account — Credit 

Balance ... , . 850,000 


10,000,000 


(C. A. A.) 403 

(Balance Sheet Total £69,100,000.) 


SALE OR RETURN DAY BOOK. 


750 


advanced accounting 



SALE OR RETURN;, HIRE PURCHASE AND ROYALTY ACCOUNTS 


751 


When any goods are relumed, the particulars will’ be entered in the 
“ Goods Returned ” columns of the Sale or Return Journal. Each individual 
amount will be posted to the credit of the respective Customer’s Account in 
the Sale or Return Ledger and the monthly total of the amount column will 
be debited to the Goods sent on Sale or Return Account in the same Ledger, 

The accuracy of the Sale or Return Ledger can be tested any day by 
the agreement of the credit balance of the Goods sent on Sale or Return 
Account with the total debit balances to the various Customers’ Accounts in 
the same Ledger. 

At periodical balancing, the Goods Outstanding on Sale or Return will 
have to be valued at cost and treated as stock, being thus shown on the 
credit side of the Trading Account and also on the assets side of the 
Balance Sheet. 

Occasionally, where it is quite unusual to send out goods on sale or 
return, such transactions are passed through the ordinary Day Book with a 
note that they are sent out on approval. They are then' naturally treated 
as sales and debited to the Customer’s Account in the Sold Ledger. On the 
goods being returned, they are passed through the Returns Inwards Book 
and credited to the Customer’s Account in the Sold Ledger in the usual way. 

g, At the time of periodical balancing, if there are any such goods out- 
standing, an adjustment will have to be made in regard to these, as otherwise 
the sales of the period would be wrongly inflated. A Joiumal entry will,' 
'therefore, have to be passed with the total amount of such * goods sent on 
sale or return and outstanding at balancing time, as ascertained from the 
Day Book, debiting Sales Account and crediting Debtors on Sale or Retui-n 
Account, The latter account will be shown by way of deduction from the 
“*item Simdry Debtors on the assets side of the Balance Sheet, ,and will be 
carried forward in the next j'^ear’s books. The goods outstanding will, no 
doubt, have to be valued at cost, and treated as stock. 

In the next period, when a customer approves of the 'goods which were 
outstanding at the time of the last balancing, the record of the same will be 
made through the Journal debiting Debtors on Sale or Return Account and 
crediting Sales Account. Wlien, however, any of such outstanding goods are 
returned by a customer, tlie same would be recorded through the Journal 
by debiting Debtors on Sale or Return Account and crediting the Personal 
Account of the customer. 

The above method only serves to- indicate how to~adjust outstanding 
items in relation to goods on approval wj’ongly passed through the Day Book 
and treated as ordinary Sales. It must, howcvei', be made clear that it is 
not desii’able to pass transactions relating to goods sent out on approval 
through the Day Book, whether such transactions are voluminous or other- 
wise. 


HIRE-PURCHASE SYSTERI. 

There are certain classes of undertakings where most of the sales are 
made on the Iiire-purchase system. Under this system, goods are delivered 
to a person who agrees to pay the owner by equal periodical instalments, 


r 
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such 'instalments to be treated as the hire of those goods xmtil a certain feed 
amount has been paid, when those goods become the property of the hirer. 

The total amount to he paid under a hire-purchase agreement includes, 
therefore, the cash price of the goods and interest for the extended term of 
credit given., Under ^ch a circumstance, it would be improper for the hirer 
to charge the whole of the periodical instalments to the Asset Account, for 
if this were done, when all the instalments have been paid, the account of 
the .^asset bought on the’ hire-purchase system would stand debited in his 
booi^ at a price highly in excess of its intrinsic value.- In order, therefore, 
that the Profit and Loss Account each year may be charged with the proper 
amoimt of interest, each periodical instalment paid wall have to be carefully 
apportioned lietween the price of the goods and the interest. In this manner, 
the Asset Account wilL be debited only with the actual amount of its 
intrinsic value, and the interest tviU be charged to Revenue Account of the 
period. 

On the other hand, the vendor of the article cannot treat the transaction 
as a sale to the extent of the aggregate amount of the instalments, inasmuch 
as these instalments are inclusive of interest The only proper method for 
him to record such transactions would be to debit the purchaser’s Personal 
Account and credit Sales Accoimt with the present value of these futme 
pajmients. In order to ascertain this figure, it is of course necessary to knov/ 

(a) the number of instalments agreed upon, 

(b) the period within which they ai’e payable, 

(c) the amount of each instalment, and 

(d) the rate of inter^t which the vendor intends charging for the 
delayed pajonents. 

To the Personal Account of the hirer, interest at the fixed rate, calcu- 
lated on the unpaid balance for the time being, will be debited as each 
instalment becomes due and Interest Account vfiU be credited. On receipt 
cf each instalment, Bank Account -vvill be debited and the hirer’s Personal 
Account will be credited. Thus, when ah, the instalments have been paid, 
the account of the hirer wall not show any balance. 

Depreciation. — ^Even when an asset is acquired on the hire-purcliase 
system, the question of depreciat.on cannot be ignored during the continu- 
ance of the hire-purchase agi’eement. There are several methods of ■writing 
off depreciation, but the one most simple is to WTite off a feed percentage 
annually on the dimimshing balance of the cash value of the asset in question. 


nXUSTRATION 172. 

^nuary 1931, the New CoTliciy Co. bought fvpgans on the hire-purchase 
system, Cash price of the wagons was Rs. II 475 , and the payment was to be 

made as follows: — . 

paid on signing of the cgreement and the balance in three 
ior Rs. 3,000 at the end of each year. 5?'c interest Is charged by the 
P 7 ^nnnm. The Company has decided to write oJi 10% annually on 

Make the entries in the books of the Colliery Co, 

transactions would be 
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Solution, 


.. /■ 

V/ 

THE NEW COLLIERY CO.’S BOOKS. 


JOURNAL ENTRIES, •(y' ' 


/ 


1931 
Jan. 1 

! 

‘Wagon Accounb 



Dr, 

L.F,; 

Rs. a. p, 
3,000 0 0 

1 _Rs. a. p. 


Bank 





1 3,000 0 0 

i 


(Fov tb^ amount paid on delivery of fcbo wnwons). 



1931 





•• v 


h 

i 

Deo. 31 

4 Wagon Account 



Dr. 


2,591 4 0 

1 


/ Interest Account ' 

• •• 


11 


. 408 12 '-ff 


^ / 

To Wagon Co.‘ 





V 

1 3,000 0 0 

(For febe first instalment duo). 





" » ~ 3> 

.Wagon Go. ... 



Dr. 


3,000 0 0) 

1 


To Bank , 





{3,0001 0 0 

1 

* 

(For the payment of tno first instalment). 




1932 








Deo. 31 

Wagon Account ... 

... 


Dr. 


2,720 13 0, 



Interest 





279 3 0 


V 

To Wagon Co. 






3,000 0 0 

. 

(For the eocond instalment due). . 





i 

♦ 

i 

%} i> 

Wagon Co. 



Dr. 


3,000 0 0 



To Bank ^ 



‘ 



3,000 0 0 


(For the payment ot the second instalment). 



• 

1933 

■■ 







Deo. 31 

Wagon Account 



Dr, 


2,862 15 0 

U- 


Interest • ... 

• t* 




137 1 0 

a 

To Wagon Co. 






3,000 0, 0 


(For the third instalment due). 





f 

11 It 

Wagon Co 



Dr. 


3,000 0 0 

3,000 0 0 


To Bank 






J 

(For the payment of the third instalment). 


1 


1 


■ 

WAGON ACCOUNT. 




“T931 " 


Es. a, p. 

11)31 

! 


1 

Rs. n. 'jT" 

Jan. 1 

To Bank ... 

3,000 0 0 

Deo. 31 

By Depreciation on | 


Doc. 31 

„ Wagon Co. 

2,091 4 0 


1 E 

s. 11,175 at 10% ... 

1,117 8 0 


fr f» 

„ Balance c/d* 

4,473 12 0 


.Bs. 

0,591 ' 4 0 




, Rs. 

5 / 91 ' 4 0 

- 1032 


Bs. a. p. 

1932 


< 


Rs. a. p. 

'Jan. 1 

To Balance b/d. 

4,473 19 0 

Dec. 31 

By Doprocuition on 


Doe. 31 

„ Wagon Co 

2,720 13 0 


Rs. 10,057-8 at 10% .. 

1,005 12 0 



» 11 

„ Balance c/d. 

0,188 1,3-0 


Es. 

7,191 9 0 




Rb. 

7.194 9 0 

1033 


Rs. a. p. 

193.3 



! 

Rs. n. p. 

JaD, 1 

To Balance b/d.' 

C,1.S8 13 0 

Doo. SI 

By Depreciation on j 

Ks. 9,05M2at 10% ...I 

Deo, 31 

„ Wagon Co. 

2,SG2 15 0 


905 2 iO 


ft tt 

„ Balanco c/d. ,..*l 

8,140 9 2 


Rs. 

0,001 12 0 




Rs. j 

9,051 12 0 

1931 


Ra. a, p. 




f 


Jan. 1 

To Balance b/d. 

8,140 9 2 


- , 


4j 

|t 



•18 
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1931 
Deo. 31 

To Wagon Co. 

1932 
Doe. 31 

To Wagon Co. 

1933 
Doe. .31 

To Wagon Co. 

, 

1931 I 
Deo. 31 j 

To Bank 

1932 
Deo. 31 

To Bank 

1933 

Deo. SI"- 

i 

To Bank 


ADVANCt® ACCOtJNTrNG 

INTEREST account' - 


Ks. a. p. 
40S 12 0 


Ks. a, p. 

279 3 0 




'' E*!. a. p. 

•I 137 1 0 


1031 
Doc. 31 


By Profi6 and Loss 
Account 


1032 

Deo. 31 By P.ofit and Loss 
j Account 

1933 , 

Deo. 31 i By Profit, and Loss 
I Account 


Rl' n. p 
40S 12 0 


Rs. a. p 
270 3 0 


|[ Rs. n. p 
1.37 1 0 


ACCOUNT. 


I Rs. a. p. 
.. 3,000 0 0 

f Rs. n. p. 
■ ji 3,000 0 0 

li Rs- a. p. 
...1 3,000 0 0 


1931 


j 

...!' . 3,000 


\ 

Doc. 31 

By Sundries 

n. 

0 

p 

0 

1932 


li Rs. 
... 1 .3,000 

—MM 

■— 

Doo. 31 

[ 

B 3 Sundries 

a. 

0 

p 

0 

19.33 


1 Ra 
,. 1.3 000 

— 1 

■M— 

Doc. 31 

Sundries 

a 

0 

P 

0 



Colliery Co. 

To ,SaIo3 

_(rorSalooflVr.gon3„t,^,,.^. ^^' 

Bank 

_^To Colliery Co, 


- ... Dr. 

on signiuff of the 


1931 
Doe. 31 


1932 
Dec. 31 


(For the payment reoeivod 
agreeme nt). 

Collieiy Co 
To Interest *** 
jg^l^ear’s interest on unpaid balance). 


?• P-li Rs- a- P -1 


Bank 
To Colliery Co. 

_(rot- the first instalment received); ' 


Colliery Go. ' 

To Interest "* ••• 

year’s interest on unnairl balance). 


1933 
Deo. 31 


Bank 

JFor the second in,ta’ment-...oi..„.,, 


.Dr. 


Dr. 


Dr. 


§r- 


Colliery Co. ^ 

To Interest 

interest on un paid balance). 

Bank 

To Colliery Co. 

a-ortbetbird instalment received). 


Dr. 


Dr. 



1.37 1 0 


3,000 0 J 
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COLLIERY COMPANY’S ACCOUNT. 


1931 


Rs. a. p. 

1931 



Jan. 1 

To Sales ... 

11,173 0 0 

Jan, 1 

By Bank 

j 3,000 0 “^0 

Deo. 31 

„ Interest 

408 12 0 

Deo. 31 


i 3,000 0 0 





„ Balance c/d. 

i 5,583 12 0 


Rs. 

11,583-12 0 


Rs. 

1 11,583 12 0 

1932 


Rs. a. p. 

1932 


^ Rs. a. p. 

Jan. I 

To Balance b/d. 

6,583 12 0, 

Doc. 31 

By Bank 

3,000 0 0 

Deo. 31 

„ Interest 

279 3 3 


„ Balance o/d. 

2,802 15 0 


Re. 

5,862 15 0 


Rs. 

5,862 15 0 

1933 


Rs. a. p. 

1933 


Rs. a. p. 

Jan. 1 

To Balance b/d. 

2,802 15 0 

Dec. 31 

By Bank 

3,000 0 0 

Boo. 31 

„ Interest 

137 1 0 





Rs. 

3,000 0 0 


Rs. 

3^000 0 0 








INTEREST ACCOUNT, 




1931 


J 

Bs. a. p. 

1931 


Rs. a. p. 

.. Dec. 31 

To Protit and Loss 
Account 

408 12 0 

Doc. 31 

By Colliery Co. 

408 12 0 

1932 
Doc, 31 

To Profit and Loss 
Account 

Rs. a. p. 

279 3 0 

1932 

Dec. 31 ’ 

By Colliery Co. 

Rs. a. p, 

279 3 0 

1933 
.Deo. 31 

To ProBt and Loss 
Account 

Rs.-- a. p 

137 1 0 

1933 

Deo. 31 

By Colliery Co. , 

Rs. a. p. 

137 1 0 






..-1 . . . . 


INSTALMENT SYSTEM. 



Goods are sometimes sold also under an agreement to pay by instal- 
ments. The difference between a hire-purchase agreement and an agreement 
to purchase and pay by instalments will, however, have to ’be carefully 
noted. Under the hire-purchase agreement, the goods do not become the 
property of the purchaser till after the find instalment has been paid, whereas 
imder an agreement to purchase and pay by instalments, the goods become 
the property of the purchaser immediately he receives delivery of the same. 



J 


\ 



Goods pm’chased on Instalment System will, therefore, need different 
treatment in accounts to the one necessary to record a purchase under a hire- 
purchase agreement, as already explained. - 

The purchaser, in this case, on receipt of goods will debit the Asset 
Account with the cash price of the asset, and Interest Suspense Account 
with the total amount of interest payable, and credit the Vendor’s Account, 

’ On payment of each instalment, the Vendor’s Account will be debited and 
Bank credited. , At the end of each year, the proportion of interest included 
in the instalment for the year will be transferred from the Interest Suspense 
Account to Interest Account, by debiting the latter account and crediting 


0 
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ilie former. Thus, the Interest Suspense Account will be closed when 'all 
the instalments have been paid, the Asset Acco'tmt will appear in the books 
at its intrinsic value less any reasonable depreciation that may have been 
written ofi the same, and each year’s Revenue Account will be made to bear 
its fair proportion of the interest for delayed payment. 

The vendor, on the other hand, will debit the Purchaser’s Account with 
the total amoimt of the instalments and credit Sales Account mth' the cash 
price of the asset and Interest Suspense Account with the total amount of 
interest recoverable. On receipt of each instalment, Bank Account is 
debited and the Purchaser’s Account is credited. At the end of each year, 
the proportion of Interest included in the instalment for the year will be 
transferred from Interest Suspense Accoimt to Interest Account by debiting 
the former account and crediting the latter. 

A careful comparison of the following illustration with the one that has 
preceded it wll ser\'e to show the exact difference between the record of 
the Instalment System and that of Hire-Purchase. 

ILLUSTHATION 173. 

f 

On, 1st January 1933, the New Colliery Co. bought wagons on the Instalment System. 
The cash price of the wagons was Rs. 11,175 and the payment v/as to be made as 
follows : — 

Es. 3,000 was to be paid on signing of the agreement and the balance in three 
instalments of Rs. 3,000 eaA at the end of each year. 599 Interest is charged by the 
Wagon Co., per annum. The company has decided to write off 1099 annuSly on the 
diminishing balance of the cash value. Show the necessary accounts in the books of 
the Colliery Co., and also of the Wagon Co. 


SohitUm. 


THE NEW COLLIERY CO.’S BOOKS. 
Z WAGON ACCOUNT. 


1535 
.Inn. 1 


To "Wngon f'o. 


i 


1930 1 

Jfin. 1 j To B.ninni'o h'd. 


! 

lKt7 I 

ilm, *-l To Balance I'd 
» 

I 

i 

\ 





1 P. 

, 1.'=. 


p. 

• 


■ “ — 

i 

a. 



3 



193.7 * 



t 


... 

! nfi75 

0 

0 

D(.c. 31 

By Deprecmtion 






■) 




, Account 

1 

1,117 

8 

0 


1 



•f 

„ Balance c/d. 

... 

10,057 

8 

0 


1 11,175 

:5_ 

0 



IB. 

11.175 

0 

0 


1 

^ Bs. 

n. 

p- 

1930 

1 

\ 


Rs. 

ft. 

T>. 


i 1 0,077 

8 

0 

Den. .31 

, Bj' Jloproeintinn 





i 




, Account 


1 1,005 

12 

0 


) 

K 



♦ » 

„ B.nl.inco c,’d 

... 

1 0,051 

12 

0 


1 10,0.77 

S 

0 


i 

i 

Rs. 

1 10^037 

8 

0 


> Rs 

n. 

p 

1957 



Rs. 

ft. 


- 

. 5 0,051 

12 

0 

15 i 

\ Dfprcdati'ju 





1 


i 


j Account 


905 

2 

10 


y 




. „ Balance c/d. 


‘ 8,116 

9 

2 

R«. 

! 9,0.71 

12 

0 


! 

R«5. 

' 9,071 

TT 

0 ' 


' K«. 

n. 

T*- 


5 










y 


\ 





''' 
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WAGON COMPANY’S ACCOUNT. 




Rs. a. p. 



Rs, a. p. 

1935 



1935 



Jan. 1 

To Bank 

3,000 0 0 

Jan. 1 

By Sundries 

12,000 0 0 

Dec. 31 


3,000 0 0 



- 

S) 

„ Balance c/d. 

6,000 0 0 

> 




Rs. 

to 

o 

o 

o 


Re 

12,000 0 0 

, 1936 


Rs. ta. p 

1936 


Rs. a. p. 

Dec. 31 

To Bank 

3,000 0 0 

Jan. 1 

By Balance b/d. 

6,000 0 0 

tt 

„ Balance o/d. 

3,000 0 0 


i 



Rs. 

0,000 0 0 


Re 

6,000 0 0 

1937 


Rs. a. p. 

1937 

* 

Ds, n.'p. 

Deo. 31 

To Bank 

3,000 0 0 

Jan. 1 

By Balance b/d. Rs. 

3,000 0 0- 








INTEREST SUSPENSe'aCCOUNT. 




Rs. a. p 



Rs. a. p. 

1933 



1935 


\ 

Jan. 1 

To Wagon Co. 

825 0 0 

Dec. 31 

By Interest Account— 

/ 





Transfer 

408 12 0 




it tt 

„ Balance o/d. 

410 4 0 


Ra 

825 0 0 


Re 

825 0 0 

1036 


. Rs. a. p. 

1936 


Ra a, p. 

Jan, 1 

To Balance b,'d. 

410 4 0 

Dec. 31 

By Interest Account — 





/ 

Transfer 

279 3 0 


. 


it it' 

,, Balance c/d. ... 

'137 I 0 


Ra 

416 4 0 


Re 

410 4 0 

1937 

• 

Be a, p. 

1937 

* 

Rs, a p. 

Jan. 1 

To Balance b/d. 

137 1 0 

Doc. 31 

By Interest Account — 






Transfer 

137 1 0 









WAGON CO.'S BOOKS. 
COLLIERY COMPANY’S ACCOUNT. 



— " — 

- 







Re a, p. 


' 

Rs. a p. 

1035 


* 

1935 

By Bank 


Jon. 1 

To Sundries 

12,000 0 0 

Jan. 1 

1 -3,000 0 0 


, 


Dea 31 


. 3,000 0 0 


- 


ti a 

„ Balance c/d. 

6,000 0 0 


Rs, 

12,000 0 0 


Re 

,12,000 0 0 

1936 


Bs. a. p. 

1936 


1 Re a. p. 


To Balance b/d. 

6,000 0 0 

Dec. 31 

By Bank 

3,000 0 0 




>t t> 

„ Balanoo c/d. 

3,000 0 0 


Ra 

0,000 0 0 

% 

Ka 

6,000 0 0 

1937 


Rs. a. p 

1937 


Re a. p. 

,fan. 1 

To Balance b/d. 

3.000 0 0 

Deo. -31 

By Bank ^ 

3.000 0 0 



1 






758 ‘ ADVANCED ACCOUNTING 


INTEREST SUSPENSE ACCOUNT. 



! 

Bs. n. p 


« 

t Ra a. p. 

1035 

j| 


1935 


i 

Deo. 31 

To Interest Account — ,| 


Jna 1 

By Colliery Co. 

825 0 0 


Transfer ,..f 

40S 12 0 









1 


" Es. 1 

825 0 0 


Ra 

! ^25 0_ 0 

1936 


Ea n. p. 

1936 


! 

! Ra a. p 

Deo. 31 

To Interest Account — 


Jan. 1 

By Balance b/(i 

416 4 0 


Transfer 





- 

„ Balance o/d. 

m9y|E 





Ra 

416 4 C 


Ra 

i 416 4 0 

■ 1937 

r 

, Ra a. p. 

1937 


1 Rs. c. p. 

Dea 31 

To Interest Acoonnt — 


Jan, 1 

Bv Balanco b/A 

137 1 0 


Transfer 

mmmm 









‘ 


ROYALTIES AND DEAD RENTS, ' 

Royalty. — The term Royalty expresses an amount payable by one person 
in return for some special right or privilege conceded to him by another 
person, such as the right to publish a book, or to manufacture and sell a 
patented article, or to work a mine, , ' 

Dead Rent is the minimim rent payable annually by the lessee of a mine 
to the landlord, for the priwege of obtaining minerals therefrom, irrespec- 
Uve of whether the quantity of minerals raised during each year justifies it" 
or not In fact, the Dead Rent woidd be payable even if the mine were not 
worked at all. A Dead Rent usually merges into'^a Royalty of a fixed 
amount per t(m of mmerals raised, and consequently, the sum payable by ■ 

Royalty whichever is 
ol^l^ot of fixmg the Mmimum or Dead Rent is that a Landlord 
may not get less than a certain amount per year even where foere is no- 

Seased o'uw tTelanT'd' 2 tfmJs of 

the working S the mine byThaSS"? Rovah““? 

minerals r^sed. ^ chargmg a Royally of a fixed amount per ton of 

the Royalty of any particular”^ve^*^dn^*^ Is^^Hord of a mine when 

Dead Rent. Short Workineq t.o. amount to the Minimum or 

years when the Royaltie.s arp in pw ^ lessee in later 

therefore also kno%vn as RedeemiMn Minimum Rent, and are 

'these Short Workings out of futurp recouping 

period from the commencement of fhn ^ usuaUy limited to a given 
essential to look inlo this clausp ac ar,-r, ^ lu consequence, it is 

what extent Short Workings mav Lease in order to see to 

asset. ^-eated m the accounts as a temporary 

D^clra5aiL„^XrS„7/?„So‘? 

the latter exceed the Bead R^ent the folW^^® future Royalties when 

«ent, the mowing entries are necessary;-^ 
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1. Debit Royalties Account with the actual amount of Royalties earned, 

debit Short Workings Account with the difference between the Dead Rent 
and the Royalties, and credit the Landlord’s Account with the amount of 
Dead Rent. ' - . ‘ ; . , - r * 

2. Close the Royalties Account by transfer to Profit & Loss Account. 

3. The debit balance of the Short W;orkings Account (during^ such 
period within which the right of recouping the same exists) will be shown 
as an asset in the Balance Sheet. 

♦ 

(b) Where the Royalties exceed the Dead Rent, the entries will be as 
follow^ : — , ' , ' 

1. Debit the Royalties Account and credit the Landlord’s Account with 
the actual Royalties earned. - 

2. Transfer the Royalties Account to Profit & Loss Account, < , 

3. Debit the Landlord’s Account and credit the Short Workings Account 
with any balance on the latter Account, provided the Landlord gets credit 
for at least the Minimum Rent 

4. After the right. of recouping Short Workings out, of future Royalties 
is time-barred, the Short Workings Account must be written off by the Profit 
& Loss Account, 

* 5.. After the Short Workings -Account has been wiped off, the Royalties 
Account will be debited and the Landlord’s Account credited each year with 
the full amount of the Royalties. 

Occasionally, a Minimum Rent Account is required to be opened while 
working out such problems, in which case, the entries would be as follows : — 

) 

(a) Where the Royalty is less than the Dead Rent : — , 

(1) Debit Minimum Rent Account and credit Landlord’s Account 
with the Minimum Rent. 

Sv ' ■ . . . 

(2) Debit Royalties Account and credit Minimum Rent Account 

' , with the actual Royalty. - ' 

(3) Transfer the debit balance of Minimum Rent Account to Short 
Workings - Account. 

' \ * 

■(b) 'Where the Royalty is more than the Dead Rent : — 

(i) Debit Royalties Account with’ the actual Royalty, credit Short 
Workings Accoimt with any Short Workings recouped, and 
credit Landlord’s Account with the balance, 

ILLUSTRATION 174. - 

A leased a colliery. The Dead Rent was Rs. 1^00 a year merging into a Royalty 
of four annas per ton of coal raised, with the right of recouping Short Workings out 
of Royalties during the firs t, four years . The quantities raised were; first year, 2,000 
tons ; second year, 3,600 tons; iHlrd year 6.000 tons ; fourth year 12,000 tons ; fifth year, 
25,000 tons. Gh'e the Journal entries and Ledger Accounts for each of the five years. 


760 

Solution, 


APVANCHD ACCOUNTING 


JOURNAL ENTRUS. 


i 

FIRST YEAR. 

Rojnllio’j Account ». 

SKoti WorkioRa Accoiml ... ... 

To Landlord 

(licinir RoyaUios oarncfl niid Short Workinjra to l-o l>nid 
to tlio landlord). 

- ILT.J 

1 f 

»r. r 

) 1 

.. 1 1 

1 

i t 

“R». ' 

fioo j; 

700 1 

1 

\ 

1 

~ l<k 

1,200 

1 , 

\ 

Landlord ... ... 

To Bank 

- (Cnali p-aid to Inndloitl). 

Dr, i 1 

1 1 

! f 

1,200 !. 

\ 

i! 

1,200 

r 

i 

i 

5 

1 

' I’rofib and Lots Account ... ... 

To Rojnltioa Account 

(Amount of Royalties Iranofon-od to Profit and La-.s 
- Account). 

Dr. , 

! 

i 

[ 

f.00 i 

a 

!, 

1 

1 

500 

\ ' 

SECOND YEAR. 

Royalties Account ... 

Short Workinca Account ... ... ... 

' To Landlord 

(Bfiin" Royullioa aarnod and Short Workinpa inynblo 
to uio Inndlordl. 

))r. 


u 

000 (■ 
SOO 1 

!* 

Ij 

1,200 

• 

Landlord 

To Bank 

(Onsh paid to landlord). 

d)r. 


1,200 |i 
1 

1,200 


Profit and Lo«a Account ... ... 

To Royalties Account 

(Bein" Transfer of .amount of Roynlltos to Profit and 
Loas Account). 

l)r. 

1 

• DOO !i 

^ ll 

000 


THIRD YEAR, 

' Royalties Account ... 

To Landlord 

' (Being Royalties aaniod and payable to the landlord), 

Ur. 


li 

],C00 it 

i 

1,500 


Landlord 

To Short Workings Account 
(Being Short Workings of former years recoverable 
from Royalties in cvcel“ of Dead Rent), 

Ur. 

1 ‘ 

300 

300 

- 

Landlord 

To Bank 

(Payment to tho landlord). 

Ur. j 

- ( 

( 

' 1,200 ii 

li 

' 1,500 II 

' 1 
f 

[ 

1,200 

, 

Profit and Loss Acconnt ... ... 

To Royalties Aceonnt 

(Amount of Royalties transforred to I’rofit and Loss 
Account). 

Ur. 


^ 1,600 


FOURTH YEAR. 

Royalties Account 

To Landlord - - . 

(Being Royaltios earned and jiaynblc to the landlord). 

Ur. 


.3,000 jj 

I! 

!l 

; 3,000 


Landlord 

To Short Woikings Acconnt 
(Being balance of Short Workings of former years 
recouped from Royalties iit excess of Dead Rent). 

Dr. 


700 

1 !' 

S 1 

r 

700 


j Landlord 

To Bank 

I (Payment to the landlord). 

Dr. 

- 

j 2,300 j 

\ \ 

^,300 

• 
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SAIiE OK KETOTN, HIHE POTCHASE AND ROYALTY ACCOUNTS 


JOURNAL ENTRIES,— (Cofltd.) 


Prt)rifc .TO(l Loss' Account ... ... ... Dr. I 

To Roynltics Acooiinf. ' 

(Atnount o( Roynitios tmnsforrod to Profit oml Lo'-s 
Account). I 


K“. R°. 

3 

.T,000 i' 

I .T,000 

i ' 


I HFTHYEAR. 

, Roynitios Aocnnnt ... ... ... Dr. | 

To Ltindlord j 

(Being Roynitios earned and pnynblo to the landlord). > 

' * I 

Lnndlord ... ... ... ... ■ Dr. i 

To Bnnt! , | 

(Payment to tho Inndlm-rl), 


' *0,250 ' 

, C.250 

6,250 < 

i; r 6,250 


Profit and Lo's Account 
To Royalties Acoonnt 

(Transfer of R 03 allies to Profit and Loss Account) 



I' 6,250 

1. V 


0,250 


ROYALTIES ACCOUNT. 



1 


Rs. 



1 Rs. 

j 

Lt 

joar j 

To Landlord’s Acoonnt 

500 

By Profit and Loss Account 

.. 

1 500 

2 nd 

1 

year ' 

To LantllortVs Account 

Rs, 

1 _ 900_ 

Bj Profit and Loss Account 


Rs. 

_ 000 _ 

ard' 

year 

To Landlord's Acoonnt 

i Rs. 

, 1,600 

By Profit and Loss Acoonnt 

.. 

Rs. 

_ ],500_ 

4th 

yenr 

To Landlord's Account 

i Kai^ 
L 3,000 

By Profit and Loss Aoconnt 


Ra 

3.000 

6 th 

' 

Joar 

To Landlord's Account .. 

Rs. 

0,250 

By Profit and Loss Account 

*»• 

1 1 -Ks. 

I 0,260 


1 



, 


1 



SHORT WORKINGS ACCOUNT. 






. Rs. 

- S 


wgi 

iBt 

.3 car 

To Landlord’s Account ... 

700 

By Balance c/d. ... 



2 nd 

jenr 

To Bnlanco h/d. 

„ Landlord’s Aoconnt .. 

Rs. 
700 
! 300 

By Balanoo o/d. 

... 

g 



Rs. 

1,000 

/ 

Rs. 


3rd 

year 

To Balanoo h/d. 

Rs. 

1,000 

1 

! 

By Landlord’s Account ... 

„ Bnlanco e/d. ... v. 


Rs.- 

300 

700 



■ Ks. 

1,000 

* S 

Rs. 

mn^QH 

4th 

year 

To Bnlanco IVd. 

Rf. 

700 

By Landlord’s Account ... 
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LANDLORD’S ACCOUNT. 


Isfc yair ' To Bank 


Rs. 

1,200 


2na joar 


Rs. I 1,200 


3rd 


4th 


year 


year 


Sth year 


To Bank 


To Short Workings 
Acoonnfc ° 
„ Bank 


To Short Workings 
Account 
„ Bank 


To Bank 


Rs. 


.. ,1 1,200 


R& ,i 1,200 


Ra. 


Rs. 

300 

1,200 


1,500 


I Rs. 

I 

•J' 700 

..|l 2,300 


Rs. 1 * 3,1 


000 


11 R“- 

6,230 


By Royalties Account ... 

„ Short Workings Account 


By Royalties Account ... 

„ Short Workings Account 


By Royallioj Account* 


By Royalties Account 


By Royalties Account 


Rs. 


Rs. 


Rs. 


Rs. 


j * Rs. 

500 

700 

1,200 


Ra 

900 

300 


1,200 

Ra 

1,500 


1,500 


Ra 

3,000 


3,00^ 

Rs. 

6,250 


under the seco^ Journal Entries, if • the above illustration is 


worked 




JOURNAL ENTRIES. 


HRST YEAR. 

Minimum Rent Account 

To Landlord 

(Being Minimum Rent payable to the landlord). 

Dr. 

L.P. 

Ra 

1,200 

Hi 

1,200 

RoyaitiM Account — 

To Minimum Rent Acoonnt 
(Being the actual Royalty on the output). 

Dr. 


600 

600 

To Mmimam 'Rent Account 
' Refttcc^oTnlf ^«°5nium 

Dr. 

- 

700 

i 

700 

✓ 

SECOND YEAR. ^ — — 

Minimum Rent Account 

' To Landlord ^ *'* • ••• 

(Being the Minimum Rent payable to the landlo.-d). 

Br. 

1 

" ! 

J,200 

f 

i 

1,200 

K 03 alti&g Account 

(Being the actual Royalty on the output). 

Dr. j 

1 

1 

i 

\ 

900 ^ 

1 

900 

'Workings Account 

To Minimum Rent Account 
‘ Sf “ transfer of the debit liilauce ofMimmum 

Dr. 1 
1 

1 

1 

i 

1 

0 

0 

300 
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JOURNAL ENTRIES.— (Contd.) 



third year. 

Royalties Account 

To Landlord 

„ Short Workings Account ^ 

(Being tbonotual Royalty on thooutput, thoMiniinum 
Rent payable to tho landlord and the baKneo utibsod 
in recouping Short Workings). 

Dr. 

L.P. 

Rs. 

,1,500 

Rs. 

1,200 

300 


FOURTH YEAR. 

Ro3'nllio3 Account ... 

To Short Workings Account 
„ Landlord 

{Being the actual Royalty on tho outijut, and tho 
b.aInnco payable to tho landlord after iccouping 
Short Workings). 

Dr. 


3,000 

< 

700 

2,300 

V f 


nFTH YEAR. 

Itoj’.altios Account ... ... « ... 

To Landloid ,, 

(Btmig actual Rojnlty on tho output payable to tho 

landlord). 

■■ 

Dr. 


0,250 

\ 

0,250 


Note— Every year, Royalties Account will be closed by transfer to the Profit and 
Loss Account, and the Landlord’s Account will be debited on his being paid cash. Short 
Workings Account will bo closed by balance until the Short Workings are recouped. 


EXAMINATION QUESTIONS. 

Note.— The fi^;urcs in bold type at the end of most of the problems 
indicate their corresponding numbers in tlie Author’s “ TYPICAL 
PROBLEMS IN ADyANCED ACCOUNTING” where full solutions of 
these will be found. 

1. How are Goods sent out on Sale or Return recorded when such transactions 
are few ? 

2. Would -it make any difference in recording of Sale or Return transactions, if 
these were numerous? 

3. Where Goods on Sale or Return are treated as Sales, what adjustments would 
be needed at the end of each financial period? 

4. Mention the entries necessarj' in the books of the buyer as well as the seller 
when goods are sold on the Hire-Purchase System. 

5. 'i^laln how the Hire-Purchase System differs from the Instalment System 

C. What entries are made in the books of the buyer as well as the seller when 
goods are sold on the Instalment System? 



8. Explain how the Short Workings Accoimt is maintained in the books of the 

lessee. ' ^ 

9. Distinguish between Goods on Consignment and Goods sent out on Sale or\ 
.Return, and describe shortly the best way of dealing with each class of transaction. ' 

{Incorporated Accountants.) 




764 


ADVANCED ACCOUNTING 


10. ' The Birchets IMineral Water Co., Ltd. sends out cases of aerated water to 
f cliemists in various parts of tlie countrj’ “on sale or return”. Eacli chemist is at once 
i debited in tlie Company’s books with the water supplied at the price he is to obtain for 
f 'it when sold, and is allowed to deduct 10% from the value when accounting for his 
) ' sales. The personal accounts of all chemists so supplied are included in the ledger 
s' ^ balances at the end of the year. How would you deal with these accounts when 
[ preparing the Co.’s Profit & Loss Account and Balance Sheet ? 

^London Chamber of Commerce.) s 


11. Upon being appointed book-keeper to the Whirlwind Automobile Co., Ltd., you 
find that 10 cars have been sent to various people for trial purposc-s, “ on sale or return ”. 
These transactions, however, have been passed thrd^i^ the Company’s bool:s as actual 
sales at full list piices amounting to £3,750. Is this correct ? If not. what rectification 
of the_accoimts would be necessary? How should such transactions bo treated in the 
Company’s annual accounts as prepared for publication ? 

- (London Chamber of Commerce.) 

^2. On 1st March 1936, the B. S. Coal Co. obtained wagons on the hire-purchase 
system. The price of wagons Was £1450. Payment was to be made, as to £150 
down, as to the balance at £250 per year with 5%? interest. 

The B. S. Coal Co. write off 10 per cent depreciation each year. Construct the 
necessary ledger accounts in the book.s of the Co showing in detail the entries. 

"• (Incorporated Acconntants.) 

V 43 . A Landlord leased his Collieries to a Company for 30 years at a dead rent of 
£600 a year merging into^a Royalty of 6d a ton, with power of recoupment over the 
period of the lease. „ • 

The Company’s output for the first seven years was as follows: — 

Ist year, 5,000 tons ; 2nd year, 15,000 tons ; 3rd year, 20,000 tons ; 4th year, 24,000 
tons ; 5th year 25,000 tons ; 6th year, 26,000 tons ; 7th year, 24,000^ tons. 


How will these worldngs be shown in the annual Profit £. Loss Accounts and the 
Balance Sheets of the Company ? (Chartered Accountants.) 

:ii'rS’*'^v^l4. The S. G. Collieries Co., Ltd. took from die Duke of D. a lease of a coal- 
field for a period of 25 years from 1st January 1932 on a Royalty of 6d. per ton of coal 
got with a “Dead Rent” of £250 and nower to recoup “Sliort Workings” during "the 
first five years of the lease. 

The annual outputs were as follows: — 

1932, 6,000 tons; 1933, 9,000 tons’ 1934, 11000 tons; 1935, 12,000 tons; 1936, 
15,000 tons. 

Write up the “Royalties” “Short Workings” and “Landlord’s" Accounts for the 
five years, in the Colliery Company’s Ledger, (Chartered Accountants.) 410 


>Si. ’.J?, 15. The R. Colliery Co., Ltd., leased a property from A at a Royalty of Is. 6dJ. per 
ton with- a zninunum rent of £2,000 per annum. Bach year’s excess of minimum rent 
over Royalties is recoverable out of the Royalties of the next five years. 

In the event of a strike and the minimum rental not being reached, the Lease 
provided that the actual Royalties earned for the year discharged all 'Rental obligations 
. • for that year. 


The results of the working were as follows : — 

First year of the Co. ended 31st December 1931. Actual Royalties nil. 

Actual ;^yaltics. Actual Royalties. 

Year ended 31-12-1932 ” 6^ "Fear ended 31-12-1936 .. S.MO"* 

” 1934 ■■ 2 I 50 ” •’ - 

1933 IS " 1933 ..3.000. 


765 


SALC OR RETURN, HIRE PURCHASE AND ROYALTY ACCOUNTS 


Write up the Minimum Rent Account nnd the Royalties Account showing the 
amount charged to Profit & Loss Account each year. (Chartered Accountants,) 411 

\ 10. The Hat'd Coal Colliery Co, Ltd. agreed to purchase from the International 
Wagon Co., Ltd., 100 railway wagons, at tlie price of £50 per wagon, paying for the 
same, by half-yearly instalments of £300, such instalments to include interest on the 
unpaid purchase money at the rate of 7% per annum. 


The date of tiio purchase was 1st January 1935, and tlie first half-yearly instalment 
was due on 1st July 1935. 

Write up the Hard Coal Colliery Co.'s Account in tlie Wagon Co.'s books for 3 
years, and also wnito up the Wagon Account in the Colliery Co.'s books for the same 
period. . , - " . (Chartered Accountants.) 

On 1st Jnnuarj' 1933, the New Colliery Co, bought Wagons on the Hire- 
' Purchase System. Tlie cash price of tlte wagons was .£745 and the payment was to be 
made as follows: — 


' £200 was to bo paid on signing of the agreement and the balance in thiee instal- 

(jnents of £200 each at the end of eacli year. 5% Interest is charged by the Wagon Co., 
per annum. Tlie Company has decided to write off 10% annually_ on the diminishing 
balance of the cash value. Make the entries and open The 'necessary accounts in the 
books of the Colliery Co. and also of the Wagon Co. p 412 

18. On 1st January 1933, the New Colliery Co. bought Wagons on the Instalment 
System., The casli price of the wagons was £745 and the payment was to be made 
as follows: — 


£200 was to bo paid on signing of the agreement and the balance ih three instal- 
ments of £200 each at the end of each year. 5% Interest is charged by the Wagon Co , 
per annum. The Company has decided to write off 10% annually on the diminishing 
balance of the ca'h value. Make the entries and open' the necessary accounts in tire 
books of the Colliery Co. and also of the Wagon Co. 413 

£|Jlf)irThc Bengal Coal Co. are lessees of a mine on 'a Royalty of eight aimas per ton 
of c6al raised, with a~‘'Dead Rent” of Rs. 40,000 per annum, and power to recoup 
“Short Workings” during the first five years of the lease. The output for the first 
five years was as follows: — 

. 1st year, 10,000 tons ; 2nd year, 48,000 tons ; 3rd year, 80,000 tons, 4th year, 1,20,000 
tons ; 5th year, 1,20,000 tons. 

Write up the “Dead Rent”, tire “Royalties”, the^Short Workings”, and the 
“Landlor^” Accormts ih'the Company's Ledger, xy (G.D.A.) 

h20^ A Colliery Co. hires Wagons on the Hire-Purchase System over a term of 
two ^ars, starting on 1st January 1937. The iirslalments of Rs. 4,000 each are payable 
half-yearly. The present Cash Value of the Wagons is Rs. 14,870 and the Wagon Co. 
charge interest at the rate of 6% per annum, working on half-yearly rests. \ ^ ' 

Draft the necessary Journal Entries to record these transactions in the books of 
the Colliery Company. Prepare also the Wagon Account for the four half-years. 

- . ' ■ (G. D.'a.) 

21. A Motor Car Company sends out its Cars to dealers on ‘.‘Sale or Return.” 
All such transactions are, however, treated like actual sales and are passed through 
the Day Book. Just before the end of the financial year, two Cars, which had cost' 
Rs. 5,500, each, have been sent on " Sale or Return " and have been debited to customers 
at'Rs. 7,500 each. How would you adjubt these tr-ansactions for the purpose of the 
Company’s Profit & Loss Account and Balance Sheet? (B. Com.) 414 
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ZZ^ A Gas Company sends out its Gas Stoves to dealers on "Sale or Return." All 
such transactions are, however, treated like actual sales and are passed througli the 
Day Book. Just before tlic end of tlieir financial year, 100 Stoves, which cost them 
Rs. 150 each, have been sent to a dealer on “ Sale or Return ” and have been debited 
to Ills account at.Rs. 200 each ; out of which only 20 Stoves arc sold at Rs, 230 each. 

How would you adjust tliis transaction for tlie purpose of the Company’s Profit 
& Loss Account and Balance Sheet ? (B. Com.) 


’^23. A. E. Co., Ltd. hold a lease of minerals from R. S. for a period of 40 years 
from 1st January 1935 ; under this lease there is payable a Royalty of Cd. a ton merging 
in a minimum rent of £1,0 00 a year, payable half-yearly on 30tli June and 31st December, 
They granted a sub-lease~for 20 years from 1st July 1935 to X. Y. Co., Ltd., of one- 
half of the area for a Royally of 9d. a ton merging in a minimum rent of £7.50 a year, 
payable half-yearly on 39th June and 31st Dcccmher. ^ 


A. B. Co , Ltd., are entitled under the lease from R. S. to recoup short workings 
out of subsequent excess worldngs througliout the term of the lease, but the sub-lease 
only allows X. Y. Co., Ltd. to recoup short worldngs out of excess workings in any of 
the three half-years immediately following tliat in wliich tlio short workings accrued. 


4 

S' 

i)CC ii'" 

{'OS " 
^ C C 


Minerals were worked as follows : 

y/ Half-year ended 30 — G-33 
- ,, 31-12-35 

„ 30 — 6-36 

„ 31-12-36Tf 

„ 30— 6-37 C- - 


7 


By A. B. Co., Ltd. 

> 5,000 tons 
--V5.000 „ 
> 20,000 „ 
^ 0,000 „ 
■>25’000 „ 


By X. Y. Co,, Ltd. 

• « 

5.000 tons 

6.000 ti , 
6,000 n 

12,000 


Show tile Royalties Account and the iShort Workings Account under the 
from R. S. and the sub-lease to X. Y. Co., Ltd., in the books of A. B. Co., Ltd., which 
are balanced on 30th June. {Chartered Accountants.) ^15 
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CHAPTER XXI. 


LIQUIDATOR’S ACCOUNTS. 

■C“ 

/ Voluntary Liqiudation. — The Liquidator’s duty is to pay the debts of 
' the Company and adjust the rights of the contributories amongst themselves. 
In the case of a Voluntary Liquidation, the Liquidator has to make up an 
account of the liquidation showing how the winding-up has been conducted, 
what amounts were realised from the properties and assets of the company, 
and how such realisations were distributed. He has to present such a state- 
ment before a general Meeting of the Shareholders at the end of the first 
. year and at the end of each succeeding year till the winding-up is completed. 
The statement will take the form of a Receipts and Payments Account. 


Distribution of Assets. — ^The amounts realised from the assets should be 
distributed by the Liquidator in the following order : — (1) In paying the 
Secured Creditors from the proceeds of their securities. (2) In paying the 
Expenses of the Liquidation, including the Liquidator’s Remuneration, (3) 
In paying Preferential Creditors. (4) In paying Unsecured Creditors. 
' (5) In distributing the snrplus, if any, amongst fee contributories according 

to their respective rights and interests. 

Where between one class of shareholders the shares are called in unequal 
proportions, fee Liquidator should see that the Capital contribution by all 
such shareholders is the same as between themselves^ Thus, if the issue 
V has been in Rs. 10 Ordinary Shares, but if the shares of_some have been 
^called up to fee extent of Rs. 6 and those of others to the extent of Bs. 4, 
and if the amoimts already realised are not sufficient to meet the Company’s 
Liabilities and fee Liquidator’s Expenses and Remuneration, it may become 
necessary for him to make a call of Rs. 2 per share on the latter body of 
t shareholders in order to bring their contribution on a level with feat of the 
other Ordinary Shareholders. A subsequent call, if necessary, would then 
be made equally on. all the shareholders, 

f 

^ Preferential Payments.— Tliese have been laid down under Section 230 
of the Indian Companies Act, 1913, amended to 1936, as follows: 

s ^ 

(1) In a winding-up, there shall be paid in priority to all other debts : — 

(a) all revenue taxes, cesses and rates, whether payable to fee Crown 
or to a local authority, due from fee company at the date hereinafter 
mentioned and having become due and^’payable within the twelve months 
next before that date; 

(b) all wages or salary of any clerk or servant in respect of services 
I rendered to the company within the two months next before fee said 
' date, not exceeding one thousand rupees for each clerk or servant; 

(c) all wages of any labourer or worlcman, not exceeding five hundred 
rupees for each, whether payable for time or piecework, in respect of 
services rendered to the company within fee two months next before 
fee said date ; 
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(d) compensation payable under Workmen’s Compensation Act, 19^i , 
in respect of the death or disablement of any officer or employee of the 
company ; '■ 

(c) all sums' due to any employee from a provident fond, a pension 
fund, a gratuity fond or any other fond for the welfare or the employees 
maintained by the company ; and 

(f) the expenses of any investigation held in pursuance of clause 0^) 
of Section 138 of this Act. 

(2) The foregoing debts shall : — 

(a) rank equally among themselves /and be paid in full, unless the 
assets are insufficient to meet them, in which case they shall abate m 
equal proportion; and 

(b) so far* as the assets of the company available for payment of 
general creditors are insufficient to meet them, have priority over the 
claims of holders of debentures under any floating charge created^ by 
the companj', and be paid accordingly out of any property comprised 
in or subject to that charge. 

(3) Subject to the retention of such sums as may be necessary for the 
cost and expenses of the winding up, the foregoing debts shall be discharged 
fortfovith so far as the assets are' sufficient to meet them. '■ ^ 

(4) In the event of a landlord or other person distraining or ha\’ing 
distrained on any^oods or effects of the company within three months next 
before the date of a ■winding-up order, the debts to which priority is given 
by this Section shall be a furst charge on the goods or effects so distrained on, 
or the proceeds of sale thereof : 

Pro-vided that in respect of any money paid imder any such charge, the 
landlord or any other person shall have the same rights of priority as the 
person to whom the pa 5 nnent is made. - ... 

Preferential Creditors in England. — ^The Preferential Creditors in English 
Bankruptcy are the same as per the (English) Companies Act, (1929) . 

Cost of Winding up. — All costs, charges and expenses properly incurred • 
in the winding up, including the remuneration of the liquidator, shall, subject 
to the rights of secured creditors, if any, be payable out of the assets of the 
company in priority to all other- claims. 

e 

Distribution of Surplus. — When all the Company’s debts and liabilities 
^ also the Liquidator’s Costs have been paid and there remains any surplus 
in the hands of the Liquidator, the same Avill have to be distributed amongst 
the shareholders in accordance with their respective rights as laid down in 
the Company’s Memorandum and Articles of Association. When there hap- 
pens to be several classes of sbareholders, the return of capital to the share- 
holders will have to he made in due order of their preferential rights. 
there are no shareholders with any prior rights in regard to return of capital, 
the surplus will be distributed pro rata amongst all the shareholders. 
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Wliere tlic Preferential Shares give a priority as to refund of 'Capital 
and if the Ordinary Shares are partly called, the Liquidator may have to 
make a call on the Ordinary Shareholders and the amount thus realised will 
have to he used iii refunding the Capital to Preferential Shareholders, This 
will be, of course, after all the Company’s Liabilities have been satisfied 
in full. I 

The position of the Preference Shareholders will naturally depend upon 
the actual wording of the Articles of Association describing their preferential 
rights. After all paid-up Capital has been returned and if there happens to 
be any Capital surplus, the Preference Shareholders will stand to share 
therein equally with the Ordinary Shareholders, unless there is anything in 
the Company’s Memorandum and Articles depriving them of the right to 
share in any surplus. 

If the surplus be attributable to profits, and if the Preference Share- 
holders have already received all their dues in respect of dividend, such 
siurplus should, in the absence of definite provisions in the Company’s regu- 
lations, belong wholly to the Ordinary Shareholders. 

Where Cumulative Preference Shares are issued and if such dividend 
is in arrears, the Preference Shareholders are entitled to claim ,the arrears 
of such dividend from the surplus, if no dividend was declared before the 
winding-up. 


ILLUSTRATION 175. ' 

The X. Co., Ltd., went into Voluntary Liquidation with the following Liabilities : — 


Rs. Rs, 

Trade Creditors , . . . . . . . . . 1,20,000 

Bank Overdraft . . . . . . . . . 2,00,0'tO 

Capital — 1,00,000 Preference Shares of Rs. 10, Rs. 7 called - 7,00,000 


1,00,000 Ordinary Shares of Rs. 10, Rs, 9 called 9,00,000 
less Galls in arrears . . . . . . 20,000 

8,80,000 

Calls in Advance received — On Preference Shares .. 2,40,000 

„ Ordinary Shares . . 40,000 

2,80,000 

Hie Assets realised Rs. 20,00,000. Prepare a general Liquidation Account allowing 
Rs. 20,000 as expenses of liquidation. The Preference Shares have no prior rights as to 
refund of capital. 


Solution, 


THE X. CO., HTD. (IN LIQUIDATION). 
LIQUIDATOR’S STATEMENT OF ACCOUNT. 


To Realisation from Assets 


Rs. 


Ra. 

20,00,000 

By Liquidator’s Ksponsos 

J 


„ Trade Creditors 
„ Bank Overdraft 

3 


„ Calls in Advance : — 

Rs. 


Preference Shares .. 

. 2,40,000 


Ordinary Shares .. 

. 40,000 


„ Ordinary Shaios, 

Rs. 2 per share 

, 2,00,000 


JOessCalla in arroais .. 

. 20,000 


„ Ordinary Shares, Rs. 6 per share.,. 


„ rieforonce Shares, Rs, 

0 per sliaro 

BSn 


Ra '2 

1 • 




Rs. 

20,000 

1,20,000 

2,00,000 


2,80,000 


1,80,000 

0,00,000 

0 . 00,000 


20,00,000 
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ILLUSTRATION 176. 

The A. B. C. Co., Ltd. went into Voluntary Liquidation, and foBowing are the 
facts relating to such liquidation; — , 

The Share Capital consisted of 10,000 Preference Shares of Es. 10 each (FuBy Pmd)_, 
40000 “A” Ordinary Shares of Rs. 10 eadi (FuBy Paid), 30,000 “B" Ordinary Sherca 
of Rs. 10 each, Rs. 8 paid up, and 10,000 Deferred Shares of Rs. 10 each, Rs. 8 paid up. 

Under the Company’s Articles, the Preference Shares have a priority over the 
Ordinary Shares and Bie Ordinary Shares priority over the Deferred Shares in regard to 
repaxrracnt of Capital, Bie “A” and “B*’ Ordinary' Shares having equal rights. 

The Creditors were Rs 2,74,900 which sum included Rs. 10,900 Preferential Creditots 
and Rs, 54,000 fuBy secured creators. 

The Assets realised Rs 3,74,000 including those sold on behalf of the fuBy secured 
creditors. ' 

The Costs of Liquidation, amoimted to Rs. 12,000 and the Liquidator’s Remun^tiM 
was fixed at 5 per cent on the amount realised, and 3 per cent on the amount dislributea 
to unsecured creditors. 

The fdllowing CaBs were made by the Liquidator: — Rs. 2 per sliare on the D^erred 
, Shareholders, wiiiSi was fuUy paid. Re. 1-8 per share on the “B” Ordinary Shares, 
whid'. WES duly paid by sli except one ^ar^older holding 2,000 shares, v/hich were 
rccordingly forfeited. Prepare the Liquidator’s Final Statement of Account. 

Solution. 

THE A. B. C. CO., LTD. (IN LIQUIDATION). 

LIQXJID.ATOR’S STATEMENT OF ACCOUNT. 


‘ P.S. 

To P.eili'Stioa of .Issots .. ■ 3,74,000 

, Amoant realised on Calls — i 

10,000 Deferred Shares at » 

R-. 2 each ... ...' 20,000 

2'!.000 “B” Ordinary Shares al 1 
Da i/s ' ... ... 42,000 


. Df. |4^nC.( 


I 


By Secured Creditors 
„ Liquidation Expocses 
„ Liquidator’s Remnneration — 


5/' on Ds. 3,20,000 
on Bs. 2,10,000 

dislTibiitcd 


Rs. 

10,000 

G,300 i 


Preferential Creditors 
Unoocured Creditors 
Preference Shareholders — 
Refund of Capital 
‘•A” Ordinary Shareholders on 

40.000 Shares 

‘‘B’’ Ordinary Shareholder* on 

25.000 Share* 


Bs. 

54.000 

12.000 


22,300 

10.000 

2,10,000 

l.W.OOO 

24,0(H' 

2,800 


P.s 4,30,000 


ILLVSTR.ATION 177. 

TliC I<L Co , Ltd. went info Voluntary Liquidation on 1st June 1937. at whi^ 
6,itc the dividend on its Preference Sliarcs was two years an arrears. Tlie Capital of the 
Company was 10,000 6 jicr cent Preference Shares of Rs. 10 each fuBv paid, giving 
preferential rishts .as to both dividend and capital; 200:‘0 Ordinary Shares of Rs. W 
each (R' C-4 per share called and paid up) ; 15000 Ordinary Shares of Rs. 10 each 
<ns. 7-3 per rharc called .and paid up). The Assets realised Rs. 2,62,7.50. the Costs , 
and Estiemcs o£ Liquidation v'cre Rs. 11,500 and the Liabilities amounted to Rs. 2 OO.COO 
Prepare the LtquJdrfor'.s fmal Statement of Account as it would appear a-ssurnhig 
that all r.c«*£ary calis made by him were duly rccr'ivcd. Tncre is n6 mention in the 
- .otooranJum or the Arisc.ca th.al rrrc.aTS of Preferential Dividend were due to be paid 
In i'l'- of -windinE uji 
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Solution, 


THE M. CO., LTD. (IN LIQUIDATION). 

LIQUroATOR’S FINAL STATE]\IENT OF RECEIPTS AND PAYMENTS. 


1 

* 

Rs, 

I 

1 Rs. 

To Sale Proceeds of Assets 

2,62,750 

By Liquidation Costs and Expenses .. | 

11,600 

„ Call on Ordinary Shares, 20,000 


„ Creditors 

,2,20,000 

I 

shares at Rs. 2/8 per share 

I 60,000 

„ Preference Shares— Capital 

„ Call on Ordinary Shores, 16,000 


refunded, 10,000 shares at Rs. 10 

jl,00,000 

• shores at Re. 1/4 par sharq 

18,750 

Rs. 

3,31,500 

Rs. 

4 

'3,31,500 

t 


Note. — The Cumulative Preferential Shareholders cannot claim to be paid arrears 
of dividend. 


ILLUSTRATION 178. 

P. Setna, Liquidator of X. Y. Z. Co., Ltd., in voluntary liquidation, having paid 
all the creditors in full, with all interest due, finds that he has a surplus in hand. How 
will the Liquidator deal with this surplus? The Statement of Affairs disclosed the 
following facts:— 10, OOff 7 per cent Cumulative Preference Shares of Rs. 10 each, fully 
paid (having a preference as to capital and dividend) ; 5,000 6 per cent Second (Non- 
cumulative) Preference Shares of Rs. 10 each, fully paid (having a preference as to 
capital) ; 20,000 Ordinary Shares of Rs. 10 each, Rs. 5 paid up. 

Solution. ^ 

The amount of surplus that is left jn the hands of the Liquidator will be distributed 
as follows: — As regards Dividend on Preference Shares, whether Ciunulative or Non- 
cumulative, the Shareholders have no right to the same out of the surplus unless such 
dividend has been declared by the Company as a going concern, in the absence of 
special provisions In &e Articles. If a Dividend has been declared and is unpaid, 
then it must be paid as a deferred debt. Any surplus now left must be applied towards 
repayment of Capital to those who have preference as to Capital, the first class of 
Preference Shares being repaid in priority to the second. If the surplus is not sufficient 
to do this, the Liquidator must make a call 'on the Ordinary Shareholders to the extent 
of their uncalled holdings, in order to provide the necessary funds. If there is sufficient 
surplus, the Ordinary Shareholders will be repaid. Any further surplus, remaining i 
after payment to the Ordinary Shareholders will have to be divided amongst all the 
classes of Shareholders in proportion to their holdings, provided the Preference Share- 
holders are not debarred from the right in distribution of such surplus fay the Co.'s 
Articles. 

^ CODIPULSORY LIQUIDATION. 

In case of compulsory Liquidation of'an English Company, a Statement 
of Affairs in the Form prescribed under the Companies Act, 1929, must be 
presented within a short time from the date of the winding-up order. The 
form is practically the same as that of the Statement of Affairs in case of 
Bankruptcy except for the difference that in this case, the statement (is 
divided into two sections. Tlie first section indicates the position as to the 
Creditors and the second section the position as regards the Contributories. 

The following is the Form of Statement of Affairs prescribed under the 
Companies Act, 1929 (English) . 



FORM OP STATEMENT OP AFF^MRS. 
A? regards Creditors. 
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■ The nominal amount of unpaid capital Hable to be called up is £ .which is [avaUable to meet above deficiency] 

or [charged to debenture-holders] dr as the case may be. 



rORil OF STATEMENT OF AFFAIRS. 
/U regards Contributories. 



WKorc capital is Issued ns partly paid up the form ^ould be altered accordingly. t Add particulars of any other capital. 
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The following points are worth noting; — 

(1) Unpaid Calls are treated as an asset to the extent of the estimated 
realisable amount. 

(2) Uncalled Capital is not included as an asset, but is shown by way of 
a foot-note underaeath the Statement of Affairs; 

(3) The liability in respect of Debentures giving a floating charge on 
the assets of the Company is not dealt with under the heading of Secured 
Creditors but is deducted from the assets left after deduction of Preferential 
Ci'editors^ 

(4) The deficiency as appearing from the first section of the statement 
relating to the Creditors is transferred to the second , section relating to 
the Contributories. The total deficiency will be ascertained when the amount 
of the paid-up capital is added thereto. 


ILLUSTRATION 170. 

From the following particulars prepare, in the prescribed form, a® Statement of 
Affairs of the Fast and Loose Co., Limited, in liquidation, as at 31st March 1938. 

The Capital of the Company consisted of 20,000 Ordinary Shares of .-21 cadi, ISs. 


per share called up; and, of tliis amount 

£ 

Debtors — Good . . . . 5,000 

„ Doubtful £3,000 estlma- 
. ted to produce .. 1,500 

„ Bad £600 

Stock-in-Trade £7,000 estimated 
to produce .. .. 5,500 

Freehold Building, Fixed Plant, 
etc., estimated value . . lO'.OOO 

Fully Secured Creditor (holding 
Mortgage on Building, Plant, 
etc.) • • . • • • 6,000 

Partly Secured Creditors (esti- 
mated value of Securities held i 
.£1,500) 1. .. .. 4.000 


calls to the extent of £200 .are in arrears. 

£ 

Bills Receivable (oil good) .. 600 

Bank Overdraft .. .. 100 

Cash in hand .. .. 20 

Managing Director’s Salary (3v 
montlis) unpaid . . . . 200 

LiabUity on Bills discounted. 

£500, expected to rank .. 250 

Weekly Wages unpaid .. 100 

' 400 Unsecured Creditors .. 15,000 

Calls in arrears, £200, estimated 
to produce .. .. •* 100 


Sohifion. 


[For Statement of Affairs as regards Creditors sec next, page. 


, (2) As 

Recards 

K 

CdNTniBUTORlES. 

[ 

£ - 

Capital, issoed'and allotted, .’viz. 

20,000 Ordinary Shares of £1 
each, amount called up at ISs. 

1 per share ... ... 15,000 

Less unpaid calls estimated to 
be jrrooovornble ... 100 

£ 

14,900 

1,430 

Total doficionoy .as explained 

Statement “0” 

/ ' 

Add Doficionoj to moot Liabilitios 
above 


£ 

16,3.30 

^ i 
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IN THE MATTER OF THE COMPANIES ACT, 1929 AND IN THE 
MATTER OF THE FAST AND^LOOSE CO., LTD. 
STATEMENT OF AFFAIRS. 

As at 31sf March 1938, the date of the Winding-vp Order. 

(1) As Kegards Cbebiiors. 


Gross 

Liabili- 

ties 


Liabilities. 


" Expoct- 
' cd to 
1 1 rank. 


Assets. 


jlEstiiBat- 
j cd to 
liprodoce. 


£ 

15,300 

0,000 


4,000 


Unseonred Creditors as per 
List A 

Creditors fully secured as 
per List B • ... 0,000 

iB^imatod value of 

Securities ... 10,000 


£ 


Estimated surplus to contra 4,000 


Creditors partly seonrod as 
per List G 4,000 

Estimated valuo of 
Securities 1,500 


15,300 


500 


100 


Estimated to rank for 
dividend 

Liabilities on Bills discount- 
ed other than tho Co.'s 
own acceptances for valuo 
as per List D ’ ... 

Of which it is expected wU 
rank for dh-idaud 

Preferential Creditors for 
weekly wages as per List 
F, deducted contra 


25,900 


500 i 


'100 


2,500 


250 


1S,050 


Property as per List H 
Cash in hand. 

Stock-in-trado (Cost) 7,000 ' 
Book Debts as per List I 
Good ... ... 

Doubtful ... ... 3,000j 

Bad ... ... 600; 


3 , 600 : 


Estimated to'produoe ... 

Bills of Exchange as per 
List J 

Surplus from Securities in 
the hands of fully seonred 
creditors as per contra ... 
Unpaid c,all3 (debtors) as per 
ListK ... ... 200i 

Estimated to 'Produce 

Estimated total assets ... 
Deduct Preferential Credi- 
tors ns per contra 
Estimated amount available toj 
meet unsecured creditors sub- 
ject to cost of liquidation 
Estimated deficiency of assets to] 
meet liabih'ties of the company] 
subject to cost of liquidation 


20 

5,500 

5,000 


1,500 

600 

4,000 



16,620 



The nominal amount of unpaid Capital liable to be called up is .-SSiOOO which 
available to meet the above deficiency. * 


ILLUSTRATION 180. 


The following particulars were extracted from the books of the Reckless Manufac- 
turing Co., Ltd., on 31st January,1938, on which day a IVinding-up Order was made • 


Ordinary Share Capital, 20,000 
Shares of £1 each, 10s. paid up 10,000 
G% Preference Share Capital, 

20,000 Shares of £1 each fully 
paid .. .. .. 20,000 

57cPirst Mortgage Debentures, 
secured by a floating charge 
upon the whole of the Assets of 
the Company, exclusive of 
uncalled Capital .. .. 1 15,000 

Fully secured Creditors (value of 

Securities £3AO0) ., ,. 3,009 

Partly secured Creditors (value of 
securities £1,000) .. .. 2,000 

■Preferential Creditors fox rates, 

taxes, wages, etc, .. .. goo 

Biflt! Payable 10,000 


Unsecured Creditors 
Union Bank Ltd., Overdraft 
Bills Receivable, in hand 
Bills Receivable, discounted (one 
Bfllfor £1,000 known to be had) 
Book Debts (Good) 

Book Debts (Doubtful, esiimated 
to produce 10s. in the £) 

Book Debts (Bad) 

Land and Buildings (estimated to 
produce £10,000) 
Stock-in-Trade (estimated to pro- 
duce £4,000) 

Machinery, Tools, etc. (estimafed 
«.o produce £200) 

Cash in hand . . . , 


7,000 

LOOO 

1,500 

4.000 

1.000 

700, 

600 

15,000 

5,00-3 

500 

10 
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Make out a Statement of Affairs (1) as regards Creditors, and (2) as regards 
Contributories. 


Sahition. 


JN THE MATTER OF THE COMPANIES ACT, 1929 AND IN THE 
MATTER OF THE RECKLESS MANUFACTURING CO., LTD. 
STATEMENT OF AFFAIRS. 

As at 31st January 1938, the date of the Winding-up Oi dcr. 

‘ (1) As Regards Credhors. 


Gross 
Liabiii- 
tios. 

£ 

18,000 0 
3,000 0 


LinbiUiios. 


UnsoQurod Creditors ns per 
List A 

Creditors fully scciirod tvs per 
List B (uot inoluding £ 
Dobonturo holders) ., 
Estimiitod vnlno of 
Soenntios 


Surjilus to con'ra 


3,000 
3, COO 
COO 


Expect- j 
od to j 
rank. | 

18,000 


Assets 


Estimat- 
ed to ■ 
produoe. 


4,000 0 


GOO 0 


15,002 10 


2,000 .0 Cl editors p«rtl 3 ’ «ocuro<l 

' ns per List 0 2,000 

Ltss estimated value of 1, 

Sooiiritios ... 1,000 I 


ExTioocofl to r.ink for 
div-idotid 

Liabilities on ttoRillsdis- 
counted ns per List D 4,000 


Of ■wliiob it is expected 
■will rank for dividend 
Preforentia! Creditors for 
Ratos, Tnxos, Wngos, 
otc., ns per List F, 
deducted cmlra ... 


600 


42,602 10 


First Mortgage Eobon- 
turos -with one month’s 
Interest, deducted 
contra 16,002 10 


1,000 


1,000 


20,000 


£ 


Property ns per List H 
Cash in hand 
Stoek-in-trado ... 5,000 
Mnehmory nnd-Tools 500 
Land and Buildings.. 15,000 
Book Debts ns per List I : — 
Good 

Doubtful 700 

Bad ... COO 


1,300 

Estimated to pioduto 
Bills of Exchange ns per List J 
.Surplus of Securities in hands 
of Creditors fully secured, 
ns per eorifro 

Estimated total assets othoi 
than unpaid calls 
DeduH Proforontinl Creditors 
as poi eonlm 

Estimated amount nvailable 
for Dobenturo-holdors 
Deduct First Jlortgngo Do- 
bentiiros secured on tho As- 
sets of tho Co., as per cen'ra 

Estimated amount nvmlablofor 
Unsecured Creditors .subject 
to costs of liquidation 
Estimated Dofioienoj’ of Assets 


! £ ». 

10 0 

4.000 0 
200 0 

10,000 0 

1.000 0 


.350 0 
1,500 0 

500 0 


17,500 0 
BOO 0 


16,000 0 
15,002 10 


1,897 10 
18,102 10 


£ i^OOO 0 


Note. — (1) The imcalled Capital SIO.OOO is available to meet the claims of unsecured 
creditors. (2) It is assumed that Interest on Debentmes is paid up to 31st December 1937. 

(2) As Regards Contbidutories. 


Capital, Issued and Called up 

20.000 Ordinary Shares of 

£1 each, 10s. per share £ 

“ called 10,000 

20.000 0% Profotenoe 

Shares of £1 each, fully 
called up 20,000 

Deficiency ns per Statement 
of Affairs 


£ A 

Total Escimated Deficiency ns ex- 
plained in Statement “O"’ 

£ \ 


48,102 10 

1 

'j 30,000 0 



1 18,102 10 




£ 

48,102 10 

♦ 
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mLTJSTRATION 181. 

The Tin Toys Co., Ltd., went into Compulsory Liquidation on July 31st, IW. 
From the following particulars, prepare Statements of Affairs as regards: (1) Creditors, 
and (2) Contributories. 

Subscribed Capital :—10,0(K? Ordinai-y Shares of £1 each fuUy paid, and 5,0M 
6% Cumulative Preference 'Shares of £1 eadi fully paid. The Dividend on the Frcter- 
ence Shares is twelve months in arrears. 

Freehold Land and Buildings — book value, £5,000, estimated value £6,5M. 
Deeds of this property are lodged with, the Bank as sefcurity for the Overdrra. oui 
Receivable £200. discounted. It js expected that one Bill for £100 will not be met. 


Sundry Debtors — Good 
Doubtful (estiiriated to produce 
10s. in the £) 

Bad 

Slock-in-Trade £6,000, estimated 
to produce 60% 

Plant and Machinery £3,300, esti- 
mated to produce 

Creditors — U nsecured Trade 
Creditors 


4,800 

800 

500 


2,000 

5,000 


Creditors — U nsecured Cash 
Creditors .. -■ 

Fully Secured Creditors .. 2, TO 

Estimated value of Securities held 2.TO 
Partly Secured Creditors _ • ; , , ^ 

Estimated value of Securities held TO 
Preferential Creditors •• 

Bank for Overdraft (secured by 
deposit of Deeds of Freehold 
Propertj') .. •• 2pOU 


Solution. 


IN THE MATTER OF THE pOMPANIES ACT, 1929 AND IN THE 
MATTER OF THE TIN TOYS CO., LTD. 


STATEMENT OF AFFAIRS. 

ALs at 31st July 1937. 

(1) As Regards Chediiors. 


firo>3 I 

Liabili- 

^Oo. 

£ 

. 0,200 

4,500 


Lialrilities. 


TLxpect- 
,, ed to 
/, mala • 


Uni-oor.retl Creditors: as iwt 
List A 

rally ‘cauTOcl CrHitorsa*. 

1 iierLktB ... 4,500 

I Estiniab-d v.dao of Secuti- 
I ties ... 0,ooo 


6,200 


.Snrp’.a’, lo emtro 

500 I T.irtly rocared Creditor* as 
per Lid C 

/>*! cstimntcfl valoo of 
Soctiritics ... 


2iyi ) Lldnlitic? on Bills dia- 
< coanird a» per List T) ... 

1 Ihpc~tfd to mnL for 
' dinfleatl ... 

itirt i*rt'f'''^"itiAl Cttditora a» 
I 4»‘r Li*l 1", ilodncttd oe’i'.tj 


l.oi'O 

500 1 
200 ; 

2u0 ; 

I 

f 

100 


300 


100 


) 


}>ti!.n'\l*vl Sarlfe* nfft-r 
in'r*‘TOg LiiUa'ict of 

C:*. 


ll.'Aa 


0,600 

45.^11 


Aesat*. 


I Estimat- 
i edto 
(prodOTC. 

TT^ 


ProjMirty sis per IJst. H 

St<jck-in-Tmdo 
PInnt and Machinery 
Book Debts ns per Lid; 
flood 
Doubtful 
Bad 


£ 

.. 6,000 
.. 3,000 
I:- 


I .3.000 
ij 2,000 

I: 


• . . 

Estimatcfl to produce ... 

Surplus of Securities in tbo 
hands of Creditors fully tc- 
cured ns per contra ... 

Ettitn,nted Total A<.iots 
D’d-tri rrcforcctin) Creditors 

E*Mrmtc<l ntnonnt nvailablo for 
Unsecured Cre-iit or* 


400 


15.300 
4 1)0 


15.200 


L5,2y0 
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(2) As RegAJIDS CoHTBIBDTORtES. 


Capital, Issued and Onllcd up : — 

■ 

Estimated Surplus after meeting 

■ 

£ 

10,000 Ordinarj" Shares of £ 1 

■HI 

claims of Go's Creditors, os above 

8,600 

oaoh, fully called ... 


Totol Doficionoy as explained in 

6,000 6% Cumulative Proforenoo 

Shores of £ 1 c,ich, fully onllod ... 


Statement "0” 

6,400. 

£ 

16,000 

£ 

15,000 

. - _ 



1 


ILLUSTRATION 182, 

f 

From the following particulars, prepare a Statement of Affairs as regards Creditors, 
in the liquidation of the Steel Equipment Co., Ltd., as at 31st March 193S, the date of 
tlie winding-up order. 

Issued Capital, 3,000 Ordinai-y Shares of Rs. 10 each, Rs, 8 called up and paid. 

1,000 Preference Sha;-es of Rs. 10 each, fully paid, except a call of Rs. 2 per share 
on 100 shares (expected to realise Rs. 100). 

5 per cent Debentures Rs. 10,000 having a floating charge on all the assets of the 
company, except the land and buildings and investments, interest paid to 30th September 
1937: 

Land and buildings valued at Rs. 12,000 mortgaged for Rs. 8,000. Plant at cost 
Rs. 30,000, estimated to realise Rs. 13,000. Tools at cost Rs. 2,000, estimated to realise 
Rs. 400. Patents at cost Rs. 15,000, estimated to realise Rs. 1,500. Stock at cost Rs. 8,750, 
estimated to realise Rs. 7,400. , 

The Company holds'investments (estimated to realise Rs. 17,000) which are deposited 
■with the Bank to secure an overdraft of Rs. 15,000, and which are subject to a second 
charge in favour of anotlier creditor for a loan of Rs. 4,000. The debtors amount to 
Rs. 12,250 of -which Rs. 7,000 arc good; Rs. 2,500 are estimated to realise eight annas in 
the rupee and the remainder arc bad. The trade creditors amount to Rs. 20,550, and 
Rs. 100 is owing for wages. The Secretary’s salary (Rs. 500 a ‘month) «has been in 
arrears for six months and other salaries amounting to Rs. 1,000 due to 31st March are 
unpaid. [For Solution see page 780. 

illustration 183. 

The following particulars were extracted from the books of the Indian Products, 
Ltd., on 31st January 1938, on which day a winding-up order was made : — Ordinary Share 
Capital 20,000 Shares of Rs. 10 each, Rs. 5 paid up Rs. 1,00,000; G% Preference Share 
■Capital 20,000 Shares of Rs. 10 each fully paid Rs. 2,00,000 ; First Mortgage Debentures, 
secured by a floating charge upon the whole of the Assets of the Company, exclusive , 
of uncalled Capital, Rs. 1,50,000 ; Fully Secured Creditors (value of Securities Es. 35,000) 
Rs. 30,000 ; Partly Secured Creditors (value of Securities Rs. 10,000) Rs. 20,000 ; Prefer- 
ential Creditors for Rates. Taxes, "Wages, etc.," Rs. 6,000; Bills Payable Rs. 1,00,000’; 
Unsecured Creditors Rs. 70,000 ; Union Bank Ltd., Overdraft Rs. 10,000 ; Bills Receivable, 
in hand Rs. 15,000, discounted (one Bill for Rs. 10,000 known to be bad) Rs. 40,000 ; 
Book Debts— Good Rs. 10,000, Doubtful (estimated to produce 8 annas in tire Rupee) 
Rs. 7,000, Bad Rs. 6,000 ; Land and Buildings (estimated to produce Rs. 1,00,000) , 
Rs. 1,50,000; Stock-in-Trade (estimated to produce Rs. 40,000), Rs. 50,000; Machinery, 
Tools, etc. (estimated to produce Rs. 2,000) , Rs. 5,000 ; Ca^ in hand Rs. 100. 

Make out a Statement of Affairs (1) as regards Creditors, and (2) as regards 
Contributories. 

[For Solution see page 781, 
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Sohition to IlUistration 182. 

IN THE MATTER OF THE STEEL EQUIPMENT, CO., LTD. 
STATEMENT OF AFFAIRS. 

On 31st March 1938, the date oj the Windiny-up Order. 



28,650 Unseonrod Croditora ns per 
List A 

Rs 

23,000 Fnlly Sooared Cre- 
ditors as per List 
B ... 2.3,00 

] Estimated vnlno of 
, Seenrities 29,00 


j Less Amount 
I thereof carried to 
, LiatO ... 2,000 

i Balance to ecn'ra 4,000 

4,000 I Partly Secured Cre- 
ditqrs as per List 
I C ... 4,000 

Lilt Estimated va- 
lues of Seonritioa 2,000 

2,100 Preferential Gredi- 
I tors for Salaries, 

IVagos, etc. as per 
List D, deducted 
per contra ... 2,100 

10,250 Loans on Deben- 
ture Bonds as per 
List E, and inte- 
rest, deducted per 
'contra in o.sr 





Rs. 

Property ns per List P 

Rs. 

30,000 


Plant Cost 


13,000 

Tools „ 


2,000 

400 

Patents „ 


15,000 

1,600 

7,400 

Stock „ 


8,750 


2,600 I 

2,750 P 


Book Debts ns per 
List G 

Good 

Doubtful 

Bad 


Surplus from Secu- 
rities in the hands 
of fnlly scoured 
Creditors (as per 
conim) 

Dnonllod Capital : — 

Ra. 2 per share on 

3,000 Ordinary 
Shares 

United calls (Pre- 
foroDco Shares) ... 


Deduct Preferen- 
tial Creditors ns 
per cort'ra 

E^mated amount avail- 
able to meet claims of 

Debenture-holders 

Deduct Loans on Debon- j 
turn Bonds secured on I 
the assets as per c<m>ra j 


l! 22,300 


Rs. 07,000 


Estimated deficiency of 
assete to moot liabilities 
of the Company, subject 
to cost of liquidation 
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Solution to Jllustration 183. 

IN THE MATTER OF THE INDIAN COMPANIES ACT, 1913, AND IN THE 
MATTER OF THE INDIAN PRODUCTS, LTD. 

SATEMENT OF AFFAIRS, ' 

(1) As Regards Creditors. 


■ 

Liabilities. 

Expect- 
ed to 
rank. 

Assets. 


Rs. 

2,20,000 

30,000 

Unseoared Creditoi-s as per 

List A 

Pnlly secured Creditors as Ra, 
per List B ...30,000 

Estimated value of 

Seeurities ...35,000 

Surplus carried to cotUm ... 6,000 

Rs. 

1,00,000 

Property ns par List E Rs. 

Land and buildings ... 1,50,000 
Stock-in-Trade ... 60,000 

Machinery, Tools, etc. . 5,000 
Cash in hand ... 

H 



Total ns per List E 

Book Debts as per List F 

Glood 

Doubtful ... 7,000 

Bad ... 0,000 

1,49,100 

in AAA 

20,000 

Creditors partly secured as 

per List C 20,000 

Xfsss fisHmated mJuo ol 
Securities ...10,000 

Creditors for Rates, Taxes, 

Wages, etc., payable in 
full as per list D, deduct- 
ed per conlra ... 8,000 



6,000 

10,000 

Estimated to produce 

Bills of Exchange as per List G ... 
Surplus from Securities in the 
hands of Creditors fully secur- 
ed, as per contra 

3,600 

16,000 

6,000 




1,76,600 

6,000 

1,60,000 

Loans on Debenture Bonds, 

deducted pet contra 1,60,000 


Deduct Preferential Creditors, 
as per contra ... 




Estimated amount available to 
meet claims of Dobenture- 
hs’.Jers . ... 

Deduct Loans on Debenture 
Bonds secured on the assets 
of the Company (inolnding 
uncalled Capital) ns per contra 





Estimated amount available to 
meet unsecured creditors, sub- 
ject to cost of liquidation ... 

Estimated deficiency of Assets ... 


4,28,000 

Rs. 

2,00,000 

V, ! 

Ks. I 

2,00,000 




/ 4 { 



Note. — (1) The uncalled Capital of Rs. 1, 09, 000 is available to meet the claims of 
unsecured creditors. (2) Interest on Debentures is not taken into account. 


(2) As Regards Conxrtetjtoiues. 


Capital, Issued and Called up | 

20,000 Ordinary Shares of 
■ Rs. 10 each, R& 6 per Rs. 
share paid up 1,00,000 

20,000 6% Proforenco shares 

of Rs. 10 each, fully paid 2,00,000 

Add Dofioionoy to moot Liabilities 
ns above ... 

Rs. 

\ 

Total' Defieiency as explained in i 
Dofioionoy Account ...1 

i; Rs. 
k-S0,>inn 

i 

1 

• , 

i 

1 

Rb. 


Rs. 
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ILLUSTRATION 184. 

The Shareholders of the Pioneer Company, Limited, passed an ^traordina^ 
Resolution for voluntary winding-up on the ISth of December 1937, vvluch was co - ^ 
finned by a Special Resolution on 31st December 1937. A Liquidator was appointea 
a remuneration of Rs. 5,000. ' 

The Capital of the Company was 500 Preference Shares of Rs. 100 each, 20, OM 
Ordinary Shares of Rs. M each fidly paid up and 5,000 shares of Rs. 50 each, Us. 40 pai 
up on each share. A floating charge on the Assets of the Company was created by m 
issue of 6 per cent Debentures of Rs. 1,00,000 the interest on which was paid up 
30th June 1937. The other creditors were as follows: — 

Creditors for goods supplied as at 31st December 1937 . . • • 

Salary of Managing Director from 1-9-37 to 31-12-37 at Rs. 1,000 per month, 

Salary of the Accountant from 1-9-37 to 31-12-37 at Rs. 250 per month . . 1.^" 

Wages of Labourers & Workmen from 1-10-37 to 31-12-37 at Rs. 500 per month l,wu 

Cash in hand at the commencement of the winding-up amoimted to Rs. 3,000. 

Machinery and Stock realised Rs. 4,41,000, and Book Debts Rs. 25,000. ' 

The Debentures were paid off on 30th June 1938 and a first and toal dividend 
distributed to creditors. The cost of the Liquidation amoimted to Rs. 1,500. 

With the exception of the provision that 5,000 Preference Shares have a preference 
as to Capital as well as to Dividends, there are no special provisions in the M^orandum 
and Articles of Association as to the distribution of the assets in the winding-up. 

Draw up a scheme showing the order in which the Liquidator should appjy 
realised funds and state the mode in which he should adjust the rights of difiereni 
classes of Shareholders among themselves lowing the actual results in figures. 

Solution. ' 

The following is a Statement riiowing the realisation of the assets and the distri- 
bution of funds in the legal order. 


JieaHsid. 

Cash in hand ... ... ... 

„ roalisod from Machinery and Stock 
„ „ „ Book Debts 

Less Liabilities to be paid in the following order 
Fully Secured Creditors : — 

Mortgage Debentures 

Interest on samo from 30-0-37 to 30-0-3S ... 
Liquidation Expenses 
Liquidators’ Remuneration 
Cost of Liquidation 
Preferential Creditors ; — 

Aooountant’s Salary 
AVagos of Labourers and Workmen 
Creditors Dnsccnrfid : — 

For Goods Supplied 
Salary of Managing Director 
Further Salary of Accountant 
Further Wages of "Workraon 


Total 


Rs. 


1,00,000 
6,000 


Rs. 
3,000 
4,41,000 
25,000 


.5,000 

1,500 


500 

1,000 


32,500 

4,000 

500 

500 


Ra 


4,69,000 


1,06,000 I 


6,500 


1,500 


37,500 


Total 


Balance to bo dii-tribatfxl amongst ineraboi's in tlio folloirinr' order 
Preference Shareholders to bo iiaid up in full ° 

BManco ihsWbntod amount Ordinary Shareholders in the following proportion -• Rs. 
^ holders of 20,000 fully paid ehanw 

5 shares to the holders of 5,000 shares on which only 
Us. .ly ^icr Miaro is' imid up ... ... 


1.51,509 

KiL^ 

50,000 

IpjShOQO 

I bhOO? 


disWbution, Rs,.10 per share is first returned to holders of 

distribution of Rs. 13-8 per 5 shares 
m?de amoTic holdorr of 2o,000 shares. au o v 
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Note. — ^The figures in bold type at the end of most of the problems 
indicate their corresponding numbers in the Author’s “ TYPICAL 
PROBLEMS IN ADVANCED ACCOUNTING” where full solutions of 
these will be found. 

1. In what order should a Liquidator distribute the proceeds ’from the sale of 
assets ? 

2. What are Preferential Creditors under the Indian Companies Act? 

3. Under what dircumstance would a Liquidator have to make a call on partly 
paid shares? 

4. What is the position of Preference Shareholders in regard to refund of capital ? 

5. Discuss the position of Preference Shareholders in regard to surplus left in 
the hands of the Liquidator after all the shareholders have been paid back their capital. 

* 

6. The Over-confident Co., Ltd., went into liquidation having the following 
liabilities: — 

(a) Secured Creditors Rs. 20,000 (Securities realized Es. 25^000), 

(b) Preferential Creditors Rs. 6,000, 

(c) Unsecured Creditors Rs. 30,500. 

Liquidator’s out of pocket expenses amounted to Rs. 252. 

V 

The Liquidator is entitled to a remuneration of 3% on the amounts realized and 
of 1J% on the amounts distributed to unsecured creditors. The various assets (excluding 
securities in the hands of fully-secured creditors) realized Rs. 26,000. 

Prepare Liquidator’s Account, showing the composition given, to the unsecured 
Creditors. 455 

(Unsecured Creditors get a dividend of 12 onnos in the rupee ; "" 

' Total of Liquidator’s Account Rs. 51,000.) 

7. The Capital of the Delta Co., Ltd., was as follows : — 

(a) 4,000 Ordinary Shares of Rs. 100 each, fully paid. 

(b) 3,000 Ordinary Shares of Rs. 100 each Rs. 80 per share paid up. 

(c) 1,000 Preference Shares of Rs. 100 each, fully paid (these shares, under 
the Articles of Association of the Company, have preference as to Capital). 

(d) 1,000 Deferred Shares of Rs. JOO each, Rs. 80 per share being paid up (these 
shares, under the Articles, are to be paid after satisfying the claims of Ordinary Share- 
holders) . 

The various creditors amounted in all to Rs. 1,00,000, including the Liquidator’s 
remuneration of Rs. 2,500. The Liquidator made a call of the remaining Rs. 20 per 
share on the Deferred Shares which was paid in full. He also realized all tlie assets 
amounting to Rs. 1,91,000. 

A call of Rs. 15 per share was made on the Ordinary Shares which were partly 

paid-up. This was paid in full, with tlie exception of that -on 100 sharps. 

Prepare the Liquidator’s Account showing the return to the Shareholders. 436 

(Rs. 5 per share are first paid on 4,000 Ordinary Shares, and then Rs. 5 
<. per share are paid on 6,900 Ordindry Shares; 

Total of Liquidator’s Account Rs. 2,54,500.) 

8. A Company went into voluntary liquidation on 31st December 1937, when the 
following Balance Sheet was prepared 
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Liabilities 

Rs. 

Assets 

Rs. 

.. 30,000 
.. 25,000 

.. 37,400 
.. 58.550 

.. 48220 

.. 500 

Capital : — 

Nominal — 


Goodwill 

Leasehold Property 

20.000 Ordinary Shares of 

Plant and Machinery 

Rs. 10 each 

.. 2,00,000 

Stodc 

Sundry Debtors 

Issued— 


Cash 

14,520 Ordinary Shares <ti 

Profit & Loss Account 

.. 59,080 

Rs. 10 each fully paid 

1,45,200 

—Balance 

Sundry Creditors': — 

Rs. 

' 


Preferential 

4,050 



Partly Secured 

29,180 



Unsecured 

77,160 




1,10,380 



Bank Overdraft (unsecured) .. 1,160 





Rs. 2,56,750 


Rs. 2,56,750 


The Liquidator realised the assets as follows : — 

, Rs, 

Leasehold Property, which was used in the first 
instance to pay the partly secured creditors 
pro rata .. .. .. .. . • 18,000 

Plant and Machinery . . . . . . . • 25,000 

Sto’ck .. .. .. .. .. 31,000 

Sundry Debtors .. .. .. .. •• 43,500 

Cash . . . . . . . . . . . . 500 

The expenses of the liquidation amoxmted to Rs. 500, and the Liquidators 
remuneration was agreed at 2J% on the amount realised and 2% on the amount pai 
to unsecured creditors. 

You are requh-ed to prepare the Liquidator’s Pinal Accounts, showing ^ 
distribution. 

(Shareholders receive Be. 0,-l-4 per nna i 

Total of Liquidator's Final Account Rs. IjlS.Ow. 

9. A Limited Company v/ent into voluntary liquidation with Liabilities amoimting 
to Rs. 30,000 and Assets which eventually realized Rs. 1,78,000. The Capital of the Coin' 
pany consisted of 10,000 Preference Shares of Rs. 10 each of whidi Rs. 7 per share wa 
called and paid up. The holders of 8,000 diares had, however, paid up the full 
advance of calls. There v/ere also 10,000 Ordinary Shares of R^ 10 each on which 
per share had been called. Holders 'of 2,000 diares had, however, only paid up 
per share whilo holders of 4,000 shares had paid up the full Rs. 10 in advance of cal'*- 
Asstnnmg the lE’reference Shares have no prior rights as to Capital, show in the 
a Liquidator’s Account of Receipts and Payments, how you would divide the availao'® 
balance among the shareholders, assuming that the costs of the winding-up amount to 
Rs. 2,000 and that calls in arrears are duly coRecled, 45S 

(Preference Shareholders receive Rs. 5-4-0 per share 
and OrdinaTj; Shareholders receive Rs. 6-12-0 per share.) 


10. The Suburban Builders and Contractors, Ltd., went into voluntary-liqm’3®fi°® 
on Isl January 1938, at rvhich date the dividend on its Pr^erence Shares was two years 
in arrears. The subscribed capital of the Company consisted of- 


10, TOO 6% CumulaUvG Preference Shares of Rs. 10 each fully paid, which were 
prefcrenii^ boUi as xeg^ds Dividend and Capital. ^ ^ 


20.000 Ordmary Sh.ires of Rs. 10 each (Rs. 6-4 per share called and paid up). 

15.000 prdtaan- Shares of Rs. 10 each (Rs. 7-8 per diare called and paid up). 




' Account as it would appear assuming 

. be ^vas awe to get m aU the cash duo bom shareholders in respect of such calls a* 
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he found it necessary to make. (Note . — ^It is not stated in the Memorandum or Articles 
that the arrears of preference dividend were due to be paid in the eyent of winding upi . . 

459 

(A Call of Rs. 2-8-0 per share is 111050 on 20,000 Ordinary Shares 
and Ref 1-4-0 per share on 15,000 Ordinary Shares ; Preference Share 
Capital is returned in Full ; Total of Liquidator’s Final Statement 

of Receipts and Payments Rs. 3,31,500.) 

11, The American Transport Company, Ltd. (in Voluntary Liquidation), has paid 
off its creditors in full, and the Liquidator is in a position to make a return to the 
shareholders. 

The position is as follows: — 

Share Capital issued: 

100 Preference shares of Rs. 10 each (fully paid), 

400 Ordinary shares of Rs. 10 each (fully paid), 

- 300 Ordinary shares of Rs. 10 each (Rs. 8 paid). 

100 Deferred shares of Rs. 10 each (Rs. 8 paid). 

The Articles of the Company provide that the preference shares shall have priority 
over the ordinary shares and die ordinary shares priority over the deferred shares as 
to repayment of capital. 

The costs of liquidation are Rs. 140. Creditors amount to Rs. 2,225. The assets 
realised Rs. 3,740. A call of Rs. 2 per share on the deferred shares was fully paid. A 
call of Rs. 2 per share on the partly paid ordinary shares (to adjust the rights of share- 
holders inter sc) was duly paid except in the ca se of one shareholder owning 10 0 shares. 

Prepare Liquidator’s final statement of account (B. Com.) 460 

(A Call of Rs. 2 per share is made on Deferred Shares and Rs. 2 per 
share on 300 Ordinary Shares ; Rs. 10 per share are returned on 100 
Preference Shares and Re. 1-10-0 per share on 600 Ordinary Shares; 

Totol of Liquidator’s Final Account Rs. 4,340.) 

12. The Karachi Company, Limited, went into voluntary liquidation on 31st 
December 1937, with the undermentioned assets and liabilities. The Capital of the 
Company consiried of 1,000 shares of Rs. 500 each fully -paid. 

Assets. Rs. 

Cash on hand .. .. .. ,, .. 7S0 

Stock-in-trade which realised . • • 29,600 

Book Debts which realised ' . . . . . , 49,200 

Furniture which realised . . . . , . . 1,050 

Investments lodged with Bankers against overdraft ac- 

coimt which were sold by the Bankers for .. 4,900 < 

Liabilities. Rs. 

Unsecured Creditors .. .. ,. 53,775 . 

• Preferential Creditors . . . . . . . . 5,295 ’ 

Pank Overdraft .7 . . . . . . . . 4,000 

6 per cent Debentures, secured by a floating charge on 
the undertaking, the interest on which was paid to 

30th June 1937 .. .. .. ... 44,000 

The excess amount realised by the sale proceeds of the investments were remitted 
by the Bankers to the Liquidator. The Debentures were paid ofl on 30th June 1938 
together with interest to date of winding up and a first and final dividend distributed 
to the creditors. The Liquidator’s remuneration is to -be calculated at the rate of 3 per 
cent on the net amoimt realised, i.e., excluding the amount paid to the secured Creditor 
out of the proceeds of his security, and 2 per cent on the amount distributed to the 
unsecured Creditors. The expenses of winding-up amounted to Rs. 1,014-12-0. Prepare 
the Liquidator’s final statement of account showing the rate and the amount of the final 
dividend payable to the unsecured Creditors. , , • j4G1 

(A first and final dividend of 8 annos in the Rupee is paid to Unsecured ' 

- Creditors; Total of Liquidator's Statement of Account Rs, 85,5)30.) 
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13. A Limited Company, having carried out its business objects, went into volun- 
tary bquidation with the following liabilities : — 

Rs. Rs. 

Trade Creditors .. .. .. .. .. 12,000 

Bank Overdraft . . . . , . , . . . 20,000 

Capital : — 

10,000 Preference Shares of Rs. 10, Rs. 7 called . . . . 70,000 

10,000 Ordinary Shares of Rs. 10, Rs. 9 called .. .. 90,000 

Less calls in arrears . . . . . . . . 2,000 

88,000 

Cash received in anticipation of calls — 

On Preference Shares .. .. .. 24,000 

On Ordinary Shares .. .. .. 4,000 

* 28,000 ■ 

The assets realised Rs. 2,00,000 and the expenses of liquidation amounted to 
Rs. 2 000. The Preference Shareholders have no prior capital rights. Prepare the 
Liquidator’s final statement of account. 462 

(Preference shareholders are returned Rs. 6-2-0 per share and Ordinary 
shareholders are returned Rs. 7-14-0' per share ; 

Total of Liquidator’s Final Statement of Account Rs. 2,02,000.1 

14. The financial position of the Asian Patents Co., Ltd. at 31st December 193i, 
was as under: — 


Liabilities. Rs. 

Authorised ~ & Issued Sh are 
Capital — 

15,000 Shares of Rs. 10 each 

(fully paid) .. 1,50,000 

Sundry Creditors .. .. 1,40,000 


Rs. 2,90,000 


Assets. 

Preliminary Expenses 

Patent Rights 

Plant and Machinery 

Stock 

Debtors 

Cash 

Profit & Loss Account 


5,000 

1,50,000 

40.000 
20000 

60.000 
250 

14.750 


Rs. 2,90,000 


n u ^ j'’ necessarj' to reconstruct the Comnany owing to shortage of working 

^ The following scheme was sub-, 

nutted to the Shareholders and Creditors: — 

(1) ’^e Company to be wound up voluntarily, the assets and liabilities being 

Ltd., formed, with a nominal 

Capital of Rs. 3,00,000, for the purpose. 

(2) Preferential Creditors ^ountirg to Es. 1,500 to be naid in full, and as in 

'• ^ receive eight annas in the Rupee in full settlc- 

a^y receive 6% Debentures to be issued at par 

Comply to receive 15,000 shares of Es. 10 each 

the shartboldoK 'at^th^ tori m^^in™'’ and payments for presentation 

^ (Total of Liquidator’s Statement of Account Rs. 1,90,710.) 

of 2,(K)o 'prefer<mTO'sharcs*f :to°lO0 eaS^toUvnaifl Liquidation), consists 
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Deferred Shares of Rs. lOO each, Rs. 80 per share p^id up. Under the Articles of Asso- 
ciation the Preference Shares have priority as to repayment of Capitsd over /the Ordinary 
Shares, and the Ordinary Shares have priority over the Deferred Shares, 

The cost of liquidation including the Liquidator’s remuneration amounted to 
Rs. 14,000 and the creditors to Rs. 1,78,000. 

The assets realised Rs. 3,74,000. The call made by the liquidator on the Deferred 
Shareholders for the adjustment of the rights of shareholders (as between themselves) 
■was fully paid. A call of Rs. 15 per share was made on the partly paid Ordinary share- 
holders, which was didy paid, with the exception of that on 200 shares which was 
irrecoverable. 

Prepare the Liquidator’^ final statement of account. (B. Com.) 4Gt 

(Preference shareholders are refunded in full; Ordinary shareholders 
receive Rs. 10 per share on 8,000 Ordinary Shares and Rs. 5 per share 

. on 5,800 Ordinary Shares ; Total of Liquidator’s Final Statement of 

Account Rs. 5,01,000.) 


16. The Balance Sheet of the Trading Company, Ltd. at 30th September 1937, 


was as follows ; — 

Liabilities. £ £ 

To Share Capital issued; — 

500 Ordinary Shares of 
£5 each, fully paid 2,500 
500 Ordinary Shares of 
£5 each, £3 per 
share paid up ' . . 1,500 

4,000 

„ Bank Overdraft (secured 
by Mortgage Deben- 
txires'for £1,000) .. 500 

„ Sundry Creditors .. 3,500 


£ 8,000 

«.j » .■ * I I . ■« 




Assets. 

£ 

By Plant 

.. 1,500 

„ Sundry Debtors 

. . 1,200 

„ Stock . . ' 

, , 1,000 

„ Profit & Loss Account 
, — ^Loss to date 

, . 4,300 


£ 8,000 


Tlie Company having decided to go into Volimtary Liquidation, appoint you 
Liquidator, You sell the Plant for £1,200, collect the Book Debts which realise £1,000, 
and dispose of the Stock for £750 ; the Company’s Bankers who hold the Debentures for 
£1,000 having agreed to leave' the realization of the Assets in your hands. You ascertain 
that there is a deficiency of Assets to meet Claims of Creditors, and you make a Cali on 
those Shareholders who are liable as Contributories, On 31st March 1938, having realised 
all the Assets and received payment in full of the Call made upon Conti-ifautories, you 
proceed to distribute the Funds in your hands as Liquidator. The Creditors include £100 
Rates for the half-year ending 30th September 1937 ; £200 Wages and Salaries of em- 
ployees for September 1937 ; and the costs of .the Liquidation, including your Remunera- 
tion, amount to £500. Prepare, for issue to Creditors and Contributories, a Statement 
of your Receipts and Payments as Liquidator, showing now you vjould distribute the 
Funds in your hands on the 31st March 1938, and the amount of Dividend in the £ to 
Unsecured Creditors. Interest accrued on Bank Overdraft to date when it was paid oil 
amounted to £50. , (Chartered Accountants.) 4G5 


(Unsecured Creditors , are paid 16s. 3d. in the £ ; Total of 

Liquidator’s Receipts and Payments Account £3,950.) 


17. John Smith, Liquidator of T. B. & Co., Ltd., in Voluntary Liquidation, having 
paid all the cred.itom in full, with all interest due, finds that he has a surplus in hand. 
How will the Liquidator deal with this surplus? The Statement of Affairs disclosed 
the following facts: — 

10.000 7% Cumulative Preference Shares of £1 each, fully paid (haiung a prefer- 
ence as to capital and dividend). 

5.000 6% Second (Non-cumulative) Preference Shares of £1 each, fully paid 
(having a preference as to capital^. 

20.000 Ordinary Shares of £1 each 10s. paid. (Chartered Accountants.) .166 



CHAPTER XXII. 


GOODWILL m ACCOUNTS. 


Definition of Goodwill. — ^Tlierc ore so many \’avjdnn classes of businesses 
which carry Goodwill and there arc so many varied factors which give rise 
to Goodwill in each individual business that it i.s not possible to compress 
within one definition the very extensive significance of this term. For a 
tliorough comprehension of the subject, therefore, ^it sccros necessary to quote 
the following various definitions which have been given from lime to time 
by the ablest exponents of Law and Accounting; — 

Lord Eldon has said, " Goodwill is nothing more than the probability 
that the old customers will resort to the old place.” 

Lord Lindley defines Goodwill thus : “ Tlic term Goodwill can hai'dly 
be said to have any precise signification. It is generally used to denote the 
benefit arising from connection and reputation, and its value is wlrat can 
be got for the chance of being able to keep that connection and improve it. 
Upon the sale of an established business, its goodwill has a marketable value, 
whether the business is that of a professional man or of any other person. 
But it is plain that goodwill has no meaning except in connection wdth a 
continuing .-business j and the value of the goodwill of any business to a 
purchaser depends in some cases entirely, and in all very much, on the 
absence of competition on the part of those by whom the business has been 
previously carried on." 


Story has defined Goodwill thus : “Goodwill is the advantage or benefit 
which is acquired by an establishment beyond the mere value of the capital 
property employed therein in consequence of tlie general 
pubhc patronage and encouragement which it receives from constant or 
haoitu^ customers on account of its local position, or common celebrity, - 
reputation for skill, or affluence, or punctuality, or from the ' accidental . 
cmcumstances and necessities, or even from partialities x>t prejudices.” 


Lord Macnaghten has said : " Wliat is goodwill ? It is 'a thing very 
easy to describe, very difficult to define. It is the benefit and advantage 
ot the good name, reputation and connection of a business. It is the attrac- 
tive force wffich brings in custom. It is the one thing which distinguishes an 
Old established busmess from a new business at its first start. The good- 
wnu ot a ^busmess must emanate from a particular centre or source. How- 
ever widely extended or diffused its influence may be goodS is worth 
has power of attraction sufficient to bring customers home 

SemLtr Tt duS emanates. .Goodwill is composed of a variety of 

elements. It differs m its composition in different trade*: and in different 
busmesses in the same trade. Onb elemenT S' Sepondmirhere and 
another there. . . For my part, I think that if therfL oS atoibute com- 
mon to all cases of goodwill, it is the attrihn+o i i-, ° r atirio 
no independent existence. It caSnot suS £ H ^rbed 

to a business. Destroy the business and the 

elements remain which perhaps mav be tJaif, perishes with rb f 

No doubt, where the reputation o^abiinlt?®^®^ revived agaim 

it is the article produced rather than is very \videly spread, or w'here 

won popular favour, it may be diffiJult to locSe'^good^ffi” 
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Mr. T. M. Stevens, d.c.l., summarises the various definitions of Good- 
will thus : “ All that can he gathered from the various definitions is that 
where the locality of the business premises makes the trade, goodwill repre- 
sents the advantage derived from the chance that customers will frequent 
the premises in which the business has been carried on ; that where +he 
business is one which depends upon the reputation of a firm, the goodwill 
consists ‘of the advantage which the owner derives from being allowed to 
represent himself as such ; that where the business is due to the individuality 
of the owner, and where its reputation cannot be separated from his, the 
goodwill is aU but non-existent, and where the value of the business depends 
upon the business connections, the goodwill consists of the right to be 
properly introduced to those connections.” t 

i 

Prof. Dicksee, m.com., f.c.a., while discussing Goodwill, says that 
— “ When a man pays for goodwill, he pays for something which places him 
in the position of being able to earn more money than he would be able to. 
do by his own unaided efforts.” 

Mr. E. Guthrie, f.c.a., says as follows : “ The term Goodwill is a very 
natural one, and, I think, indicates what is meant better than any other 
word would do. It represents the good will with which the person, the 
place, the name, or the association is regarded. It assures the direction of 
the footsteps of customers towards the customary place — that involuntary 
cerebration, as the philosopher puts it, whereby the act of walking is per- 
formed without conscious exertion of the will. It is a magnetism generated 
in and about a person and his entourage ; sometimes exerted solely from 
within, sometimes exerted solely from without, but, most generally, partly 
from within and partly from without. . . . And what is the measure of 
value in pecuniary terms of this intangible thing ? I state it as the difference 
between the value of the normal results of the working of any business or 
profession which may be established by, and as worked by, any person in 
any place, and the results' of working any individual business of a similar 
character. Thus, given a business, the goodwill of- which- is for disposal, 
there would be no valuable goodwill if anyone could do just as well by 
establishing a business de novo. To start a business has its risks, which may 
often be described as very serious risks, but apart from the more perilous 
risks of failing to take proper root, there is the often weary time, sometimes 
a long term of years, during which a sufficient connection is being got together 
to bring the business up to a standard paying basis which will, give it a 
goodwill value, or bring a goodwill value into sight. To be spared this period 
of what I may call perilous probation is something worth paying for, even 
though its maintenance from this point needs the continued energy and 
industry by which it was built up by the original proprietor. Time, money 
and anxiety saved is money made. This is what is worth paying for, and 
in this degree, a goodwill value attaches to an established business ” 

To venture on a definition — ^Goodwill may be described as the extra- 
saleable value attaching to a prosperous business beyond the intrinsic worth 
of the net assets (i.e., assets minus liabilities) employed therein, because of 
its good reputation, established connections, continued prosperity and the 
hope that the business wiU maintain in the future the same profit-earning 
capacity that it has hitherto enjoyed by reason of the old customers continu- 
ing to deal with the -firm despite the change in proprietorship. 

General Considerations.;— From these definitions, it must be ’clear that 
any one or more of the varied factors mentioned above may account for ffie 
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existence of goodwill in any particular business. Tlie cla.ss of the business 
in question, the public favour in which such business is held, the name and 
reputation of the business, its location, the nature and quality of the goods 
dealt in, the monopolised conditions, if any, enjoyed by the business, the 
annual earnings, tlie necessary capital involved, the .state of the money 
market, all these and many more contingencies enter into its existence. 
These factors vary greatly in importance dependent upon the peculiar con- 
ditions attaching to each business in question, but the pros^yectivc earning 
capacity of the business should always be the prime factor in determining 
the value^ of goodwill, as the buyer of an established business is more con- 
cerned with what the business is likely to yield him in tlie future than what 
It has returned in the past. 


Goodwill may be said to belong to the class of “ intangible capital assets ”, 
tile class to which also belong items such as patents, trade marks, copyrights, 

Tlie peculiarity of this asset as compared to the 
other hxed assets of the business needs to be understood. It does not suffer 
weai’ apd tear, and under tlie ‘circumstance, the question of depreciation does 
as m the case of other assets. It is non-visible, it does not become 
oteolete and does not get used up in course of business operations. But 
while goodwill does not depreciate, it is liable to constant fluctuations. It is 
a \\ ays piesent as a silent asset in a business where there are super-profits, 
co-extensively with decline in earnings. Where the 
profats are unusually large and constant, the value of goodwill once paid for 
1 deemed to exist, and although it may then 

Se^aSnS ffi surplus profits, the very fact that there 

On wine It off would justify' its retention in the books. 

decline, goodwill ivill co- 
SiS rwnid,tT'l Whereas, that would be just the occasion 

thm hardT V? bought desirable to reduce its book value, thei-e would 
p,-! sufficient profits from which to v/rite it off. Further, there 

is so affect its value from time to time and there 

it exchangeable value on any one date, that 

book valiip"frnm^^ hought advisable not to attempt any adjustment in its 
SeTs is ° reasons, where the goodivill of a 

orieihal met ^ pui chase, the usual .practice is to leave it at its 

capLitl orth^T”^ fluctuations in the profit-earning 

ffifun aSieJifio can however, be no argument against build- 

against fSuta declSTrS/ rf SLm” y'””* '» P™'’* 

good'Siul^/n,,!.®!^^ obligation on any .concern to wipe off the account 'of 
concerns stated number of years, although 

wine it off froni^mit conservative basis usually 

uSerstood however It must be'clearly 

stand in the Balance’ t^-^ Question as to at what amount goodwill shall 
but whLit apneS^^mns^^'fa^ management to decide, 

and not mixerun S’nffaf f be shown clearly under its distinct heading 
anything beyond^its actual shown at- 

that has-been ^vieldiiiv^<;tm~r succession to an old estabh'shed business 
that eaually profitable conduf^^^ in the past coupled with the probability 
’ue. ' ¥he buffdfS un nf r-d the future has an asset 

g p of Goodwill involves Considerable efforts on the 
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part o£ those who initiated the business and it is but natural that the pro- 
prietors of a well-established business should seek to be cpmpensated before 
parting with the whole or a portion of the income they have been enjoying 
in the past. Evidently, therefore, when an amount is’ paid for goodwill on 
the acquisition of a running business, the same should be debited to Good- 
will Account and be treated as an asset. Goodwill is thus usually brought' 
into the books of account as a purchased asset. But the creation of an asset 
by a going concern under tlie name of Goodwill should always be deprecated 
in as strong terms as possible, for by so doing, whereas on the one hand, no 
benefit would accrue by bringing into record an asset which can only be 
realised on tlie sale of the business and on the ultimate negotiable value of 
wliich no one can rely, on the other hand, the credit thus .brought into account 
is open to misuse by tlrose in management or may be misunderstood by the 
investing public. In any case, where such an asset has been set up, the 
corresponding credit should be shown under a special Capital Fund, so that 
it may not be utilised for the purpose of distribution in the shape of 
dividend. ■ 

f 

FACTOES DETEEMINIMG THE VALUE OF GOODWILL. 

The various factors which enter into a computation of goodwill may 
now be considered briefly. 

* Capital required. — ^The average normal net earning of a business over a 
period of years having been determined, the average amount of capital 
necessarily required for the purpose of earning such profits will have to be 
ascertained. A highly profitable concern that can be run with a small amount 
of capital ^viU naturally find many purchasers and will consequently realize 
a decent amount for goodwill ; but it would be difficult to sell a business 
howe'^er profitable, that would require a large amount of capital to work, 
as few persons would be found willing to risk a large sum in any one busi- 
ness. Thus, taking two separate businesses yielding an equal percentage of 
profit, the one requiring less capital will be more in demand and will realise 
a higher amount for goodwill. 

Nature of Business. — ^The nature and class of the business is an important 
factor. It must be looked to whether the articles dealt in are the daily 
necessities of life or whether the business is dependent on popular taste, 
fashion or public fancy ; for, if the latter, it is often likely that the profits 
wiU diminish once the public fancy dies out. Or it may be that the business 
in a particular article may be ousted by a new and more attractive product 
appearing in the market. 

Eisks involved. — ^It must be enquired to what extent the business is open 
to risks, for the greater the risks involved, the higher the percentage of 
return on capital the purchaser must expect. Further, if the business hap- 
pens to be of a very risky or speculative' character, its goodwill will have 
very little value, as few persons will be found prepared to risk the loss 
of capital. 

^ Skill in Management. — It may be that the business calls, for exceptional 
s kill and ability 'for its success and that such skill was provided in the past 
by the former owner of the business. If such be the case, the purchaser 
must make sure whether the services of the owner will stiE continue to, be 
enjoyed by the concern in the future. It goes without saying that thewalue 
of goodwill will be considerably enhanced, if the vendor agrees to continue 
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his connections with the business for some time after the sale and thus gne 
the new proprietor the benefit of his skill, experience and influence. 

If the cost of such shilled supervision was not formerly charged agai^t 
profits due to such services having been rendered by the former ’ 

now that the business is being disposed of and that such services vn 
to be paid for, a provision will have to be made in regard to cj. 

cost of such management in order to arrive at a fair estimate oi P. ^ 
likely to be earned in the future. It must be noted, howeVer, that a 
which calls for much personal skill and superv'ision for producing a ce ai 
income will be less in demand than a business yielding similar income vn 
out such skfll in management, and its goodwill value will therefore snrj 
in proportion. 

Established Location. — ^Location of the business sometimes Munts for 
more than all other factors put together. This would specially happen 
case of an established shop or large stores located in a prominent posi lo ■ 
In such a case, location ■will form a very vital question in assessing its SO° , 
will. If the premises are held under a long lease, the purchaser , 
undoubtedly reap the benefit of past connections, as the old customer 
naturally resort to the old place. If, however, the leasehold in which 
business had so far been carried on is likely to expire shortly, the purchaser 
must enquire whether a renewal would be obtainable on reasonable 
for if he fails to secure a renewal of the lease or some other equally suitau « 
place in close vicinity, the removal of the business to some other locauQ 
would mean loss of old connections, and goodwill will suffer in value 
accordingly. 

Future Competition. — ^The possibility of future competition is another 
factor to be carefully considered, for if there i-s any likelihood of the vendors 
competing with the purchaser, good-will will diminish in value. It is alw'ays 
necessary in the interest of the purchaser to see tliat the agreement for th® 
sale of goodwill to him contains a clear declai’ation tliat the vendor is 
restrained from setting himself up in the same class of business. The more 
restrictive such an agreement is, the more valuable the goodwill of the busi- 
ness will be to the purchaser. 

Monopolised Business. — ^If the past success is due to any trade monopoly; 
it should be enquired whether the benefit of such monopoly is likely to 
continue. It should further be seen whether the patents hitherto enjoyed 
' are expiring, or whether the success of the business is likely to be affected 
in the near future by new inventions or by new rivals setting up in the same 
line of trade. 

Trade Name. — Sometimes, the goods dealt in may have a world-wide 
reputation and may be recognised everywhere by a trade name or a trade 
mark. Under such a circumstance, the right to use such a trade name or 
trade mark -will be a valuable factor in assessing goodwill. 

Profits from Exceptional Contracts. — ^If during the period of shears on 
the profits of which the goodwill is based,, there appear to be exceptionally 
profitable contracts or other special circumstances which have helped 
producing resxdts which are not likely to recur, such profits will have to fcs 
eliminated for the purpose of arriving at the average normal yield from the 
ousmess. 
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Pending Contracts. — there are pending orders or contracts of a recur- 
ring nature likely to result in substantial profits, these will necessarily 
enhance the value of goodwill. 

Personal Business. — ^The goodwill of a purely personal business such as 
that of a solicitor or a doctor is always of a doubtful value, unless the 
continued co-operation of the person who built up the business is secured 
for say at least 2 to 3 years after the sale of the business. 

Declining Profits. — A business might have shown good resulting profits 
during the last several years, but if such profits have been on the decline 
from year to year, its goodwill, if at all there be any, will have to be valued 
on a very conservative basis. In any case, the cause of such decline must 
be traced to see if the defect can be remedied. 

Old Machinery and Onerous Leasehold. — ^If the assets of the business to 
be acquired consist of very costly machinery, it should be seen that the same 
is not out-of-date, as otherwise an additional amount of capital will become 
immediately necessary to equip the works with up-to-date plant. Further, 
it should be seen that the business is not burdened with some onerous lease- 
hold, as this would adversely affect the value of goodwill. 

Money Market Conditions. — ^The state of the money market must neces- 
sarily affect the negotiable value of goodwill, for it can hardly be denied 
that when money is easy, more buyers will be found willing to acquire 
established concerns and pay higher value for goodwill than when money 
is scarce. 

Mode of Payment. — ^The value of goodwill will also be considerably 
affected by the mode of payment. Thus, if the goodwill amount is to be 
paid to the vendors by the issue of fuUy-paid deferred or ordinary shares 
in a Company newly registered, where such shares will have hardly any 
marketable value, the vendors may expect a larger amount to be paid in 
respect thereof than if such payment was to be made in cash. 

Goodwill of a Competitive Business. — ^It occasionally happens that a 
trader or a company may desire to acquire a competitive business in order 
to kfil competition which would otherwise have to be faced. Under this 
circumstance, the purchaser v/ould certainly be prepared to pay a large 
amount for goodwill in spite of the fact that such business may not be 
yielding super-profits and there may be no probability of the same being 
earned in the foture- 

It must be apparent from the above, how difficult it is to formulate any 
general rules as to the proper valuation of goodwill, as each individual case 
would possess its special features, and these would have to be fully con- 
sidered before arriving at any fair estimate of its value. 

VALUATION OF GOODWILL. 

As has already been seen, there are so many factors which enter into 
a computation of the goodwill of a business and its value depends on so , 
many varying contingencies, that a good deal of care and consideration must 
be devoted before arriving at a fair value thereof. Again, so many different 
methods are employed in arriving at the value of goodwill, that it becomes - 
difficult to lay down any hard and fast rules as to the precise basis for its 
valuation. 
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business of his omi. But, unforeseen contingencies might crop up as would 
upset his most sanguine expectations and most careful calculations, and 
bearing this in mind, he would always be wise to err on the side of under- 
valuation in the matter of this asset of the most fluctuating and unreliable 
character. 


RIGHTS OF THE PURCHASER Of' GOODWILL. 


The sale of the goodwill of a business carries wdth it all the advantages 
attached to that business, viz., the trade name, trade marks, the benefit of 
all trade connections and reputation, and the benefit of all patent rights, 
copyrights and existing contracts, agreements, leases, etc. 

The purchaser of the goodvnll of a business thus acquires the following 
rights : — 


(1) Ke can represent himself as being the successor to the old business. 

(2) He can use the trade name by which -the business is known, pro- 
vided the same is not used in a manner as would render the vendor liable 
for any debts incurred by the purchaser. 

(3) He can prevent the vendor from continuing to trade in his own 
name, if it was in that name that he formerly carried on the business. 

(4) He CM prevent the vendor from setting up another business under 
any name which might lead the public to believe that he was still carrj'ing 
on the old business. 

(5) He can prevent the vendor from soliciting the customers of kis 
lormer business either personally or by circular. 


clearly understood, however, that a trader who has sold his 
goodwill IS under no obligation to retire from the field. He may comineacc 
a new business m the very same line of trade, unless he has bound himself 
to me purchaser by special agreement to the contrary. In order, therefore, 
^ possible misunderstanding as to the future position of the 

or. it IS highly aesirable on the part of the purchaser to enter into an 
agreement with the vendor expressly restraining hi.m from competing agautst 

hi ^ restraint in order to liave a legal effect must 

bo bmiled to a particular area or a given number of years. 


GOOD'WILL IN PARTNERSHIPS. 

i” •n’'’- ‘‘"y agreement to the contrary between the pa?ii^cr^> 

partnership property and it goes with the business. 
^ weU-estabhsIiod busiriess, it always 

unrecorac^ asset and is never brought into wsible shaoe unless 
becomes necessary to value it. It is, *in fact a 
W ‘4 444 f i- partners, and its valuation 

; w amongst them whenever there is 

(n1 4 brought into account 

4 44=4 4444 rclirc4onl or dcatli of 

Tfh of the busine.ss niccemcal; or 

U-1 oa -'^.ae o, tile business to a Limited Company. 

t agreement definitely 
It i'- euunlh- mto account under any circumstance, 

ra-jte ot t'la' j- mt-Vw' to exclude by agreement any one or 

n.t.r.iK n. from having any .^hare in the Goodv/iH; 
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Goodwill on Admission Of Partner. — Goodwill is frequently valued 
when a new partner is admitted in an old established business. It is quite 
natural that belore'surrendering a portion of their future profits to an out- 
sider, the old proprietors would like to see that they are amply compensated 
by the incoming partner for the skill, energy and money that they may have 
expended in bringing the business to its present stage of reputation, l^us, 
the prospective partner is usually required to pay a certain amount for 
goodwill or premium, ovpr and above his bringing in some capital, in order 
to entitle him to a certain share in the future profits of the firm. The amount 
thus received by way of goodwill would be shared by the old proprietors in 
their profit-sharing proportions. ' 

Before entering into a partnership, the person desirous of taking a share 
in an existing firm must enquire into the following points : — 

(1) Tlie reasons which prompt the present proprietors to take an 
additional partner. 

^2) Where the new partner is required to step into the place of a 
retiring or deceased partner, it is necessary to ascertain how far the business 
is likely to suffer in future due to the loss of the skill, expert Imowledge or 
influence possessed by the retiring or deceased partner, and how far such 
loss is likely to be made good by the continuing partners. If the new 
partner as also the remaining partners do not possess the requisite skill, 
teclmical knowledge or influence, the fact must necessarily affect the future 
profits of the business and the value of goodwill would diminish accordingly. 

(3) He should ascertain whether the capital to be introduced by him is 
to be utilised in paying off the old liabilities, or whether it is going to serve 
as additional working capital for the expansion of business and thus tend to 
increase its earning capacity. 

(4) Where the capital to be brought in by him is required to meet the 
present liabilities of the firm, be should enquire whether the working capital 
left after payment of the pressing liabilities would be sufficient to meet all 
future demands of the business. 

(5) He should ascertain whether the amount to he introduced by him 
as his share of goodwill is to be retained in the business as additional capital 
of the former proprietors or whether the same is to be immediately with- 
drawn by the latter. 

(6) He should determine how far in view of .the profit-sharing arrange- 
ments, the capital that he is asked to contribute compares with the capitals 
of the other partners. 

(7) He should try to estimate on most careful scrutiny tlie probable 
amount of profits that would fall to his share, and whether, in view of such 
share and all other facts, the goodwill amount he is asked to bring in is 

' reasonable. 

(8) He should make sure that the business is riot financially embar- 
rassed, and it is not sought to burden him with the share of loss arising 
from any existing unprofitable contracts. 

(9) He should examine the last Balance Sheet on the basis of which 
the partnership is going to be arranged in order to ascertain that there are 
no assets shown at inflated values and no liabilities under-stated or omitted. 

(10) He should inspect a copy of the proposed Partnership Deed to 
make sure that all the usual and necessary clauses including those relating 
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to tlie ascertainment of the share of each partner in case of retirement, dea& 
or dissolution are mcluded, and that there is nothing objectionable or detn- 
mental to his interests. > 


Goodwill on Eetirement or Death of a Partner. — ^The mere fact that 
goodwill was not valued and included amongst the assets in the periodical 
Balance Sheets of the partnership whilst it was a going concern, would be 
no argument on the part of the continuing or surviving partners to refuse 
to give to the retiring partner or the representatives of a deceased partner 
his due share of the value of goodwill, whatever that value may be. In 
normal circumstances, a distinction must necessarily be drawn between the 
annual accounts of a partnership firm and the fini accounts made for the 
purpose of dissolution. Ordinarily, Goodwill does not appear in the books 
of a firm of a going concern, and yet at the time of dissolution, the value of 
Goodwill has to be appraised in order tliat the retiring partner or the 
representatives of the deceased partner may get a fair allowance in respect 
of his share of goodwill. 

But if the articles of partnership expressly provnde that on the death or 
retirement of any partner during the continuance of the partnership, the 
amoimt of his share and interest in the partnership should be taken on the 
basis of accounts as prepared annually without any adjustment in regard k 
goodwill, the retiring partner or the estate of the deceased partner must 
-stand by Such an arrangement, even if the annual Balance Sheets did not 
include goodwill.' 


It is invariably provided in the partnership deed as to how the accounts 
are to be adjusted in the case of death of one of the partners. Experience 
has shov/n that in a majority of businesses, a great deal of inconvenience is 
entailed, and the progress of the trade hampered, by being compelled to 
take stock on the date of the death of a partner, in order to ascertain the 
proportionate share of profits accruing to the estate of the deceased partner. 
Besides, the question of depreciation, of assets, the basis of valuation of the 
^ock and such other matters will always be bones of contention betu^een 
the surviving partners and the representatives of ’the deceased partner. I" 
or er o avoid all this, it is desirable that the manner in which the profits 
lor the period elapsing since the last-signed balance sheet and the date of 
the decease are to be computed must be laid down in the agreement in most 

deM's^'^Tf!S“ amount payable in respect of the share of a 

generahy spread over a number of years, in order that 
the busmess may not be overburdened with an immediate pajment. 

ship^vS? na°rtae^h ^ dissolution of partner- 

S- S thp^iLi ^ GoodiviU of the firm realised, 

irreroecti^ ^^ets for the common benefit of all the partners, 

not This will h? Goodvi^ appeared in the annual Balance Sheet or 

ietirement''or^deafh' of Goodwill on the admissioih 
business arising from the sale dissolution of the partnership 

herein on pages 212 231 anfl already been discussr^ 

necessary HHtSe the s^i Lr 
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GOODWILL IN JOINT STOCK COMPANIES. 

Even with Limited Companies, although Goodwill exists in every pros- 
perous undertaking yielding super-profits, it is brought into record ai^d 
made to take a visible shape only when any consideratioif has been paid for 
it, ^ _ 

Once Goodwill is brought into record, it is classed as, a fixed asset and it 
is not necessary to value it at its realisable price at each balancing period 
for Balance Sheet purposes. Evidently, therefore, there is no necessity to 
bring into account the temporary fluctuations in its value arising from any 
increase or decrease dn the average profits of the Company. ' But the fact 
that needs to be emphasised is that no company can ever be expected to 
yield super-profits in perpetuity, as a result of ordinary trade competition. 
- No Goodwill can, therefore, ever be considered as eternal, and it is a fallacy 
to treat even purchased goodwill as representing a permanent value. 

It would thus seem advisable to provide against its probable shrinkage 
in value out of surplus profits, in times of prosperity. But the provision in 
this respect should not fall on the Profit and Loss Account gs that would 
tend to obscure the actual trading results of the undertaking, but must come 
as a charge on the Profit and Loss Appropriation Account by means of an 
allocation of divisible profits. Whereas the extinction of Goodwill from the 
'"'books of account will in no way affect its actual value in a profitable concern, 
the financial position of the company will be considerably strengthened by 
the retention of a portion of the legally divisible profits. It need only be 
pointed out now that however prudent, expedient and commendable such 
,a practice may be from the view-point of finance, there is no legal obligation 
on a company to provide for the decline in the value of its goodwill before 
declaring a dividend Even when it is thought desirable to diminish the 
book value of goodwill gradually, the best method of dealing with the item 
will be not to wipe off goodwill absolutely from the books, but to retain it' 
in the Balance Sheet at its original cost and to credit the provision made 
ior its reduction or elimination to a “ Provision for Bedemption of Goodwill ” 
Account. The credit balance in respect, of this provision can best be shown 
as a deduction from the item Goodwill on the assets side of the Balance Sheet. 

A Joint Stock Company formed with the object of taking over an 
established business and Vv'hich issues a Prospectus inviting subscription."; for 
its share or debentures must separately* state the amount of purchase- 
money which is being 'paid for Goodwill. Besides, in the prescribed form of 
Balance Sheet under the Indian Companies Act, the item of purchased Good- 
will,' if any, is required to be shown distinctly among the Fixed Assets of 
the Company. 

When a Joint Stock Company takes over a rimning -business, and the 
value of Goodwill has not been fixed specifically, the difference between the 
total purchase consideration and the assets at the agreed valuation less any 
liabilities taken over from the vendors will represent the price for Goodv/ill. 

If a Company^ issues its shares at a premium, such premium can well be 
applied towards the reduction or elimination of Goodwill from the books. 
This process is sometimes objected to on the ground that the Balance Sheet 
fqils to set out the fact of the Company having received premium on shares. 
Such an objection can, however, be overcome by showing the amount of 
premium on shares in the inner column of file liabilities side of the Balance 
Shbet with a note underneath that the amount has been applied towards 
reduction or elimination of Goodwill, as the case may be. 
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When a Company takes over a business as and from a date prior to the 
Company itself being registered, the profits, if any, made by such an under- 
taking prior to the date of the Company’s Incorporation or Commencement 
Certificate cannot'be treated by the Company as divisible profits but must he 
regarded as of capital natm*e, since a Company caimot be deemed to have 
earned profits before it came into existence. Such profit after providing 
.or Interest on pmchaSe consideration from the date of the purchase agree- 
ment to the date of the Company’s Incorporation or Commencement Certifi- 
cate, can well be utilised in reducing dr wiping off Goodwill. Similarly, in 
the event of a loss having been sustained prior to tbe date of Incorporation 
or Conmencement Certificate, the same can be capitalised by being charged 
to Goodwill Account, ' j o - 


^ Company expends an abnormally heavy 
^oimt with the_ object of creating a goodwiU. Thus, heavy expenditure 
may be mcurred m experunenting which may ultimately result in the secur- 
g or a patent arid a consequent monopolised business, or abnormal amounts 
y be expendea on ’ntroducing a new invention or product in the market, 
enormous amount may be spent on advertising in the .initial stages of 
a loss may be suffered by a newspaper concern in its initid 
unfpr-'+Vio V, ™ management seek to capitalise such expenses or losses 
™c^ss of Soodi^l on the argument that they helped towards the 

Balancp SVippi in h)e seen that the item is clearly stated in the 

a haarmer so as not be mistaken for purchased goodwill. 

to GoSSiVaSp^^ furfiiCT be seen that no improper items are over debited 
to Goodwill Account, and m no case is the value of goodwill ever written up. 


EXAMINATION QUESTIONS. 

1. How would you define Goodwill? 

2. ^lain the incidence of Goodwill in a weU established business. 

the value of Goodwill?™^™ factors to be enquired into for the purpose of ascertaining 

pay for his share of Goo^^? ^ incoming partner base his enquiries when asked w 
partners? Goodwill be determined in the case of retirement of one of th® 

the latter^thSe S^Good^^^fte f deceased partner always entitled to claim 
7. MenHo, the different methods of computing the value of GoodwiU. 

Books?- -21 Goodwill Account have to be opened in Partnership 

a Compa^r t'’ °Pen GoodwiU Account in the hooks cf 

n. vT depreciated, year after year? 

Account? ^ circumstances would it become desirable to create a Goodwill 

12. How should any future loss in the value of GoodwiU be provided for? 
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CHAPTER XXni. ■ ' 

FACTORY ORGANIZATION. 

Need for Factory Organization. — ^The advancement of our country 
depends to a considerable extent on b:s industrial activities, and economical 
production of manufactures is more essential for national prosperity now 
than ever before, if India is to play her pait worthily in the international 
competition. With increasing competition in every branch of industry 
coupled with a stern demand for better quality and reduced prices, the 
importance of efficiency in industrial organization has never been more 
widely recognised and keenly felt as at the present time, and the subject 
presents an unlimited field for development in the future. Since the selling 
price of any product is controlled by competitive influences, the vital problem 
before pur manufacturer to-day is how to cheapen the cost of his products so 
as to enable him to secure a fair share of the business by cutting his sale 
prices and yet ensure for himself a reasonable margin of profit. .. 

To supply manufactures at prices as would defy foreign competition, 
involves not only the most up-to-date scientific methods of manufacture, 
efficient planning and design work and judicious purchasing of raw material 
and supplies, but a thorough organization of all the controlling forces of 
manufacture as would reduce the cost of production to its lowest possible 
level. It is only by an intelligent appeciation of economies in working that 
a degree of efficiency can be maintained under keen competition. In large 
manufacturing and industrial businesses where vast sums are expended in 
the purchase of raw materials and payment of wages, it is essential that 
each lb. of raw material and each hour of labour should be traceable so as 
to eliminate all possible leakage and waste and thus secure high efficiency 
and economy in management. It is equally necessary to organize the works 
in a fnanner as would bring into constant seimtiny and control all the numer- 
ous and varied works expenses and establishment charges so as to keep 
the expense at the lowest possible percentage of the cost of output. 

Wliat Factorj' Organization means. — ^Factory Organization may be 
defined as a systematic co-ordination and combination of efforts with the 
aid of men, inaterial, machinery and methods in a manner as would result in 
maximum manufacturing efficiency with minimum cost. 

It must resolve itself into formulation of a sound financial and commer- 
cial policy for the business, efficient planning of works building and plant 
equipment, judicious buying, effective conduct of productive operations, 
proper direction. Supervision and control* of its personnel, well-equipped 
marketing and" distribution of products and a co-ordination and corelatioh 
of the productive as also the non-productive forces into a harmonious whole. 

i * , 

ESSENTIALS FOR A WORKABLE SYSTEM OF ORGANIZATION. 

The factors essential for* bringing a sound workable system of organiza- 
tion into being may briefly be summed up as under : — 

(1) The Board of Directors, as the supreme head, would set up the 
financial as well as the commercial policy of the business. The Board woffid' 
necessarily be supported by the General and the Works Managers who must 
51 
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not only be highly qualified technical experts, but must also be thoroughly 
conversant wth the practical phase of the industry in question. 

(2) The policy having been formulated and -the instructions for the 
direction of the management having been laid down, it will be the duty of 
those in management to see that they are duly carried out. It will be 'ieh 
further duty to keep those in ultimate control duly informed as to the xestills 
of such policy from time to time, so as to enable the latter to decide if any 
revision or modification is necessary. 

(3) There should be a continuous struggle towards new ideas, new 
processes, new patents, new products and fresh markets, coupled with 3 
ceaseless effort at greater economy. 

(4) In order to help the activities of the nroductive departments, there 
should be regular conferences of the General h'lanager, the Works Manager, 
the Chief Engineer, the departmental heads, the heads of planning and pro- 
gress departments and the foremen to discuss problems appertaining to 
pr^esses or products or to suggest improvements of productive methods. 
There would thus be a systematic and deliberate effort at improvement by 
constant research, discussion and critical inquiry, 

(5) There should be proper division of work and responsibility so as to 
avoid any overlapping of duties or conflict of authority. Every individual 
must know his exact duty and scope of work so as to be able to handle 
routine matters and to receive instructions in case of need. 

(6) With the assignment of duties, there would also be a system o- 
organ^d supervision to ensure due performance of the work assigned 
accordmg to a pre-arranged plan, 

(7) Once a standard of quality of the product is decided upon, the 
organimtion must provide for some sj'stem of inspection to make. sure that 
such standard is uniformly maintained. 

i, buying, handling and transport of raw materials and stores 

rotK° devised as to have a continuous supply at most economical 

of o^!^3tion must provide for the selection of the right type 

meat allocation of work, an adequate system of wage pay 

advancement. It must also provide lor 
weUare work for the benefit and contentment of the workers. 

ins Cards detailing appropriate rules and regulations relat- 

wfrlSrs Sr/ for the g^dance of the 

Ifres ^’suTervSLrSw niethodical flow of work and 

SI s^pe^te information of the foremen 

«ports'on 

Significance of the facts dLscln=<vq executives, so that the exact 

promised for delivery, ” fulfilment of orders wdthin the time 

(13) There should be a b’pblv i 

accurate knowledge of market conditioaT ^ organization based on an 
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(14) An adequate system of records including cost accounts should be 
provided for and the recorded facts should be systematically utilised, 

t It need hardly be pointed out that the form of organization most suitable 
\ to any manufacturing concern must necessarily depend on the particular 
j nature of the industry and the scope ^and requirements of the business. 
Tlie important point that needs to be stressed, however, is that the system 
should be economical in its working, should aim at corporate efficiency, 
should be adaptable and capable of revision and expansion, and must pro- 
vide for a close and proper inter-locking of all the activities. 

j Preliminary Consideration in a New Undertaking. — The question of 
efficient organization and control should be brought into play from the very 
outset when the scheme for any proposed worlcs is being fost mooted and 
not left over till the works are constructed and equipped, as experience has 
' shown that industrial enterprises launched on haphazard and ill-conceived 
estimates of capital and other costs have often come to" grief. In the case 
of any nevy industrial undertaking, thei’efore, it is highly essential that 
the entire scheme should first be most carefully thought out in every detail, ' 
if best results are to be achieved. Each section of the works or factory 
should be properly designed by skilled engineers with due regard to the 
immediate proposed output of the product that can be profitably marketed 
and the ultimate capacity of the works, and cost estimates of each such 
, section should be most scrupulously prepared. It is equally important to 
have estimates of thp working costs, maintenance charges, and administra- 
tion and selling expenses prepared on most careful and accurate basis in 
order to make sure that the venture will justify its existence. 

It is only after an accurate estimate of the probable capital, cost of the 
whole scheme inclusive of the cost of land, works buildings, works equip- 
' raent, power plant, etc., and the necessary working, capital has been most 
carefully determined, that the question of how much capital should be 
obtained be considered. The necessary financial arrangements having been 
i made as to the successful floating of the capital, the next step should be the 
' acquisition of a suitable site for the proposed new works. 

Choice of a Suitable Site. — ^The selection of a site should call for the 
greatest possible care and enquiry. The usual practice of fost purchasing 
a site and then trying to fit the works to the site already acquired is most 
imdesirable as it often militates considerably against the chances .of success 
of the enterprise. While making a choice of a suitable site for a proposed 
factory, the following factors must be most searchingly considered with 
due regard to the nature of the industry: — 

(1) The total area required inclusive of likely future extension, its 
^ probable cost, and the terms of its tenure. 

(2) The location of the works in relation to the sources of raw mate- 
rials and the placing of finished products into suitable markets. 

(3) Whether suitable labour will be available locally at economical 
rates. 

' (4) Whether the required supply of water, fuel, power, etc. will 

readily be available at economical rates. 

(5) Whether there are satisfactory Railway communications and 
other facilities for the transport of the in-coming raw materials 
or semi-manufactured goods, and the out-going finished products 
by land or water. 
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(8) Probable rates, taxes, and transport charges payable. 

(7) What town-planning schemes and building bye-laws of Local 
Authorities there are as would affect construction of works, 
sanitary conveniences, drainage, etc. 

(8) Whether the proposed site and its surroundings are healthy, 
would admit of proper housing and recreation arrangements for 

. the workers. 

The above suggestions only serve to indicate on broad lines what import- 
ant factors need be consulted while choosing a suitable location for factory 
purposes. It need hardly be stated that the nature of the industry and its 
special requirements must necessarily be the prime factor in the choice of 
a site. 

Construction and Equipment of Works. — ^Factory design and construction 
of works structure are so closely related to factory administration and 
efficiency that a few words relating to the care and skill required in the 
initial lay-out will not be out of place. The importance of efficiency in this 
direction has long been recognised in America, England, Japan and the 
Continent, and this is one of the chief reasons ,why there exist today so 
many vast industrial entei'prises successfu'lly able to put their products on 
the world market at competitive prices. 

From the very inception, the whole scheme of design and construction 
should be convinced from the view-point of industrial efficiency coupled with 
financial economy and must embody within itself the consideration of every 
problem likely to arise in the working of the proposed undertaking, including 
the provisipn for futme extension, if need be. The plan in regard to the 
construction of the several sections of the factory buildings must necessarily 
depend upon the nature of the industry and must have close relation to the 
! several manufacturing processes that the component parts will have to 
undergo, as also their final assemblage into finished products. Evidently, 
therefore, the relative position of the various^ sections or departments of 
the factory must be most carefully thought out and arranged in a manner 
as would allov/ of the product-in its several stages of production to pass from 
one section of the factory to the other in a natural sequence so as to eliminate 
'any wastage of material, labour or time. 

Iffie equipment of each department of the factory' with the most up-to- 
date machines and the arrangement of these machines within each depart- 
ment in a sequential order must necessarily follow. The acquisition and 
proper installation of the right type of machinerj’- and plant in the production 
departments as also of the various time and labour-saving devices in the 
auxihary depai-tments must call f6r the highest sldll and specialised technical 
knowledge and must necessarily be left m dhe hands of skilled experts. 
Each department or section should be made to work as a distinct entity and 
yet these departments or sections should be so closely interlinked ope with 
the other that the entire factory may run as one cohesive whole and hi most 
complete harmony. 

ORGANIZATION OF AUXILIARi^ SERVICES. 

The Factory having been carefully designed and well equipped. Depart- 
mentalisation of works on sound and rational lines must follow, and the 
conir ^his is done, the more effective will he the supervision and 

o ■ In order to ensure increased efficiency in handling the work, the 
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lay-out of a factory necessarily demands also the departmental organization 
of the sevei'al auxiliary services which are all so very essential for the fulfil- 
ment of the frinctions of a factory and which are so closely inter-related to 
the main business of production. In addition, therefore, to the sections 
actually engaged upon production work, the auxiliary services may be 
broadly divided as under ; — 

(1) Estimating Department for the original handling of inquiries and 
for preparing estimates in framing fenders ; also for maintaining data of how 
the actual costs compare with the estimates. 

(2) Planning Depai'tment supported by Drawing Office for preparing 
specifications and arranging for requisite ma'terials to provide for the prompt 
execution of urgent orders. 

(3) Inspection and Progress Department to watch over and superintend 
the conduct of the productive operations and to test all products in the shape 
of finished articles and finished parts to see that they conform to specifica- 
tions. Where the products have to undergo several processes, this Depart- 
ment will have to test the products in their various stages of production. 

(4) Buying Depai-tmcnt to see to the ordering out of the right type of 
materials and stores at favourable terms and in due time. 

(5) Labour Department whose duty it would be to engage the right 
type of men required for the production work at best rates and to maintain 
a proper record of the engagement and discharge of workers. 

(6) Stores Department to handle the incomings and outgoings of stores 
and to maintain stocks to meet orders on hand. 

(7) Tools Department for manufacturing and repairing the tools used in 

production and to maintain a correct record of the tools issued out, returned 
and tliose in stock. ' ’ 

(8) Laboratory or Testing Department with complete equipment for 
testing materials or for tests and research work carried out to secure new 
designs or new and more economical methods of manufacture. 

(9) Maintenance Department ter provide for and supervise the mainten- 
ance, repairs or renewal of factory buildings, machinery and plant. 

(10) Costing Department to help towards the factory organization and 
the ascertainment of true costs of the products. 

(11) Internal Check Department to supervise and maintain an efficient 
check on the proper functioning of the accounts and tlie costing depart- 
ments and also to maintain a thorough check on materials, stores and finished 
products by means of continuous stock-taking. 

(12) Export or Shipping Department for efficient transportation of 
Finished Orders. 

(13) Vi'clfarc Department to look after the well-being of the employees 
during the working hours and to see to their proper housing and recreation. 

' Supplementary to the above, but outside the works . proper, rvill also 
be needed tfc“ following 

(14) Publicity Deparhnent to organize and efficiently conduct the 
advertising of the products for reaching a wider public so as to influence 
'prospective customers. 

(15) Finance and General Administration Department to supervise and 
control finance, to secure a proper record of financial ' transactions, to 
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maintain reliable statistical data of Costs and Progress Reports, and to 
conduct correspondence and other secretarial work. 

It need hardly he stated that the particular needs of the business must 
be the main guidance in the division of these auxiliary services. 

WORKS ROUTINE. 

The success of a manufacturing business is considerably influenced by 
the efSciency of its Works Routine. -To begin with, all Factory Production 
is done through Works Orders which are written instructions authorising the 
manufacture of one or a quantity of articles. Works Orders are necessary- 
to control the distribution of work of the factory amongst the workers, and 
carry definite numbers to identify the expenditure of material and labour 
on- each of the orders. The first steps taken for the fulfilment of a Works 
Order are the specifying of the material requirements and the issuing of 
the necessary instructions to the works for manufacturing. This work of 
requisitioning material and issuing manufacturing instructions is done usually 
by a technical department, probably the Works Manager’s Office or the 
Drawing or Design Office, as the case may be. 


WORKS ORDER. 


Order No. 

f 

i j 

Date handed i 

1 Date fij&d for 

Office Reference ! 

over to works. j 

] 

1 delivery. 

1 


Particulars 


Design No. 



Quantity of 

Material 

Required. 

Class of 

Material 

Required. 

s 

1 Date Order 
Commenced. 

i 

I Date Order 
! Completed. 

Depcrt- 

treat 

No. 

1 

/ ! 

\ 


i 

‘ 1 

! 

• 

i 

1 


Finally tested by • Dkte of advice to Office, 


An Estimating Department has a place in most of the well-organized 
works and is particularly indispensable in case of Engineering Works where 
an estimate of cost has to be presented before any production order is 
secured. In these ‘days of keen competition, since any under-estimate would 
result in securing unprofitable work and an over-estimate would lead to loss 
of profitable orders, greatest possible care should be exercised by this depart- 
ment in tendering Estimates. Evidently, therefore, the men in charge of 
this Department 'should be those best acquainted with the processes and 
technic^ details of the particular industry and shoidd keep themselves well" 
^ latest market quotations of material, piece-work and time 

of labour 'as ■ also the expense rates. Cost Sheets representing tb^ 
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actual cost of similar work previously done will necessarily, form the basis 
for framing any estimate, after due modifications in regard to any or all of 
the factors resulting from altered circumstances, if any. The Planning 
liepartmeat and the Drawing Office will supply material specifications and 
detailed drawings. A further duty of those in charge of this Department 
would be, on completion of each Job, to ascertain how far the actual costs 
compare with the estimates given. 

Before commencing to manufacture, the Planning Department in con- 
junction with the Drawing Office, will issue, in respect of each Production 
Order, a fully detailed Works Order with drawings, complete instructions 
and material specifications. A separate drawing or shop sheet is got out for 
every part and a name and section number are assigned to it. When all 
these necessary details are completed, they are forwarded to the Works 
Manager’s Department, where the orders are given out for the work to be 
put in hand. Requisitions for necessary material may accompany the Works 
Orders or may be issued by the foreman and will be drawn from stores or 
may have to be specially purchased, as the case may be. 

Where an efficient Planning Department is in existence, the requisition 
for raw material and parts will be made out by that department and issued 
to the foreman with the Works or Standing Orders, and the quantities speci- 
fied will he such as would be sufficient for the .jobs. In such cases'. Store-- 
keepers have instructions to honour duly the requisitions signed by the 
Planning Department, The advantage of such a system is that in case of 
any material being spoilt or wasted in the process, the foreman concerned 
must report it to the Planning Department before additional material can 
be secured from the stores, and this will act as a check on any misuse of 
material. 

Requisitions for consumable stores (such as oil, waste, etc.) are made 
out by the foremen, but are generally printed on paper of a different colour 
from that used for raw materials. 

^ In departments, where the work is of a repetition character, foremen 
will prepare their own requisitions for supplies to keep their machines 
running, 

A running number is given to each Works Order, Contract or Job, the 
same number also being used to denote the corresponding Cost Account, 
The materials requisitioned, the labour expended and the expense burden are 
then all charged to their corresponding Cost Accounts indicated numerically. 
This arrangement ensures that- the costs will be entered in the right place 
and to the proper Cost Accbufits. 

A 

BUSING DEPARTMENT. 

For the efficient and economical working of a factory,- there should be 
a strict control over the purchase and use of materials and stores. The fact 
that money and material mean the same thing to the business does not seem 
yet to have been fully realised by our manufacturers, for, in innumerable 
instances, whereas a great deal of attention is paid and considerable staff is 
employed upon the recording and checking of workers’ time and wages, 
very little care is devoted to the handling, recording and control of materials 
and stores even where the-cost of the materials consumed is far in excess of 
the wages paid. A -well-organized Buying Department is, therefore, highly 
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essential in a large manufacturing concern for the e'fficient fulfilment of the 
following functions, viz. : — , 

(1) That all purchases are based on properly authorised requisitions, 
stating the purpose for which the goods are required ; 

(2) That all materials or stores requisitioned are duly ordered out from 
the right suppliers ; 

(3) That the right type and quality of goods are bought in the cheapest 

market on most favourable tenns of payment'; and ^ 

(4) That deliveries of all such goods are received vhthin the stipulated 
periods. 

An Index of Prices including record of quotations as well as orders 
placed should be maintained by this Department and kept -written up from 
day to day. All purchases whether by contract or to definite material 
requisitions must be effected after receipt and comparison of suppliers’ 
quotations. ' ", 

All Contracts Avith Suppliers should be carefully recorded and purchase 
orders issued against the contracts should be entered accordingly. The 
position regarding undelivered balances can thus be determined at any time 
including all contracts arranged for- the same material. The record should 
contain provision for comparing contract prices with prices current through- 
out the duration of contracts. 

To MSI these fimctions satisfactorily, it is necessary that the man at the 
head of this Department should have an intimate knowledge and experience 
of the particidar industry and the class of material and stores dealt in, and 
must possess sound knowledge of finance and efficient business methods. 

PURCHASE ROUTINE. 

It is not always necessary for thg Buying Department to await receipt 
of actual requisitions for ordering material before pui'chasing. The -Buying 
Office is supposed to make an intelligent anticipation of material and stores 
normally required by itbe business and must enter into advance contracts 
for a definite quantity to be delivered over a specified period. The method 
most conducive to economy of capital employed in the business is to fix in 
advance the minimum as also the maxim-um quantity of each kind of material 
or store to be kept in stock, for, whereas, on the one hand, it would mean 
injudicious locking up of capital to 'stock materials and stores as would not 
be needed for some long time to come, it would be poor economy, on the 
other hand, to have the machines kept waiting for-want of supplies. 

The minimum quantity is often fixed with due regard to the normal 
consumption of the factory, the source of supply and the time required for 
delivery, etc. As soon as the stock of any particular item falls below the 
minimum quantity fixed, it \vill be the duty of the store-keeper to notify 
the fact to the purchasing department. 

To ensure efficient control over purchases, it is highly essential that 
the Buying Office, the Stores Department and the Planning Department 9^ 
the Works Managers’ Department who handle the orders should nil work iu 
compkte harmony. Kie usual routine in this connection is' that the Plan- 
ning Department, hhving prepared a complete specification on receipt of each 
^< 5 ^ material specification to the chief store-keeper, 

a ter -will indicate on this copy material available in his stores, and 
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material not available that will have to be ordered out. The specification 
is then returned to the Planning Department who will issue Purchase 
Requisitions tc the Buying Office lor ordering material supplies. The Stores 
Department will also ascertain from their Stores Records as to what items 
are falling below their fixed minimum, and will issue Purchase Requisitions 
accordingly to the Buying Department. 

Purchase Requisitions are generally made out in triplicate. One' is 
retained by the person making the requisition, i.e. either the store-keeper, 
foreman, departmental manager or any other person. The two copies are 
forwarded to the Buying Department, which will proceed to place the pur- 
chase order after due sanction from the General Manager. The order having 
been placed and the date of delivery having been ascertained, the purchase 
order number, the date of delivery and name of supplier are then entered 
on one of the Requisition Forms and filed under the name of the requisitioner 
or his department. The second copy is returned to the requisitioner after 
the insertion of the probable date of delivery. The requisitioner would file 
these in order of date so that he may know when to expect delivery. 

Tlie Purchase Order issued to suppliers and based on the corresponding 
requisition is made out in triplicate, two copies going to the supplier and 
one being retained by the purchaser. Tlie issuing of this in duplicate 
allows one of these copies to be returned to the purchaser as an acknowledg- 
ment that the order has been received. If the purchase price and delivery 
date have not previously been arranged, the suppliers are expected to fill 
in these particulars while returning the acknowledgment form to the 
purchasers. 

triplicate copy of the official order is an ordinary carbon copy with 
a consecutive niunber. The acknowledgment form returned can be tempo- 
rarily filed according to 'date of delivery promises contained therein. After 
being thus used as reminders until delivery is completed, they can be finally 
filed alphabetically according to supplier’s name and will then give a com- 
plete record of all orders executed by each supplier. If the actual delivery 
dates are added to these acknowledgment forms, they become not only a 
complete summary of all purchases from the supplier, but a record of the 
time taken to execute these orders. 

Effective Control over Purchases, — ^The following regulations may he 
suggested for an effective control over purchases of materials and stores; — 

(1) Only certain responsible officials should be authorised to sanction 
orders for the purchase of goods, 

(2) -With the exception of small sundry purchases which are^ urgently 
required, no goods should he obtained without a written order being issued, 
signed by the responsible official authorising the same. 

(3) The head of each department, branch or section-^ of the business 
should be supplied with a Purchase Requisition Book to be filled in by him 
whenever he wishes any goods to be ordered. The Requisition Note would 
indicate (a) the department requisitioning the goods, (b) the description of 
the goods, (c) whether they are required for stock or sale, (d) the price 
within which the supplier should be obtained, and (e) the time within which 
delivery is required. 

(4) All such Purchase Requisition Notes must be submitted to the head 
of the Buying Department, whose duty it' would he to determine when, 
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in what quantity and from which supplier the purchase should be made. 
These Eequisition Notes would be counter-signed by the General Manager, 

(5) The Purchase Requisitions as also the Purchase Orders should^ be 
dealt with as fully described above under the head “Purchase Routine”. 

(6) Immediately on receipt of an invoice, it should be examined by. 
the Buying Office with the view of ascertaining whether the general condi- 
tions of the order have been complied with, and the price charged is as 
stipulated, 

(7) Should an Invoice be found correct, it would be numbered and 

sent to the department which received the delivery of the goods to be 
certified as to the correctness or otherwise of tlieir quantity and quality. 
After comparison, the copy of the order should be so marked or ticked as to 
show that the corresponding Invoicfe has been received, \ 

(8) All supplies should be examined or tested as soon as possible after 
receipt. If tliere are deficiencies in supplies or.defects in tliem, they should 
be reported to the Office so that the matter may at once be taken up with 
the suppliers. 

Note. — Very often, it is desirable that the department receiving .the 
goods shouJd not be informed as to the source of supply or the price paid, 
and the original Invoice is not sent to the Stores Department but is retained 
by the office. It is equally -preferable that quantities, etc. expected should 
not be advised to the Store-keeper in advance. The Receiving Department, 
in this case, should be asked to make out a Goods Received Note or a Goods 
Received Sheet giving details as to the quantity and quality of goods actually 
received daily. ' On receipt of this Note by the office, the items will be 
checked off in the corresponding Invoices. ^ • 

This method of check has foimd much favour with large establishments 
as it ensures an independent count and inspection of the goods b 5 ’’ those 
receiving them rather than depending on their honesty and carefulness in 
checking off the items from the original Invoices. If the Invoices are sent to 
those receiving the goods for the purpose of the quantity and quality being 
certified by them, the chances are that they might be returned to the office 
s as correct, without the necessary count or examination being made. 

(9) The prices charged in the Invoice must necessarily be checked 
by some one in authority who should initial the same. The clerk checking 
the extension should also put his initials on the Invoice indicating the check- 
ing done by him. 

(10) Each Invoice having thus been checked and certified as to the 
goods having been received as per the order and in good condition, as to 
the prices charged and the calculations and extensions being correct, 'should 
now be passed on to the counting house for being entered in the Purchases 
Book. 

(11) Eadi Invoice must be given a consecutive number and the same 
would be indicated against its corresponding entry in the Purchases Book 
for facility of reference and verification. 

(12) No Invoice should be passed for payment except for goods prop^^^y 
ordered and received in good condition and correct to specification. 

_ rubber stamp should be impressed on invoices, which would 
” uutials being shown of those officials who have verified the invoice 
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particulars, and the stamp can also be arranged to show the Cost Account 
debits, in case materials have been purchased specifically for any job. 

(14) The Requisition Notes which created the orders, the Purchase ^ 
Orders, the Purchase Invoices and the Goods Received Notes would all bear 
reference to each other and would be properly filed, thus considerably facili- 
tating ready access to any of these forms for detailed information, whenever 
desired. 


MATERIAL ISSUE REQUISITIONS. 

An important rule which should be rigidly followed is not to allow any 
material or stores to pass from the Stores Department into the Works except 
upon the authority of written requisitions. These Material Issue Requisitions 
are demands upon the store-keeper signed by the authorised persons to 
issue to bearer or to despatch to a particular department or place a stated 
quantity of material or stores described therein, to be charged to a particular 
job or department signified therein. Such Requisitions are made out in 
duplicates from bound books, with printed consecutive numbers and with 
every alternate sheet perforated, supplied to each department, and contain 
the date, the necessary particulars of the stores requisitioned, such as 
Quantity and Description, Order or Job No. to which the material is to be 
charged, Department No., signature of the party making it, space for the 
initials of the issuing store-keeper, and the signature of the person receiving 
the material. Whereas the perforated copy will be torn off and issued to 
the Stores, the carbon duplicate will remain with the maker in a bovmd form 
by waj' of a permanent record. 

STORES OR MATERIAL ISSUE REQUISITION. 

Date No 1 


To 

The Store-keeper, 

Please issue tlie undennentiouod goods for Job No. 



Cost Department 

Materials issued by Received by Entered in Materials Issue 

Analysis by 
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111' a properly organized business, the Stores Requisition Or Issue Notes 
for'stores required for different purposes are printed on paper of different 
colours so as to facilitate allocation. Thus, there are requisitions for 

(1) Production Orders, for supplies of productive material for (c) 
Customers’ Orders, or for (b) Standard Parts required for stobk purposes. 

(2) Plant Maintenance Service, for supplies of Material for plant repairs 
and renewals chargeable to Works Expenses. 

(3) Tools or Patterns Service, for Materials required for production of 
Tools or Patterns either for special jobs or for general use. 

(4) Consumable Stores, for supplies of non-producti%'e material such as 
Beltings, Oils, Lubricants, Cotton Waste, etc., chai’geable to Works Expenses. 

(5) Material for Spoilt Work, for productive material required to re- 
place the original quantity issued, but chargeable to “Defective Work 
Account” aiid not to the job in respect of which it is issued. 

The use of different coloured forms will not only facilitate the work 
in the Cost Department, but upon their presentation to the store-keeper, the 
latter can see at a glance what type of material is required. 

ORGANIZATION OF STORES DEPARTMENT. 

As thefts and wastage of stores by those charged wth their custody are 
common especially in large industrial concerns, some system of internal 
control'as will reduce these to a minimum will necessarily have to be devised. 
The fact that they are as much responsible for the articles in their keeping 
as the cashier is for the cash should he thoroughl 3 * impressed on those in 
charge of this department. 

The fvmctions of the Stores Department must he : — 

(1) To efficiently requisition material- and stores and to see that the 
stock of no item is allowed either to fall below the fixed minimum or to 
go above the fixed maximum quantity, 

(2) To check all goods and materials on receipt, and to store the same 
properly. 

(3) To see to the proper distribution of the materials and stores to 
the factory departments and" to control waste ; and 

(4) To' maintain efficient quantity records of all goods received and 
issued. 

Efficient nandling and Control of Stores. — ^Por an effective control over 
materials and stores, the following rules are highly essential and should be 
rigidly enforced : — 

(1) The Stores Department should he in charge of some responsible 
official and only persons having Business should have access to its interior. 

wari-?^ entire arrangement and handling of the Stores must tend to- 
be a labour in receipt and distribution. There should 

per classification and grouping of similar articles, a proper arrange- 
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ment of racks and bins, and the whole department must present an orderly 
appearance. , 

(3) All items of stores should be kno\^m by definite numbers so as to 
facilitate immediate reference and location of any particular article. The 
Bin Cards and the Stock Record Cards must bear the same numbers. - 

(4) Heav 3 '^ and cumbersome materials and stores should be located as 
near the place of consumption as possible, so as to reduce labour in handling 
to a minimiun. 

(5) All necessary replenishments of stores should be by means of widtten 
Purchase Requisitions made out by the Store-keeper from tire Purchase 
Requisition Book supplied to him, the purchases being made by the Buying 
Department. 

' (6) Easy access to the stores should not be made possible for every 
one. 

(7) No material should be allowed to pass out except upon the written 
request of some one in authority. • 

(8) The Stores Department must maintain a complete record of quanti- 
ties of stores received and issued out by means of Bin Cards attached to each 
rack or bin. 

(9) The Stores Record Cards as maintained independently by the Stores 

Accountant attached to the Cost Department must confirm the accuracy 
of the record as indicated by the Bin Cards written up by the Stores Depart- 
ment. This would help towards ascertainment ,of leakages or errors which 
would otherwise remain undetected. • 

(10) There should ^also be a constant check on the balance quantities 

of stores on hand by means of continuous stock-taking by the 'Internal Check 
Departifaent. ' 

Record of Materials and Stores Received. — On arrival of the goods at 

the factory, the receipts should be accurately recorded by the store-keeper. 

As already pointed out, in order to secure a good check on the actual receipt 

of stores, it is desirable that the store-keeper should not be advised in 

advance by being sent the Invoices. The checking of the Invoices should 

be left to the Buying Office and the Accounts Department. 

# • 

All materials and stores received from day to day will be recorded by 
the store-keeper on Goods Received Sheets which are numbered serially 
and are prepared in triplicate. One copy will be retained by the store-keeper, 
one will be forwarded to the Stores Accountant and one by way of advice to 
' the Buying Department to enable them to compare how the deliveries are 
being made' to time. Loose sheets are preferable to bound books on account 
of the greater ease with which entries can be 'made and circulated to the 
depar^ents concerned. Such Goods Received Sheets or Notes should be 
supplied to each department Where delivery is taken of raw materials, stores 
or other goods pmchased so that these be %vritten out and the necessary 
departments may be advised on the arrival. 

Goods Received Sheets must contain the following details (1) Date of 
Receipt, Supplier’s Name, Purchase Order No., by Railway or Deliv'^'"' 
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Carriage Paid or To Pay, No. of Packages, Class of Package, Description of 
Material, Quantity or Net Weight received. Quality, Bin Card No., Stores 
Ledger Folio or Stores Card No., Invoice No. and Date. The last two 
columns will be filled in by the Stores Accountant. The Store-keeper 'will 
check the quantity of goods received and certify, to the effect. The quality 
will be examined by the Inspection Staff, 'and if the goods are defective in 
quality, the Purchase Department will be informed of the same and the 
latter •will take the matter up with the suppliers concerned. 

The Buying Office will check the details from' the Goods Received Sheets 
against the corresponding Invoices and ■will insert the number of the job, 
if the goods are required q)ecially for any job, and ascertain if the price 
charged is correct, and wiU thfen forward the Sheets after inserting the 
prices to the Stores Accountant for entry of debits to the Cost Accounts 
concerned. An extra copy of Goods Received Sheets provided with money 
column may be used to replace the entry of separate invoices in the Purchase 
Analysis in order to arrive at the record of Total Value of Materials and 
Stores Purchased to serve as a check on the total Invoices entered in- the 
Purchase Journal for the same period. 

These Goods Received Notes or Sheets are then entered by the Stores 
Accountant in the Stores Record Cards, the receipts of stores being debited 
to their re^ective accounts. 

Experience has shown that it is desirable to eliminate from the Stores 
Department all clerical work necessarily involved in the accounting of mate- 
rials and stores. This work is now transferred to a Stores Accountant in 
. the Cost Department who is free from handling of goods and is engaged 
independently on clerical work. Being thus detached from the Stores 
Department, he is apt to make cleaner and more accurate records in less 
time. The further advantage of having the stock transactions recorded apart 
from the stock material department is to secure more . efficient checking 
of the incomings and outgoings of the stores. . ,, , 

Bin Cards, — ^The clerical duties which must necessarily be done in the 
Stock and Stores Departments would be restricted to ^vritmg up of pinrchase 
requisitions, completing foremen’s requisitions, entering up Goods Received 
Sheets and filling in the Bin Cards. On receipt of the materials in stores, the 
store-keeper will place them in the bin or rack provided for it, and wiU 
then enter on the relative Bin Card the quantity received and adjust the 
..balance column. The Bin Card is hung on a hook outside each bin, rack,^ 
division or receptacle,' as this card must be available for entry whenever 
goods are placed in or taken out of the bin. The maximum and minimum 
stock of each item necessarily required is stated clearly on the record, and 
as a result of the quantity record of all inward and outward transactions 
appertaining to each item of stores on these Bin Cards, the stock is easily 
and accinately controlled by the Stock Department. The Stock Bin Card 
■ balances signify the actual stock in hand of each particular item from day 
to day, and these balances must agree with the balances as indicated by the" 
corresponding Stores Record Cards maintained by the Stores Accoxmtant, 
who has nothing to do with the handling of the goods. When the balance 
^ any card shows the stock to be nearing the minimum quantity, a pur- 
requisition should he issued hy the store-keeper. 
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BIN CARD. 

Bin No,.... Minimum Quantity 

Article.... Maximum Quantity 


Bin No,.... Minimum Quantity 

Article.... Maximum Quantity 


Data 

Quantity 

received. 

Quantity 

issued. 

Balance. 

. — : 

Date. 

Quantity 

rooaivod. 

Quantity 

isduod. 

d 

o 

a 

cs 

'd 

W 

Date. 

Quantity 

received. 

Qliantity 

issued. 

Balance. 

• 

t 






- 


• 



1 



Checked by Date Date 

Actual count Initials i.. Imtials 

- Stock or Stores Record Cards, — ^In a business where the number of 
individual items of stores is small, a convenient method of recording the 
receipts and issues of quanti|.ies would be by means of a Stores Ledger; 
where, however, there is a large number of items and there is constant 
incoming or outgoing of stores and materials, a card system of record would 
be found more suitable. A full description of the item of store or material 
is inserted at the head of each card together with the number of the bin or 
rack in which the material is stored. 

A separate Card is allotted to each item of Stores and each such card 
will contain information as under: — 

(1) Quantity and value of^tores received 

(2) Quantity and value of goods requisitioned and issued, 

(3) Balance of quantity on hand. 

[For a specimen iorm of the Stock Record Card see the next page,] 

Duties of the Stores Accountant. — ^The duties of the Stores Accountant 
engaged upon the writing up .of Stores Record Cards will thus chiefly 
consist of : — 

(1) posting particulars of all goods received in stores as shown by 
the Goo^ Received Sheets into the Stock Record Cards^ 

(2) Posting particulars of all goods issued as represented by the 
Stores Requisitions. 

(3) Checking and comparing the Stores Records with the actual 
quantities in stock and^ the Bin Cards at frequent intervals. 

There will thus be two distinct records of quantities : — 

(1) The Stores Record Cards which are maintained by the Stores 
Accountant attached to the Cost Department. * 

(2) The Bin Cards written up in the Stores Department by way of 
record of all the items of stores handled. 

The detailed record of Stores received and issued out by means of 
Stores Record Cards and the Stock Bin Cards may entail considerable clerical 
labour but is indispensable in an extensive manufacturing business as it will 
undoubtedly result in enormous benefits being secured by way of safeguard- 
apainst nilfering, controlling waste and providing means of taking an 

toeS without dosing do™ the worto. ' , 
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‘ Record of Materials and Stores Issued. — ^In well-organized Stores, the 
store-keeper has strict instructions not to issue any materials, unless a 
Stores Requisition in writing signed by a responsible works official is pre- 
sented to him. Such Requisition Note must indicate the quantity and nature 
of materials or stores and the Works Order number or the department for 
which the goods are required. The store-keeper on receipt of such requisi- 
tion issues the materials and receives the signature of the person receiving 
the material. He then enters on the Bin Card, the date, requisition number 
and the quantity issued, and adjusts the Balance Column. The Stores 
Requisition is then initialled by him and passed on to the Cost Department 
for entry by the Stores Accountant. The entry showing the issue of quantity 
will then be made in the Stores Record Card bearing the same Bin Number. 
The Stores Accountant then inserts on the Stores Requisition the price of 
the material issued which he ascertains from the Stores Card. The object 
of inserting the price is to enable the issue of materials to be charged/to 
the different jobs or departments at -the actuffi price paid. 

Materials or Stores Returned from Jobs. — ^Material or Stores supplies 
issued for jobs or departmental use and not required 'and returned to the 
store-keeper must be properly recorded so that they may be duly entered 
up in the stores records and their values may be credited to the accoxints of 
the jobs or departments concerned by the Cost Department. For this pur- 
pose, Materials Returned Notes are written out which are similar to fore- 
men’s requisitions but printed in red and bear serial numbers. They are 
made out in triplicate, two copies being sent to the store-keeper along with 
the returned material. One of these is returned to the foreman with the 
store-keeper’s acknowledgment. The copy retained by the store-keeper is 
entered by him on the Bin Cards and then passed on to the Stores Accountant 
to be entered by him in the Stores Cards. It wiU then be priced, and dealt 
with by the Cost Department, the Account of the Job or Department con- 
cerned being given credit in respect thereof. 

Materials Transferred from one Job to Another. — ^Instances occur of mate- 
rials issued originally to one job being transferred to another job or order 
without passing through the stores. In such a case, the foreman transferring 
such material will make out a Materials Transfer Note indicating the job 
number to which the materials are transferred. These Notes are also num- 
bered serially and are made out in triplicate, two copies being sent to the 
receiving foreman. One of these wUl be returned to the issuing foreman 
by way of an aclmowledgment from 'the receiving foreman and this will 
then be sent to the Cost Department for .the purpose of a credit being given 
to the Job Account issuing such material and a debit to the one receiving 
the same. As a transaction of this description wiU not in any way affect 
the Stores Department, no record thereof is necessary either in the Bin 
Cards or the^ Stores Cards. 

Continuous Stock-Taking.— In large manufacturing concerns, the usual 
method of stock-taking at the end of each financial year, is often dispensed 
with and in place thereof is adopted a method of stores inspection through- 
out die year, by which not only is a constant check maintained on the whole 
of the stock, but waste or leakage of material and stores is immediately 
brought to light and all discrepancies are soon' set right. Under this method, 
the contents of several bins or racks are coxmted or weighed, from day to 
day and the actual quantities on hand as ascertained on coimt are checked 
with the Bin Cards or Stock Record Cards. Such an inspection, in order to 

52 





818 


ADVANCED ACCOUNTING 


have any real value, should be done by persons independently of those in 
charge of the stores. All discrepancies detected should be adjusted on the 
Bin Cards as also on the Stock Record Cards under proper authority and 
duly initialled, A further check on stores is also secured when the store- 
keeper finds any item in tlie, stock has fallen below the minimum quantity, 
when he must necessarily see that the actual balance on hand tallies with 
the quantity as shown by the respective Bin Card before re-ordering. A 
contmuous and efficient check is thus maintained on the enormous quantities 
of material and stores dealt in, which would not be possible under the 
ordinary system of stock-taking at periodical intervals. 

FACTORY BABOUR. 

In the case of manufacturing concerns, the preparation of the Wag^ 
Sheets as also the subsequent payment of Wages call for a most carefully 
planned system of internal check, as a large number of defalcations have 
their origin in the payment of wages. The fundamental points to be observed 
while devising any system of internal control in this coimection should be 

(1) That the engagement and rates of pay shall be duly authorised by 
the management ; 

(2) That there should be a proper record as to the employment of each 
workman, his trade, department, date of starting and leaving, and any 
intermediate ' changes ; 

, (3) That accurate records shall be kept of the workmen’s attendance 
from day to day and the actual time spent on each job so as to, constitute 
the basis for ascertainment of wages ; 

(4) Where payment is made by result as in piece-work and premium 

systems, the same shall be accurately computed according to the \dewers 
certificates and .the authorised piece-work price ; . , 

(5) That all overtime and working at exceptional hours shall be 
authorised ; 

f ' ‘ 

(6) That wages having been computed Accurately shall he made up 
accurately and paid out to the correct persons ; 

(7) That as many clerks and officials as possible should be engaged 
in the preparation and checking of the Wages Sheets and the payment of 
Wages so as to avoid chances of discrepancies and to prevent collusion ; 

' (8) , That the system must provide for a de'tailed record of the 

put ih by each workman on each separate’ Works Order, ^and the Job Cards 
or Piece-Work Cards must 'clearly' specify the job numbers on account or 
v.^hich the work was done, so that tlie labour cost of each job or process 
may be easily and definitely ascertained ; ' , 

(9) That the total amount spent by way of periodical wages as asce^ 
tained by the Costing Department must be capable of being reconciled witn 
the record as obtained fi'om »he financial books so as to ensure that all wages 
paid for are duly 'charged to some Department, Process, Job or Standing 
Order iTo., either directly or as forming part of the Factorj’' Oncost. 

LABOUR ROUTINE. 

The folio-wing details will serve to give a clear understanding of the 
steps usually taken to ensure proper organization and -working of the Laboinr 
aection in any large Works: — 
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Engagement of Laljour. — ^In a lai-ge manufacturing concern, the work of 
proper selection of workers and their engagement in the right departments 
is assigned to a separate' Labour Section. All prospective workers before 
being interviewed by this Department are required to fill in an Application! 
Form giving full details as to name, age, address, married or single, previous 
employers, duration of previous services, class of labour, rate of nay pre- 
viously enjoyed, etc. On their being selected, the par-ticulars as embbdied 
in the Application Form are copied on a Worker’s History Card. Each 
worker is then given a specific number by wliich he would be known, and 
further details as to date of commencing service, class of work, rate of pay, 
location in the factory, etc. would bo filled in. The same Card would contain 
particular's of changes of address, changes in the rate of pay, promotion, and 
date rmd reason for leaving.. Each Card would thus contain a full history of 
each separate worker and would be filed in an alphabetical or numerical 
ordcr^ 

Time Rccortling. — Any efficient system fpr tire accounting of labour must 
necessarily comjfromise correct recording of time as also the value of wages. 
The system of recording the time spent by the workmen in the works has 
undergone considerable changes in recent years. In days gone bv, the time 
recording was left to the gate-keeper who was provided udth a Time Book 
in which he would record the name of each workman as he efitered the 
factorj'. The Time Book was then passed on to the Wages Clerk each day 
for entering up the attendance of each workman in the Wages Book. But 
this method was soon found to be unsatisfactory in case of large works whei'e 
it was not thought possible for' the ,time-keeper to remember the names of 
all the workmen. Besides, there always used to arise innumerable disputes, 
as the correctness of tlie time-keeper’s record tyas often challenged by the 
worlunen. •* '/ 

Metal Discs. — ^Later on, as an improvement upon tlie above method, each 
workman was provided with a metal disc stamped with a number cories- 
ponding with his ONvn. All , these discs were liung in a numerical order on 
boards placed outside the t'rae-kceper’s office at the entrance of the factory, 
bn entering the factory, each worker would lift from the board the disc 
bearing his own number and drop it through a slot into a 1 x)K placed nearby. ' 
From two to five minutes after starling time, this box would be removed 
and replaced by an empty one in which the late-comers would drop their 
respective discs. These discs would then be removed from the boxes by 
the time-keeper and entered by him in his Time Book, a special .tick being 
placed against the late arrivals. The discs loft out on the boards would 
represent the absentees, and would be marked as such in the Time Book. 
After all the discs in the box have been recorded, they would be hung again 
in their iiroper places on the boards. The time-keeper’s recoi’d would then 
be sent to the Wages Clerk for entries into the Wages Book. But here again, 
the method was found wanting, inasmuch as, in the absence of any reliable 
written record of the times each workman entered or left the factory, dis- 
putes still continued to arise between the workmen and the time-keeper as 
to the correctness of the record, for which one had to depend absolutely on 
the integrity and care of the’ time-keeper. Besides, experience soon showed 
that it was easy for any workman to favour his absent co-worker by dropping 
the latter’s disc into the box along with his own, on entering the factory. 

Mechanical Time Recorder. — ^The failure of the Metal Disc Method to 
secure an indisputable and accurate record of workmen’s attendance has 
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brought into use Mechanical Time Recorders which are now coming more 
and more into favoiu-.' Under this method, each workman on. entering the 
works takes Ae Time Card bearing his o^vn number from the rack on one 
side of the clock where the cards are arranged -numericahy and inserts the 
same through a slot in the Time Recording Clock which is installed at the 
entrance of the factory. The exact time of punching is thus automatic^y 
stamped on the Time Card which is then placed in a rack on the other side 
of the clock. The times of entering and leaving the works are thus registered 
upon these Cards by the workmen themselves so as to obviate any doubt 
or dispute. Besides, as the time is punched on the cards, there is no chance 
of its being altered in the future. The number of hours put in by each 
workman as disclosed by these Time Cards would then be summarised on the 
cards at the end of each day by the lime-keeper. 

Even in the case of automatic clock-recording, the time-keeper should 
be present at the time the cards are pimched by the worker in order to make 
sure that no workman punches any other card besides his own. A strict 
supervision should also be provided to see that no workman passes out of the 
works before the scheduled time without a written authority. A further 
duty of the time-keeper would be to make out a list of absentees at the end 
0^ each day and forward a copy thereof to the Works Manager’s office. 

The Gate Cards or Time Cards, as above explained, should be so printed 
as to accommodate the timings of each week or month according to' wheii^r 
the %vages are paid weekly or' monthly. At the end of the week or_the 
month, as the case may be, these Cards are sent to the Wages Clerk for 
calculating and making up the Workmen’s pay and are replaced by new 
Cards on the racks. 

Job Cards. — Besides the Time Cards or Gate Cards, every worker is 
' supplied with a Job Card for each week, which is kept and written up by him 
from day to day. The Job Card will serve to tecord not only the time expend- 
ed by each workman but will also indicate the Job, Department or Process on 
which he worked each day so as to ensure correct allocation of the time 
spent on each job, process or department. The entries on the Job C^^ 
are initialled by, the respective foremen as evidence of their authenticity. 
These Job Cards are also known as "Work Tickets or Operation Cards, 

The total time worked by each workman as shown 'by the Gate C^d 
during each week must necessarily tally with the total time as sbown by his 
Job Card for the same week. Thus, the summary of the total time as 
made from the Gate Cards will tally with the total time summary as obtained 
from the Job Cards to ensure the correctness of the records. 

Where the nature of the business is such that all the workmen of 
section or department of the factory are engaged on the same type of 
separate Job Cards are not issued to each worker, but the foreman of eacm 
department prepares a weeklj' summary indicating the nature of work done 
by the men under him. 

^Pieco-Work Cards. — When the workmen are employed on piece-work, 
they should, when starting on it, be supplied with a Piece-Work Return Form 
or Card which will contain not only the number of the workman, a full 
description and quantity of work to be done by each ■workman, but 

Contain the Works Order Number and the Piece-work Rate to be paid, 
n'™® when the job was commenced and when, finished is then recorded 
e card, the entries being duly initialled by the foreman. After the 
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complelion of tlic v.’ork, tho qunntily and quality of the work done will also 
be checked and initialled by the viewer. AH such completed Piocc-v/ork 
Cards arc passed on to the Wages Clerk, who completes the calculations for 
ascertaining the amount of piece-work wages and bonus earnings on oacli job. 


PIECE-WOIUC CARD. 
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Piece-Work Rcfdstcr. — ^In factories where a substantial portion of work 
is obtained on piece-work basis, the maintenance of a Piece-work Register 
would prove to be of considerable advantage. Such a Register would be 
written up from the Piece-work Returns or Cards and will serve to afford 
most valuable information as to whether any particular type of piece-work 
is favourable or otherwise to the employers and would help considerably 
towards the fixing up of piece-work .rates. Besides, from the data thus 
obtained, most useful comparisons can be drawn between the result of 
piece-work rates and the day-rales obtaining in the same departments or 
sections of the factory. 

Overtime Slips. — All overtime to be pul in by worlcmen should be 
duly sanctiontfd in advance on overtime slips by some one in authority, 
usually the foreman in charge, and tho.so slips after being initialled by him 
should be passed on to the time-keeper to be forwarded to the Wages Office. 
Such slips should specify the workman’s No., the date, the overtime put in 
and also indicate Hie Job or Department or Process on which such overtime 
was worked. 
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> ‘ Pass-Out SL’ps. — Great care should be taken to ^ensure that once the 
workmen have entered the factory they cannot leave it before the schedxiled 
time without a wmitten authority. Such authority would take the shape’ of a 
Pass-Out Slip which must bear the foreman’s initials and which should be 
handed over to the gate-keeper. The slip should indicate whether the worker 
is going out on his own or on the firm’s account.. A carbon copy of this slip 
is simultaneously sent to the Wages Office, and if the worker happens to go 
out on his o%vn account, the gate-keeper should initial it as an indication of 
the man havdng been timed out. At the time of making up the \vages, 
the Pass-Out Slips as initialled by the Gate-keeper should be checked wth 
their corresponding copies received by the Wages Office to ensure proper 
deduction of the timings of the men having gone out before time. • 


Preparation of Pay Roll and Payment of Wages. — At the end of each 
week or month, the following steps should be taken for the compilation of 
the Pay Roll and the subsequent payment of wages : — 

(1) Hie total time provided by the Time-keeper’s Book from the time- 
board where metal discs are in use, or that punched on the time cards by 
the mechanical recorder, is checked off and agreed with the time as indicated 
by the corresponding Job Cards or Piece-work Cards written up by the 
workmen themselves and signed by their respective foremen or uuffi the 
foremen’s summaries. 

(2) In case of a large factory, the Pay Roll should consist of loose sheets 
so that the work may be capable of being distributed amongst the Wages 
Office Staff and can tjius be performed v/itb greater despatch than would 
be possible if the Pay Roll is in the form of a book. Further, it would be 
desirable to make up the wages of each Department separately as this would 
help considerably towards the ascertainment and checking of departmental 
labour cost. 


(3) The Pay Roll should comprise details as to each workman’s niunber, 
time worked, description of work, rate, amount of wages, bonus, total amount 
payable, deductions (if any) , and the net amount payable. 

(4) A set of clerlis should be engaged to enter up from the Job Cards 
and Picce-v/ork Cards the niunbers of the workmen, the number of hours 
worked by each of them, the rates of pay and the particulars of any deduc- 
tions to be made. These should then be checked by some other clerks. 

(5) The total amount of v/ages due to each workman would now be 
vrorked out and the Wages Sheets cast by another set of clerks. 


(6) Tiiese Sheets should then he checked by some responsible clerks 
as to tlie rates, calculations, and casts. 

(7) The Job Cards of time-v/orkers and the Piece-work Cards would 
also be sent to the Costing Department in order that the wages chargeable 
to each job, process or department may be ascertained, and for this purpose, 
the whole of tJie wages for tiio week or the month would be analysed utid 
duly ekissified. 


(8) The total amount of wages for each week or month, as ascertained 
by the Covmtiag House must nece.'^sarily tally with the total of the V/age.s 
/malysis Sheets for the corresponding week or month as prepared bj* the 
Co-ding DepartmenL 

. 1 , Cvery person concerned in the preparation of the Wages Siiccts 

•nud liis initials thereon indicating the nature of the work done hy 
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him, nnd should finally bo countersigned ns a whole by the Works 
Manager or some other responsible oflicinl. 

(10) The total wages of the week or the month in question having been 
made up nnd checked, one cheque should be drawn for the whole amount. 
The payment of the wages .should be made by tlic cashier, who should have 
no hand in the preparation of the Wages Sheets, as described above. 

(11) The payment should bo made to the men of each department 
in the presence of their respective foremen, who would also be made to 
initial the Wagc.s Sheets. 

(12) The Works Manager should also be present at the time of payment 
and should .sign the total wages of the wcclc or the month as an indication 
that such w.agcs were duly authorised. 

It will be .‘-'ccn from the foregoing, that if the above rules are rigidly 
followed in the compilation of the Wages Sheets and payment of the wages, 
there would hardly be any chance for clcricvsl mistakes to creep in and 
rem.ain undetected ; whilst the number of persons tlirough whose hands the 
returns pass, each acting ;us a chock on the others, should prevent peculation 
and fraud. 

Advancc.s to Workmen. — ^Tlio common practice for workmen to be paid 
advances against Avages should bo discouraged, as far as possible, as it com- 
plicates tlio making up and paying of wages. Besides, innumerable instances 
occur of workmen lca\’ing their job.s after receiving advances and before 
earning these in Avages, nnd this AA'ould entail a loss to the concern. If, how- 
ever, advances are Amavoidablo, the method to be employed Avould be for 
such payments to bo made tlirough the potty cash, nnd on the petty cashier 
pro.senting a statement of such advances to the Wages Clerk, the latter to 
repay the amount from the Avorkmon's Avages. 

METHODS OF REMtJNfiRATlNG LABOUR. 

There are various methods of romunei’ating labour, and it Avould not be 
out of place to revicAv tliose briefly here. These different metliods of 
remuneration maj' be classified as under : — 

(1) Time or Day Rates ; 

(2) Piece-Work Rates ; 

(3) Combination of Time Rato and Piece-Work ; 

(4) High Wage Plan ; 

(5) Premium or Efficiency Bonus Methods ; 

(6) Output Bonus; ^ 

(7) Profit-sharing Schemes. 

Time or Day Rate Sy.stem. — Under this system, the employees are paid 
at the rate of so much per day or per hour of Avork done, irrespective of the 
quantity of AVork performed. This Avas one of the first metliods of payment 
used in factories, but experience soon shoAved that this system of payment 
Avas unsatisfactory as it hardly left any incentive for a skilled or conscien- 
tious Avorkcr to produce more Avork Aan hi^ neighbour who Avas paid at 
the same rate as himself. This led to the remuneration of skilled employees 
on the Piece-Work Method. In present days, therefore, the Day Rate System 
of remuneration is generally used as the basis of calculating the amount 
payable to indirect workers such as Foremen, Supervisors, Time-keepers, 
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Cleaners, Enginemen, Boilermen, Store-keepers, Gate-men, etc., as the 
nature of their work is such that “ time " alone can be taken as the basis on 
which to remunerate them. Besides, Time Rates are essential in certain 
industries where the work cannot be standardised or classified into suitable 
grades for piece rating. 

Piece-Work Method. — Under this method, the rate of payjnent is cor- 
related to the quantity of work done, i.e., each workman who is engaged on 
direct production work is remunerated at the rate of so much per certain 
piece of work finished, irrespective of the time taken. Thus, by stimulating 
skilled workmen to extra efforts, this method would naturally result in 
enhancing the amount of wage payable to them and at the same time would 
serve to increase the factory output. It need hardly be stated that the 
quah'ty of work done must reach an agreed standard. 

The Piece-Work System is verj>- simple in its worldng. Let us assume 
that a workman, whose Time Rate is Rs. 20 for a week of 48 hours, is given 
20 pieces of work to be done at the rate of Re. 1 per piece. If it takes him 
exactly one week to complete, his wages for the work would amount to 
Rs. 20, and he has then earned his ordinary time rate. If, ho%vever, he 
completes the allotted work within 40 hours, he \vould still earn Rs, 20 for 
the quantity of work done irrespective of the time taken. In this case, the 
worl^an has earned an increased rate, for he has made Rs. 20 in 40 hours 
and not in 48 hours. Apart from the enhanced output, the advantage to the 
employer here lies in the reduction of supendsion cost which would otlier- 
wise have to he entailed if the men were engaged on the Day Rate System. 
Besides, the increased output within a given, time results in considerable 
saving in the rimning cost of machines, more especially in case of large and 
expensive plant. It needs to be mentioned, however, that as a precaution 
against bad w’ork likely to be put in by workmen in their anxiety to earn 
more, all piece-w^ork m'ust be certified by viewers or checkers before it would 
be accepted for the purpose of calculation of piece-work wages. 

But the Piece-Work Rate System would work satisfactorily only provided 
the rates are correctly fixed at the outset. Bearing in mind the natural 
inclination on the part of the "workmen to earn as hi^ an amotmt of wage 
as possible and an equal desire on the part of the management to obtain as 
low a cost per unit of production as possible, any subsequent cutting In the 
price once fixed is sure to result in constant friction between the'employexs 
and the employed. It so happens usually, ^at a certain price is fixed for a 
• definite piece of work, and when the workmen by putting in their best 
efforts have earned a high return by way of wages, the management would 
feel to have over-rated the piece-work price and would seek to reduce it. 
Such a step would 'naturally be resented by the workmen who would regard 
the system "with suspicion, and all confidence between the employers and the 
employed which is essential to good work would be lost. Greatest possible 
care should, therefore, be taken to ensure that the rates once fixed are likely 
to be more or less constant, for once any cutting in the rates takes place, the 
sj'stem would fail to work harmoniously. It would thus require a highly 
competent rate fixer who should not only have a thorough technical know- 
ledge of the work, hut must also possess considerable slkll and foresight 
to reconcile these clashing interests. 

. , "With all its apparent advantages, however, the system is found deficient 

or the reason that the whole of the benefit of extra wages earned goes to 
mo Workmen. Another disadvantage of fixing the wage cost per piece of 
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work is that the system does not bring into account the length of time 
taken, and in cases where an unduly longer time is taken to complete a 
given piece of work, the employer would stand to sijffer the extra shop and 
machine charges, which would certainly not help towards economical 
production. 

Combination of Day Rate and Piece-Work. — There is yet another system 
of payment which combines within itself the Time Rate as also the Piece- 
Work Method. Under this system, a minimum weekly wage is fixed which 
the workman would receive irrespective of the work done by him provided 
he has worked for the full week. If he has worked less number of hours, 
his weekly wages would abate proportionately. Thus, assuming that a week 
consists of 48 hours of work and the minimum weekly wage is fixed at 
Rs. 24, if the workman has put in 40 hours of work only, he will get Rs, 20. 
So far the system is based on the Time Rate. But combined with the Time 
Rate basis, there is also the piece-work arrangement with the worker. The 
Job Card of each worker would clearly indicate the price of each piece of 
work fixed by the, rate-fixer, and the workman is assumed to do sufficient 
work at the prices fixed as would make up his minimum weekly wage. If 
the wages calculated on piece-work basis come to more than the time rate, 
the workman earns the excess ; if, however, the piece-work wages fall short 
of the time rate, he would still get the weekly wage, but then he will have 
to make good the excess paid to him out of subsequent wages he would 
earn. This system has been found to have answered well in certain classes 
of work ; but here, again, the rate-fixing wiU- require to be most carefully 
done so as to obviate all chances of any subsequent cutting in the rates. 

Following up the above illustration, if we further assume that each 
piece of work allotted to the above worker is priced at Rs. 3 by the rate-fixer, 
tibe former is supposed to complete at least 8 pieces within the week to 
entitle him to his minimum weekly wage of Rs. 24. Now, if he completes 
10 pieces within the 48 hours, Ke earns Rs. 30. If, however, he works only 
7 pieces at the end of the week, he vrill still be paid his minimum weekly 
wage of Rs. 24, but as he' has earned Rs. 21 on the piece-work basis, he will 
have to make good the excess Rs. 3 paid to him out of his subsequent wages. 

The one disadvantage to the employer ,under this system is that the 
whole of the benefit of extra pay as an inducement to extra output goes 
to the workers. This has given rise to several Premium or Bonus Methods 
of payment which provide for a portion of the savings in wages to pass to 
the employer and thus serve to unify the apparently opposite interests of 
the employer and the employed. Besides, under the Premium or Bonus 
Systems, as the basis of contract between the management and the workers 
is in terms of time; a considerable amount of time-saving is effected by 
a larger quantity being turned out per hour. This would naturally result 
in reduction of shop and machine charges and thus help towards economical 
production. . ' . . 

Premium or Bonus Methods. — ^The more modern method? of pa 3 Tnent 
known as the Premium or Bonus Systems have been devised so as to 
combine wifhin themselves all the following advantages, viz.: — 

(1) To stimulate production by encouraging workers to earn more 
than average wages; 

(2) To obviate the tendency of cutting do^vn of Rates by combining the 
workmen’s bonus with some benefit in the savings of wages to the employers ; 
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(3) To help towards economical production by reducing the wage and 
production cost per unit ; and 

(4) To unify tlie conflicting interests of tiie employers and the em- 
ployed so as to promote and sustain increased efficiency and smooth worldng. 

Under these methods, the quantity of work to be turned out is correlated 
to the time to be taken to complete it, each workman receiving a bonus or 
premium on the time saved by him, over and above his day rate for the 
actual time put m by him. Thus, a rate is fixed for a certain type of work in 
quality and quantity to be completed within a definite time, and if the 
workman happens to finish the work quicker, he receives a premium or 
bonus on the time saved in addition to his day rate as already fixed. 

For example, if a workman’s time rate is fixed at Rs. 3 per day of 8 
hours and if the job given to him is timed to be completed within 3 days, 
evidently the piece-worlc rate as computed by the rate-fixer is Rs. 9. Now, 
if the worker completes the job v/ithin 2 days, he receives his day rate 
wages Rs. 6 for the time he actually worked, plus, say, half the time saved, 
i.e., Rs. 1-8, which brings him a total wage of Rs. 7-8. Thus, the wages cost 
of the job which was estimated by the rate-fixer at Rs. 9 has now actually 
cost Rs. 7-8 and at the same time, the worker has earned a higher day rate, 
viz., Rs. 3-12 per day. It will be dear from the above that by this method 
the employer has also shared in the benefit arising from the reduction in the 
wage cost. But the more important factor which needs to he emphasised is 
that under Premium or Bonus Systems, as the basis of the contract between 
the management and the workers is in terms of time, a large output per 
hour thus stimulated results not only in the direct reduction of the wage- 
cost but also in the ultimate cost of production due to reduction in shop and 
machine charges. 

There are several methods used for calculating the premium or bonus 
earned by the workmen, but they all differ in either the amoimt or the 
percentage allowed by way of bonus on the time saved. Thus, whereas under 
the Halsey System, 50 per cent of the time saved is usually allowed as a 
bonus, imder the Rowan System, the workman receives a percentage increase 
equal to the percentage of time saved. Thus, if a workman is given a piece- 
work to be completed within 25 hours at the rate of Re. 1 per hour, and if he 
finished the job within 20 hours, his remuneration will be calculated as 
follows: — ' 


Under the Halsey System: 

Time taken 
Time allowed 
. Less time taken 

Time saved 

50 per cent of the time saved 


Rs. a. p. 

= 20 hoiurs @ Re. 1 per hom 20 0 0 
= 25 hours 
= 20 hours 

= 5 hours 

= hours @ Re. 1 per hour 2 8 0 


Wages due to the workman 


Rs. 22 8 0 


Amotmt saved by the Employer 


Rs. 2 8 0 
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Under tlic Rowan System: 


Time allowed 

= 25 

Time taken 

= 20 

Time saved 

= 20 

the Bonus 

~ 20 


hours 

hours @ Re, 1 per hour 
per cent of the time allowed 
per cent of the time taken 


Rs. a. p. 
20 0 0 
4 0 0 


Wages due to the worlonan = Rs, 24 0 0 


Amount saved by the Employer = Re, 10 0 

Gantt Sysleni of Differential Payment. — ^Tliis system provides for a time- 
rate for a certain amount of production, and if the standard is reached, a 
bonus is paid in the shape of an increased rate to the extent of 25% to 33 1/3% 
of the regular wages. 

A peculiar feature of the Gantt System is the payment of bonus to the 
foreman in respect of eveiy man under him who earns bonus. The foreman 
of each department is thus directly interested to see that the men under his 
charge bring up their work to the bonus standard. 

There are several other Bonus or Premium methods which are modifica- 
tions of one or other of the above methods, but they differ only in details 
devised to meet particular conditions. They are all, however, mainly based 
on the assumption that if the employer wishes to secui’e maximum produc- 
tion by the v/orkmen putting in their best efforts, the latter must he paid 
something more than the ordinary day wage. 

High Wage Plan. — Under this system, the day or time wage is fixed at 
rates varj'ing from 20 to 40 p(fi: cent above those ruling in the district, on 
the distinct understanding that the workmen should put in their utmost 
efforts with a view to attain tlie highest possible standard of efficiency. 

Profit-Sliaring Schemes. — Several profit-sharing schemes have lately 
been introduced in large manufacturing concerns with the object of maldng 
the employees take a personal and direct interest in the business by entitling 
them to participate in the distribution of profits earned. With a view to 
secure a permanency of skilled service, the distribution of such profits is 
usually made in the sh^pe of bonus shares with restrictions on transfer, and 
is generally based on merit and length of service. Although this system has 
worked satisfactorily in some few cases, it does not seem to have found so 
much favour with the workmen as the Premium or Bonus methods. 

The reasons that may be adduced against this system of profit-sharing ’ 
by the workers are: — 

^ (a) In the case of loss or diminished profits, no bonus would be pay- 
able to the woi'kmen, and yet such results may be due to excessive " oncost ” 
burden, defective salesmanship, adverse trade conditions or l^ad finance for 
which the workmen cannot be held to be directly responsible. 

(b) Even in the case of profits, the distribution of bonus can only be 
done once in a year which would be deemed too long a period by the work- 
men. 

(c) As the books of the business cannot be laid open to inspection of 
the employees, the latter must necessarily accept the amount of profit as 
declared by the management to be available for distribution as bonus 
amongst them. 
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(d) Workers would sooner prefer to hnve their bonus in cash than iu 
the shape of shares. 

(e) Bonus payable to the individual worker by way of his share of 
profits may be too negligible to act as a stimul.ant to increased efforts, 

(/) Profits may have resulted from causci: outside the manufacturing 
business, and under such a circumstance, it may not be deemed fair on the 
part of the workers to share in the same. 

(g) The system helps to reward mass efforts, but fails absolutely to 
recognize extra work turned out by really deserving workers. 

Output Bonus Plan. — ^The Pristrnan Plan presents a good e.xample of the 
Output Bonufe Method. Under this scheme, the standard weekly output is 
agreed upon between the employers and the workmen’s representatives, 
such output being based cither on a fixed number of employees or a definite 
number of working hours per week. On the number of worlcinen or the 
number of working hours for any week being increased or reduced, the 
standard output would necessarily be adjusted accordingly. At the end of 
each week, the total production is measured in definite units, and in the 
case of an increase over the standard output, a bonus becomes payable to 
every employee at the percentage the increased output boars to the agreed 
standard. 

It need hardly he pointed out that different methods may be found 
suitable under varying circumslance.s, and whereas on the one hand, such 
group bonuses like the above as also those arising from profit-sharing schemes 
would hardly seem to offer any ’incentive to the individual worker to exert his 
best skill and effort, there are industries, on the other hand, where group 
organization and mass efforts would help^ more towards production or 
maximum output than individual skilL 

THE PERSONNEL. 

General Manager. — It need hardly he pointed out that with all its 
internal organized forces, no manufacturing business can expect to be 
successful unless it has at its helm of affairs a highly skilled financier and an 
able administrator, ^e principal executive must, therefore, possess a 
thorough knowledge of facts and theories concerning industrial and com- 
mercial economics and finance as would enable hint to capably grasp the 
many complex problems that must necessarilj' arise in the conduct of the 
organization. Apart from high technical qualification and practical know- 
. ledge of the particular industry, he must have considerable, initiative and 
organizing ability and' must be capable of directing and controlling . the ' 
activities of the entire undertaking. 

He must secure an effective co-operation of all the sub-executives and 
departmental managers so that all may give their best towards a common 
o'bjective. Further, he should see that the contact of all-the sub-executives 
with the workers is real and sympathetic. He must he receptu'e lo the sug- 
gestions of subordinate technicians and 'must encourage ability and initiative. 

He must know' how to create demand for new products and how to 
m-oduce them ’by the best and cheapest methods so as to baffle competition. 
He must carry out a ceaseless effort towards economic production by the 
mteoduetjon of efficient operative processes, and securing co-ordination of-, 
productive forces. He must decide upon the most suitable methods of 

-80 payment, and most effective -ways of material and expense controL 
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WorIvS Manager. — The foremost qualification for the Works Manager 
must be a thorough specialised training in production engineering relative 
to the particular industry concerned. He must be capable of designing the 
factory building and equipping it \vith the most up-to-date and efficient 
operating plant in consultation with the Chief Engineer! He should so plan 
tiie entire factory including the Engineering Shops and the service depart- 
ments that there may be a constant flow of production without the least fric- 
tion and Avitliout any undue wastage of time, labour or material. 

He must possess knowledge, energy and ability to direct, control and 
utilise to the fullest advantage men, material and machines towards efficient 
production. He must be capable of selecting the right type of men as depart- 
mental or functional chiefs, each being placed in a position for which he is 
best fitted. He must infuse in them a sense of responsibility and goodwill so 
that each may give his best in efforts and intelligence. 

His constant endeavour’ should be towards efficient designs, productive 
efficiency and reduction of the cost by simplification and standardization.. It 
should be his duty to compare the actual results of production and other 
activities as frequently as possible with the preconceived programme and 
ascertain how far the estimates have been- attained. 

Departmental Manager. — It would be up to each departmental manager 
to see ffiat he regulates the smooth running of his section by arranging pro- 
duction ahead and by loading his plant uniformly with a judicious distribu- 
tion of labour and material. It is by keeping himself in the closest possible 
contact with the minutest details of his section that he would be able to 
control operations as also the quality and volume of his turn-out. He should 
see that there is no wastage of material or labour and that no machine is 
left idle. He should keep a constant eye on the rapidity of production by 
securing maximum output from men and machines, and maintain the work- 
ing of his department always to the schedule. 

* 

Foreman. — ^The foreman of each section or department of the works 
should be most carefully chosen. Apart from being a superior worker 
possessing an expert knowledge of the work carried on, he must be a strict 
disciplinarian. He must be able to organize labour and select the right type 
of workers and know how to handle them. He must be able to direct and- 
control his men and at the same time foster effective co-operation amongst 
them. 

Each foreman must be made entii-ely responsible for a particular line of 
effort and his results must be duly recorded and compared. It should be seen 
that in each section of the works the business gets the utmost return for the 
expenditure. 

He must be thoroughly conversant with the requisite quality and class 
of material, and must be a good judge of superior workmanship and design. 
He must possess tact, discretion and kindness, and must always be open 
to receive new ideas from his men. ' 

Workers. — The most vital factor in bringing an industrial organization 
to success is a thorough knowledge of the type of workmen employed and 
the ability to direct and control them. 

It should be seen that the workers are supplied with the best available 
equipment, that they are made to work under most satisfactory conditions, 
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and that they are paid on most equitable basis with due regard to the time 
occupied and the quantity and quality of the work turned out. 

Cdntinual attention should be paid -to make the workers feel happy 
and contented with .their surroundings. Ample provision should be made 
for their proper housing, education, sanitation’ and recreation. 

It should be the prime duty of those in management to infuse a spirit 
of co-operation amongst staff members as would ensure the existence of 
most harmonious relationships between those in higher authority, sub- 
ordinate officials and workers. It would equally be their duty to create 
ambition, encourage incentive and efficiency, and to reward by promotion 
those who have proved competent and loyal. 

With a view to afford opportunities of advancement to energetic and 
willing workers, there should be a regular system of training for subordinate 
positions to enable them to fill vacancies when they arise. This will not 
only ensure a regular supply of trained assistants, but will also serve to act 
as an incentive to workers to give their best. 

Every individual worker must be made to feel that he in some measure 
contributes tow'ards a planned objective and benefits to some extent from 
Jhe result of combined efforts. If the workers are trusted and made to feel 
‘a personal interest in their work, they are sure to cheerfully respond and 
co-operate by giving their employers a full measure of their efforts. 

SALES ]VIANAGEIiIEr>]T. , ' 

/ I 

Successful management of a manufacturing concern would depend as 
much on a thorough Imowledge of the needs and conditions of the markets 
with a view to developing tlie sales, as on the reduction of the cost of pro- 
duction by efficient organization. The chief sales executive must investigate 
the trend of maiket conditions to find out the best markets for his goods 
and how he can best reach the likely customers. 

He should keep himself \yell informed as to how the quality and price 
of the products manufactured compare with simUar articles offered bj’’ 
competitive concerns. He should investigate into how far the quality of 
the products, their price, size, design and packing satisfy the present demand 
and whether tliere is any direction in which tlie article can be made more 
attractive or useful, or the cost to the customer may be minimised. He 
should enquire into ■what type of customers utilise the existing products 
and in \vhat way and hov.”^ far the business can be developed by the introduc- 
tion of the goods in fresh markets. 

Constant efforts should be made by means of advertising propaganda 
to stimulate demand for the product where there appear to be marketing 
possibihties, and the results of such efforts should be studied to ascertain in 
■what trading centres they have proved fruitful. Greater efforts should then 
be expended in the direction m which the sales promotion efforts have 
proved effective. Where any existing market discloses a diminishing demand, 
. most careful enquiries should be instituted to ascertain the causes of the 
fall in trade. It may be the result of general trade depression, or the product 
may be faulty and not up to the tastes or "requirements - of 'the customers, 
or it may he that a similar article less costly or more attractive offered by 
a competitive enterprise is gradually ousting the present products. 

determined the best market centres for the products, most careful 
on needs to be given to packing, in order to avoid breakage in 
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Ixanstl due to rough handling. Where the products manufactured sell more 
duo to attractive packing than the intrinsic worth of the contents, special 
attention should be devoted to make the packing attractive. It should also 
bo scon that the container is not unnecessarily heavy or cumbersome as it 
would affect the ultimate cost to the customer. 

Rapidity and cheapness of transport sliould be looked to, as the freight 
cost is usually the main factor in conipotilion between different producing ^ 
areas. The fact tliat i-npid ta'an.sporl would be appreciated by the wholesale 
or retail customer, as it would reduce the necessity for local stocking, must 
not be lost sight of. 

The Sales Manager must keep in touch with the seasonal requirements 
in order that the necessary supplies may be available at the time they are 
wanted. If possible, he must prepare an annual forecast of probable sales so 
that the production may bo planned to meet this^^forecast. There should 
be constant endeavours to ascertain how far the actual sales position in each 
district or territory compares with the forecast. 

A careful and comparative study of the competitors’ products, their 
marketing efforts, packing methods and modes of transport will yield most 
valuable information as to liow bast to meet competition. 

In order to reduce the costs of marketing by eliminating the profits of 
middlemen, it is in some cases thought desirable for the manufacturer to 
undertake the distribution of his own products direct to the customers. 

In such a circumstance, tlio question of additional capital required to main- 
tain stocks and the con.^equent additional risks involved will have to be 
considered. 

An imporlai^t link in the chain of sales organization is the appointment 
of right type of sales representatives. Apart from having a thorough know- 
ledge of the products they arc out to offer, they must be highly persevering, 
taclCul and sociable. In order to stimulate best efforts and promote pei'sonal \ 
efficiency amongst sales representatives, they should be given long agree- 
ments after their abilities have been sufficiently tested. Experience has 
shown -that the best mode 6f remuneration is giving them a direct interest 
in the results of their efforts by means of exti-c/ commission on a graded 
Scale over and above a fixed salary and travelling expenses. 

STATISTICAL REPORTS AND CHARTS. 

In a large industrial enterprise, so many complex and varied problems 
arise and so many functions take place from the time the raw material is 
purchased and the labour is' engaged till the products are, finished and sold, 
that the Chief Executive must necessarily depend upon the statistical reports 
presented from time to time by the different departments, in order to keep 
‘ himself in’^constant touch with the realities of the whole of the organization. 
Accurate and comprehensive statistical reports, therefore, plaj'^ an important 
part towards efficient factory management and control, for without statistical 
data, it is not possible for those responsible to have any reliable idea as to 
the real trend of the business. 

Presentation of a comparative summary of vital facts can also be effected 
by means of charts or graphs which would enable a clear and ready 'grasp 
of the situation at a. glance and would thus offer a vital contribution to 
.factory control. A^ivities relating to planning, budgetting, movement of 
machines, movement of material, employment and ' movement of labour, ^ 
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production control, expense- control, turnover, survey of factory orders, 
departmental progress, all these and many more matters can be 'expressed 
either in the shape of statistical tables ,or in the form of charts presented at 
fixed intervals to the executive concerned. 

Whether the required information is presented in the form of statistical 
assembly of facts or in the shape of charts, the following points need fo 
home in mind, if the facts submitted are to serve any useful purpose:' — 

(a) The data must be accurate and reliable, as otherwise the information 
conveyed would be misleading and, in some cases, might prove disastrous. 

(b) The records maintained must help towards a prompt ascertainment 
and presentation of facts and figures. 

(c) The information must be conveyed in a simple and readable form 
as would readily present, a comparative idea of things so that useful deduc- 
tions may be drawn therefrom and acted upon. 

(d) The Forms used must be standardized when found suitable and 
each such form should be known by a definite number. 

(e) The tabulated reports or charts should be presented at regular 

intervals. ^ 

The Chief Executive would require periodical statistical information 
on the following matters : — ’ ■ 

(1) Volume of production and sales, and the rate of output as compared 
to the rate of orders. - 

(2) Stock of raw materials as compared to periodical consumption. 

(3) Increase or decrease in employment of labour and the corresponding 
increase or decrease in production. 

(4) Changes in price level of material and labour. 

(5) Fluctuations in market value of products. 

(6) Available working capital showing details of liquid assets and cur- 
rent liabilities. 

- (7) Likely expenditure on additions and improvements to plant and 
other equipment as also on repairs and maintenance^ 

(8) Amounts actually expended periodically in respect of material and 
labour cost as also detailed factory and administration expenses as_ compared 
to the amoxmts estimated or budgetted. 

(9) The gross profit represented by the margin between the factory 
cost and the selling price. 

(10) The net profit determined after deduction of distribution and 

administration cost, etc., etc. ' *" > - 

The y/orks Manager will have to be supplied with the following reports 
or charts dealing with the functioning of the factory: 

(1) Survey of Factory Orders. ' 

P'^P^tmental Progress Sheets indicating the functioning of each 
section of the works. 

(3) Movement of material in each department. 

’ done^tv labour by each department and the work 

Qone by each department, section or type. 
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(5) Progress of each individual product or a group of products. 

(6) Running .time of machines and the work done by machines in each 
department. 

(7) Material or labour wasted by each depai’tment. 

(8) Cost of power and incidental and miscellaneous shop charges of 
each department. 

(9) Cost Sheets s^howing actual cost of each product or group of pro- 
ducts as compared to their corresponding estimated costs. 

(10) Comparisons drawn between orders and production, orders and 
dehveries and how these compare with the average trend. 

(11) Amount of work ahead of machines, etc., etc. 

The Departmental Manager \vill each be supplied with statistical data 
relating to his o\vn department as to : — 

(1) The running time and running cost of machines. - 

(2) Time put in by labour divided into sections and types. 

(3) Over-time, spoiled time, or short-time by workers. 

(4) ' Material consumed and spoiled. 

(5) The amount of work turned out. 

(6) Indirect labour and indirect material expense. ’ 

(7) Work-in-progress and work awaiting to be taken in hand, etc., etc, 

"To the Sales Manager periodical statistical information on the following 

matters would prove vduable : — 

(1) The total sales of each type of product, in quantity and value divided 
into the territories concerned. 

(2) The total distribution and selling expenses. 

(3) Sales Expense by products and territory, 

(4) Pubheity costs and publicity results. 

(5) Cofnparative results of the salesmen’s efforts. 

(6) Unexecuted orders ahead, etc., etc. 

It will be noticed from die above that different statistical reports and 
charts will have to be submitted to different departmental executives with 
due regard to their individual responsibilities, whilst the chief executive 
must have placed before him the fullest data of the functioning of the whole 
of the undertaking, indicating the manufacturing, trading and financial 
trend from time to tune. 

The charts or tabulated reports must be so drawn as to^ indicate a 
normal base line so tliat any variation from the standard average may be 
clearly brought out and immediate attention may be drawn to Tesults better , 
or worse than the normal. They must also embody a comparison of the 
current results with those of the past for a similar period. ^ 

It is by a constant and accurate measure and record of the performance 
of men, material, machines and methods with relation to a scheduled pro- 
duction* Aat factory operatic^ can be controlled. By the preparation of • 
statistical data and charts in' suitable forms, those in control can have a 
comprehensive survey of the functioning of the several operations and stages 
of production, of the 'shortcoinings disclosed therefrom and of the- trading 
and financial position, of the concern as a whole. 
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TOOL SERVICK. 

An indisi>cnsab1o ncljunct to nny prodiiftive rtcfivUy v.’oiild bo n f,r>od 
tool sendee. The tool room mu.st be equipped vAth all the nccc^snry tools 
of tbo higbcsl quality required by tlic da's? of mninifncture eonrerned. It 
would be the duty of tbo man in cliarge of this department to maintain all 
the tools in a state of bigbest cfbciency and to supply these to the diflercnt 
departments as and when called for. 

The slock of tools must be mnintamed with due regard to tlie full 
requirements of the works, llxe numufaclurc of .spf'cial tools, if required 
for any particular job, should receive hmnodiatc attention of the depnrtmenl. 
All repairs and replacements must Imj can-fully nltcndcd to, and Iwaring 
in mind tbo fact that tlie tools service sbmdd help production and not dis- 
locate it, every tool must be kept in proper workinr. condition and must be 
available on demand. 

There should bo a Register of Tools keeping a detailed record of all 
tools issued out to tlic diftcrcnt sections of the work.s, those returned to 
the tool room for repairs or replacement and those on band. 

In, connection with tlic manufacture of new tools, .special or otbenvi.se, 
the Tools Department must receive orders from tbo Planning and Progress 
Department who would issue the necessary specifications with full instruc- 
tions as to the design and type of the tool, classification, etc. Each such 
order will be issued on a form marked New Tool Order bearing a .serial 
number for reference. 

The Planning Department will ako maintain a close watch over the 
cost of all tools manufactured as also on tlic cost of all repairs and replace- 
ments of tools. For this purpose, a periodical List should bo supplied by 
the Tools Sendee to the Planning Department detailing the new tools manu- 
factured during the period, the cost thereof, the tools repaired and their 
cost and the tools on hand for repairs or for manufacture. This will enable 
a close supervision to be maintained on the work by the Tool Room. 

LABORATORY AND RESEARCH SERVICE. 

A fully equipped laboratory must be maintained having due regard to 
the class of industry, and there should be continuous experimental work 
carried out to search for now and cheaper raw materials, new designs of 
articles or absolutely new type of products. There should be a continuous 
effort towards attainment of new production processes or improvement in 
existing processes as would eliminate waste of material, time and efforts 
and thus tend to lower production cost. 

The establishment of a laboratory calls for’ not only most efiicient and 
up-to-date plant and tools equipment but also the appointment of a higbljf 
skilled personnel to conduct scientific investigations. They must be persons 
who have been trained in the particular industry and who have acquired an 
mtimate knowledge by actual experience. Ihey must be men who are 
imbued with a spirit of critical inquiry and researcli and who possess a 
creative bent of mind. 

DRAWING AND DESIGN SERVICE. 

, It should be the duty of the Designing Department to see to the simpBcity 
u desigi^ not only from the manufacturing view-point but also from 
the commercial value of the products. Whenever new designs and drawings 
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are made or a need arises for modifications in any existing designs, the work 
should he carried out in close consultation with the Commercial Depart- 
ment in order to ensure the easy marketabilitj’- of the product. The designs 
while attractive in quality and finish should be such as would call for the 
use of the most economical material and involve cheap and ready manu- 
facturing processes. Where a variety of products is under manufacture, due 
attention should be paid to the standardization and interchangeability of the 
component parts, wherever pPssible, as this would tend considerably towards 
minimising production costs. It would follow, therefore, that the Designing 
Department must always work in closest co-operation with the Planning 
and the Buying Departments as also with the Sales Department, in order to 
successfully achieve the end. 

A list should always be made of all standard drawings made for parts 
usually stocked. Each such standard drawing covering a number of parts 
for small details, must be given an alphabetical letter to which numbers may 
be added to specify the several component parts thereof. This considerably 
facilitates reference to any specification or drawing whenever needed. A 
separate list should also be made of new designs and new drawings, and the 
latter should also be known by distinctive letters, a different number being 
added thereto bearing reference to each component part thereof. 

A record must be maintained of all the blue prints of specifications, 
drawings and designs issued to the factory from time to time po that the 
Drawing Office may Itnow precisely at any time where any particular one is 
to be found. Once when any alteration or modification is made in the 
original design and a new drawing is issued in place of the old one, it is 
highly desirable to recall the original blue print from the factory before 
the issue of new one in order to avoid any possibility of mistake. 

Wliere a supply of novel' products is an integral part of the business, 
continuous efforts of the Drafting Department should be directed towards 
new ideas, new patterns and new designs for the purpose of improving 'the 
existing lines as also for creating new demands and launching new products 
upon the market. But the guiding factor in all these activities must be the 
most e’fficient and economic production so as to keep the cost within 
marketable limits. 

PROGRESS AND INSPECTION SERVICE. 

A continuous check must be maintained on manufacturing operations 
to make sure that all machines and men work at their maximum productive 
capacity. It should be seen that all Works Orders are taken in han,d and 
made to progress in order of their relative importance and promised time 
of delivery', and Progress Charts must be provided to enable the day to day 
movement of men, material and machines to be seen at a glance. 

The Progress Department should maintain a proper record of the manu- 
facture and disposal of Finished Stock and of the components ready for 
assembly. It will also be the duty of this department to issue orders for 
the manufacture of requisite standard parts in bulk with due regard to 
immediate requirements, to see that their stock does not fall below the 
minimum quantity fixed for each type, to appropriate JFinished Stores against 
orders on hand, and to make sure that there is no over-production of any • 
parts. 
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There should be a regular system of inspection of products by inspectors 
and viewers not only when the products are in a finished state but also while 
they are undergoing several operations and processes. Such inspectors must 
be highly qualified by the necessary technical training and experience and 
must be fully appreciative of their responsibility. They must be sufficiently 
tactful so as to avoid creating any jmnecessary bitterness, but must be ffim 
in their decision. If the work is faulty, they must not hesitate to reject it. 

COSTING SERVICE. 

Factory Organization and* Costing may be said to be indissolubly inter- 
linked one with the other. Wliereas, on the one hand, it is impossible to 
imagine a highly organized factory without a suitable system of Cost 
Accounting being installed therein, it is equally futile, on the other h^dj- 
to expect any system of Cost Accounting to give reliable results unless it is 
supported by sound internal organization. A highly efficient costing service 
is, therefore, indispensable to factory organization. 

In a trading business where goods are sold practically in the same form 
as when purchased, the cost becomes a known factor, and little difficulty is 
then experienced in fixing the selling price, as the process resolves itself 
into a mere addition of a percentage to the purchase price sufficient to 
cover establishment expenses, which, are more or less loiown and which 
keep fairly constant, and leave a reasonable margin of profit. sWith a manu- 
facturing concern, however, before the commodity emerges as a finished 
and saleable product, so many varied factors enter into its cost of production 
by way of raw materials and stores consumed, productive and non-productive 
labour, direct factory expenses, works organization and management cost, 
as also the selling, distribution and office administration charges, that it 
becomes a matter of considerable difficulty to ascertain the true cost of 
products. It is here that a sound system of Cost Accounting becomes indis- 
pensable for securing works organization, expense control and the 
ascertainment of accurate final costs.. Under a suitable costing method, the 
numerous factors of production are systematically localised and apportioned, 
and waste of material as also payment of unremunerative labour and expense, 
if any, are brou^t to light. 

Ascertainment of accurate costs is thus directly • related to factory 
efficiency and stability. A manufacturer who. has equipped himself wth a 
sound system of Cost Accoimts knows exactly what part of his business es 
profitable and what part is not, so that he is able 'to direct his energies 
in profitable channels, leaving unprofitable work to others. He is able to 
make ^y adjustment of prices which may seem desirable under stress of 
competition wth the full knowledge of what the result of that adjustment 
will be. 

, WELFARE DEPARTMENT. 

In a concern of large scale production, the old idea of “master an«I" 
servant” should be superseded by that of “fellow worker,” In other 
words, in order to secure the most harmonious working and efficient 
productive results, the fullest co-operation of the men behind' the 
machines must be enlisted. This can best be brought about by the employer 
recognising the fact that the employees in his concern are his fellow- 
W'orkers. There should thus exist in an industrial imdertaking eXcel- 
' lent working conditions, good wages, reasonable working hours, and facilities 
tor recreation, sports, education and free medical aid. There should also be 
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provided ample opportunities for advancement ty training and development 
of initiative. It is with this object in view that welfare schemes are organized 
in big undertakings, so that the workers may be made to realise that their 
own welfare is inseparably coupled with the welfare of the business. Such 
activities can best be managed by committees made up mostly from the staff 
members and workers. 

The activities of the Welfare Department will comprise the following : — 

Superidsion of Working Conditions. — The work rooms should be super- 
vised from the standpoint of health and cleanliness in order that the work 
may be performed under healthy and congenial emuronment. The tempera- 
ture, light and ventilation in work rooms must receive careful consideration. 
The supply of protective clothing ivill also form an important function^ 

Housing Accommodation. — In case of shortage of suitable house accom- 
modation for the factory labourers, or where there happens to be any dis- 
satisfaction with the existing housing conditions, the Welfare Department 
can render very valuable service in improving these. 

/ 

Transport to and from Factory. — Where the works are located far from 
the workmen’s cottages, and the available means of transpoA are inadequate 
or unsatisfactory by being either slow or too expensive, efforts should be 
directed to provide buses or lorries to carry the workers to and from the 
works. 

# 

Healtli Functions. — ^WeU-stocked First-Aid Boxes may be placed about 
the works in prominent positions. In a largo concern, an Ambulance Room 
fully equipped with all first-aid appliances, and, if possible, with an Ambu- 
lance Car mth a trained nurse in attendance may be maintained. This 
section AviU also maintain Sickness Records and may arrange for the medical 
examination of new employees. ' 

Canteen and Dining Room Facilities. — ^The welfare committee can wth 
advantage run this department under their control and supervision. Tlie ' 
object will be to provide wholesome meals at very low rates usually covering 
the cost of the food only. A portion of the running costs, if borne by the 
employers, will go a great way to impress the employees favourably. 

Training Facilities. — If these are not provided by the internal organiza- 
tion, the Welfare Department may undertake to give specialised traimng in 
tlie particular industry to those who are anxious to fit themselves for better 
positions. 

Educational Facilities. — Where there do not happen to be any cheap local 
facilities for education, regular classes and schools may be conducted for the 
general education of the meinbers of the Staff and their children, the attend- 
ance at which may be voluntary. 

Recreation Grounds and Sports Clubs.— ^Recreation grounds and sports 
clubs should be provided to encourage phy.sical fitness and fo.stor team spirit 
Such work can best be organized and supervised by committees elected from 
among the staff members. . 

Medical Aid. — ^There should also be the provision for an arrangement 
for free hospital treatment or otlier medical assistance for sick workers. This 
should include arrangcmonl for visiting sick .absentees .and denial and 
ophtlialmic treatments. 
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Profit-sharing or Co-partnership Scheme. — ^The introduction of any such 
scheme will help considerably towards strengthening the esprit de corps of 
the enterprise as a whole. 

Gymnasticsj gardening, musical entertainments, worlds library and many 
more things can be added to mitigate the burden of hard work and make 
the lives of workpeople worth living. Strictest discipline, no doubt, should 
obtain, but the same should be tempered with kindness and fair dealing. 

ORGANIZATION OF THE COUNTING HOUSE. 

No system of factory organization can pretend to be complete -without 
the introduction of sound internal checks and control in the Counting Hous^ 
It must, therefore, be seen that this department is also properly orgaiuzed 
and made to work in complete harmony with the buying, labour, production, 
costing and other departments of the factory. 

The objects to he aimed at in any such system are : — 

(1) To render the chances of successful fraud on the part of any member 
of the staff more difficult. 

(2) To ensure the speedy detection of any dishonesty or irregularity. 

(3) To provide for the detection of errors at the earliest possible moment 
so as to reduce to its minimum the inconvenience or loss thus occasioned to 
the owner of the business. 

(4) To make it possible to place indisputable responsibility for each 
detail of the work on a definite person. 

(5) To make sure that all facts, or transactions that affect the financial 
position of the undertaking are duly and promptly recorded in the books 
of prime entry; and that the entries thus made are afterwards properly 
dealt with in the Ledgers so as to ensure their true effect being brought into 
record. 

(6) To so shape the system of accoimting as to enable an easy balancing 
of the books and the preparation, of the financial statements. 

Fundamental Principles. — ^In framing any system of business organiza- 
tion wth a -view to discourage fraud by rendering its early detection 
inevitable, the following fundamental principles should be borne in mind : — ■ 

. (1) No one person should have absolute control over operations of an 

important and far-reaching character. Thus, the general business manager 
should be relieved of all responsibility in connection -^vith accounts ; and 
the Accormts Department should be independent of every operating depart- 
ment, but at the same time, in close and direct touch -with the head of the 
management. 

(2) The same person should not be allowed to manipulate uncontrolled 
the financial operations of the concern or to certify year after year the 
value of stock-in-trade or book debts. A scrutiny of tho most notable frauds 
in recent yearn reveals one outstanding fact, -viz., that they have been the 
result of placing too much confidence and trust in one person. Nearly all 
frauds are committed by “trusted” officials or employees; in fact their 
opportunities for fraud have arisen through their being trusted, 

(3) All officials and employees who have the handling of cash or securi- 
ties, or who are concerned wth the keeping of accounts should be required 
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to take an, annual holiday so as to prevent their having uninterrupted control 
of any part of the work. 

(4) The respective duties of each member of the staff should be properly 
arranged and clearly defined so as to be able to fix definite responsibilities 
on each person. 

(5) Wherever possible, the woi*k of the members of the staff should be 

varied from time to time. Such a shifting of duties is a very important 
part of any sound system of organization, as it is the only effective safe- 
guard against collusion. ^ 

(6) All modem mechanical devices such as cash registers, recording 
clocks, duplicMing office methods, calculating machines, etc. should be intro- 
duced so as to place difficulties in the way of fraud. 

(7) It should be so arranged that the work of each employee is checked 
by others. If this is done, fraud cannot take place without the complicity 
of several persons, and collusion seldom works successfully. Besides, if 
such checking is done at frequent intervals, fraud or errors cannot remain 
long undetected. 

(8) Method and thoroughness must characterise the , whole working 
of the business, and laxity or procrastination should on no account be 
tolerated. 

(9) Every transaction should pass through several hands in a well- 

defined manner, and there should be a written record of the part played by 
each employee. - ' 

(10) All the books, vouchers and documents should be so classified, 
filed and linked together as to admit of easy reference. 

(11) The integral sections of the business should be so interlinked one 
with the other that the entire business may run with the least possible fric- 
tion and in most complete harmony. 

-(12) The clerical labour involved should be reduced to a minimum, and 
the system introduced should be simple, workable and effective. 

It must be made clear at the outset that no set of rules for iptemal 
organization and control may be framed so as to be made equally applicable 
to every concern, as so much would depend upon the nature, size and scope 
of each business. The following general rules may, however, be employed in 
any undei'taking with necessary modifications so as to suit the particular 
requirements.of each business. 

Cash Transactions. — ^Probably, the most numerous frauds committed by 
the employees are by way of defalcations by cashiers and petty cashiers^ 
and it is necessary, therefore, that the system of control in this direction 
should be carefuUy planned and most rigidly followed. Experience has shown 
that where a cashier is permitted to receive money, retain it for an indefinite 
period, and use it, if necessary, to pay accounts, etc., and at the same time, 
is allowed to make entries in the other subsidiary books or Ledgers, there 
would be ample opportunities for him to falsify the accounts, if he be so 
minded. ; 

It would be easy for him in such circumstances to receive mone^from 
a customer and not record it, misappropx'iate the amount and write oS the 
debit balance oh the customer’s accotint as a discount or a bad debt or an 
allowance for overcharge ; or to make an entry of a fictitious purchase in the 
Invoice Book, credit the amount to a Personal account in the Ledger, enter 
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a fictitious payment in the Cash Book, and misappropriate the sum. Such 
items of fraud cannot, of course, remain long undetected as they would 
surely he discovered by a careful auditor. But, as it always pays a busines^ 
man to prevent fraud rather than allow it to be perpetrated and then seek 
to discover it, it would be worth while to consider by what means such 
defalcations by the cashier can be prevented, or, in any case, rendered more 
difficult. , _ , 

The following rules may, therefore, be laid down to be observed in 
connection with cash receipts and payments. 

Ca^' R^eipts. — (1) All letters should be opened by or in the presence 
of some responsible persons, and all cheques or postal orders enclosed therein 
should be crossed in the name of the firm and marked “Not Negotiable^ 
A list should be made of all such remittances before handing them over to 
the cashier, and the same should be compared at frequent intervals ivith 
the Cash Book. 

(2) All cash, cheques, etc. received should be forthwith entered in the 
Cash Book and paid intact into the Bank from day to day. 

(3) Specially printed Receipt Books with counterfoils should be used 
to acknowledge all amoimts received ; and no receipt should be given on 
invoices or statements. 

(4) The following rules should be observed to secure the best advantage 
from the use of Counterfoil Receipt Books : — 

(a) AH unused Receipt Books shoidd be kept under lock and key. 

(b) The receipt forms and coimterfoils should bear printed consecutive 
numbers. 

(c) Spoilt or cancelled receipts .should not be destroyed, but must 
be attached to their respective counterfoils. 

(d) After a receipt is made out and before it is tom off from the book, 

' it must be presented to the person authorised to sign such receipts, 

whose duty it would be to compare the contents wth the coimter- 
foil, and initial the same. 

(e) Any alteration of the amount or the name on 'the counterfoil 
should bear a further initial of some authorised person. 

if) Customers should be requested to make payments by cheques 
dra^vn in favour of the firm and crossed, and notice should he 
given that no receipt would be valid unless given on the firms 
printed form. 

(5) The Receipt Numbers should be given against their respective entries 
in the Cash Book in a special column provided for the purpose. • 

(6) -Whenever the size of the business wrarrants it. the actual handling 

of cash and securities and the signing of cheques should he done by a 
different person firom the one who writes up the Cash Book. , 

{<) The cashier should not be allowed to make entries in any of tb® 
Ledgers or in any book of original entry other than the Cash Boolo 

Cash Payments. — (1) All payments beyond a certain amount, say Rs. 20, 
should be made by cheques, and payments of sums less than that be' made 
out of Petty Cash. 

A proper acknowledgment should be obtained in support of every 
' j’ment, and each, such voucher should hear a consecutive number. 
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-..(3) All such vouchers should be pasted in a separate .file in a serial 
order so as to facilitate verification. 

(4) The number of each voucher must appear against the' respective 
entry for payment in the Cash Book in a special column ' provided for the 
purpose. 

(5) No cheque should be drawn for payment to a creditor for trade 
supplies, unless the periodical statement received from him is verified with 
the Ledger Account and initialled as correct by the one who did the checking. 

(6) Each such statement should -then be passed for payment by one of 
the partners, the managing director or some one in authority. 

(7) The Cash Book should be verified with the Bank Pass Book and a 
Reconciliation, Statement prepared and entered in a book provided for the 
purpose, at least once a month. This can preferably be done by some one 
other than the cashier. 

(8) The Office Cash Balance, if any, should be cpunted at irregular 
intervals and verified 'With the Cash Book by some responsible official. 

(9) All cheques should be signed by one of the partners or. by some 
authorised person. The person signing the cheques should also initial their 
corresponding counterfoils. 

(10) In large undertakings, it is often highly desirable to have cheques 
coimtersigned. But the countersignature should not be done in a perfunctory 
manner^ It would be a flagrant disregard of responsibility, if one of the 
parties signs blank cheques in advance as is often done, for the sake of 
convenience. 

J 

Petty Cash Transactions. — (!)• All petty disbursements under say Rs. 20, 
shnuld be made by the petty cashier. 

(2) The Petty Cash Book should be maintained on the Imprest System 
with analytical columns for the usual heads of expenditure. The amount of 
petty cash to be kept in the office should be limited to the reasonable require- 
ments of the business for a period not exceeding a month. 

(3) Every pa 5 nnent must be evidenced by a proper voucher. In cases 

where acknowledgments for payments cannot be obtained, a list should be 
made out of such items at the end of each day and presented to some 
authorised person for initial. ' ’ 

(4) The Petty Cash Vouchers should be numbered consecutively and 
must be pasted in a serial order, in. a separate file. The number of each 
voucher must also be shown against the entry in the Petty Cash Book for 
facility of checking and reference. ^ 

(5) The Petty Cash Book should be examined with the vouchers by 
the cashier at least once a month, before he issues the imprest cheque for 
the total amount of disbursements. 

(6) The petty cashier should not be allowed on any account to receive 
any sum, however small, other than the imprest cheques he receives from 
the cashier. 

Purchase Invoices. — ^The proper handling and record of materials and 
stores have already been dealt with at great length in the earlier portion- 
It need, therefore, only be mentioned here that the purchase invoices having 
been checked as to proper receipt of goods, the rates charged, the calcula- 
tions and extensions, must duly be numbered and filed before being entered 
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up in the invoice book. These numbers would also be shown against ^h^ir 
corresponding entries in the purchases hook for facility of reference and 
verification. An important duty of the Accounts Department would be to 
make sure that no invoice is passed for payment, except for goods certified as 
properly ordered, received in good condition and correctly charged. 

Wage Records. — ^The different methods of wage payment and the record 
in connection therewith have been discussed in the earlier part of this 
Chapter at considerable length. The principal duties of the Accounts Depart- 
ment in this coimection would be to see that the Wages Sheets have been 
made up accurately, the payments relating thereto are duly made and 
recorded, and that the various summaries as obtained from the wages analysis 
sheets tally with the corresponding summaries as prepared by file Costing 
Department. 

To help towards the proper ascertainment of true costs and to serve 
as a check upon the Costing Department, it will be necessary for the Accounts 
Department to classify the wages of each month as under : — 

(a) Wages expended on the direct production of articles, and known 
as Productive or Direct Wages; 

(b) Wages not directly connected with the production of manu- 
factured articles, but expended on maintenance and supply of services 
auxih^y to the main function of production, such as wages to foremen, 
supervisors, boilermen, enginemen, cleapers, store-keepers, time- 
keepers, wages for repairs to Buildings, Plant, Tools, etc. These are 
known as non-Productive or Indirect Wages ; 

(c) Selling and Distribution Wages, such as wages^to packers, van- 
men, packing case makers, office cleaners, etc., etc. ; and 

_ (d) Wages expended on construction of buildings, erection of 

machinery or manufacture of plant, tools, etc. These will have to be 
capitalised. 


CLASSIFICATION AND CONTROL OF EXPENSE. 

. ^coimt-keeping should be so framed and the various factors enter-' 

mg mto Factory Expenses and Office Establishment charges should be so 
systematicahy and scientifically classified and sub-divided as to serve the 
pur^ses of checking and useful comparison with the results as shown by 
the C(«t Accounts. Factory Expenses commonly known as “ Works Oncost ” 
must be properly organized and controUed with great care and skfil. As 
the term covers within itself all the expenses involved in, running and main- 
teinmg the whole of the works including the productive departments and 
In ultimately reflect itself 

hi Ihn Production, most rigid economy in management must 

be the vital concern of those in factory control. 


INWARD ORDERS^ 

is adopted, the main 

2d tU? S t before being packed, 

2ar^2. premises wthout their being properly 

articles is received, it is numbered 
entered m a book styled Register of Orders Received giving details as 
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to the date of order, order ntimber, customer’s name, date invoiced and the 
invoice number. If the order is for articles to be manufactured, the same 
must be passed on to the Works Manager and dealt with as already explained. 

(2) Either the original order or a copy of the same with necessary parti- 
culars and instructions as to packing, etc., should be handed to the Despatch 
Department, 

^ (3) After the goods ordered have been sent off, the original orders or 

the duphcate copies ■mil be returned by the Despatch Department to the 
office for the purpose of invoicing to the customers. 

(4) If the prices are not stated on the order, some responsible person 
must price the same. 

(5) On the outward invoice being made out, the particulars stated 
therein should be compared with the original order, and after the prices are 
charged and the calculations are checked, the invoice should be entered in 
the Sales Book. 

(6) The original orders after being executed should be numbered con- 
secutively and filed, each outward invoice bearing its corresponding order 
number. 

(7) In a business where a large number of orders are executed each 

day involving numerous Day Book entries, it is found more convenient to 
provide two sets of Day Books, to be used on alternate days, to enable post- 
ings to be done iminterruptedly without inconveniencing either the invoice 
or the day book clerks or the ledger-keeper. ^ 

(8) The goods ha'ving been placed together by an assistant are com- 
pared item by item by the head of the Sales Department with the order. 

(9) The outward invoice is then made out on a Manifold Invoice Book. 
One copy of the Invoice is torn out and sent to the customer and the duplicate 
carbon copy remaining in the book is used for entry in the Day Book. 

(10) Prompt attention to orders and timely despatch of goods must 
not be overlooked. 

(11) All Sales Contracts should_ be entered up in a special book, and 
orders executed against these from time to time should be properly recorded 
therein. 

(12) Where sales are effected by travellers, each traveller should be 
supplied with a Triplicate Sale Note Book in which would be entered the 
particulars of each sale. One copy of this would be given or sent to the 
customer, another would be sent to the Office, and the third would remain 
in the book for reference. 

(13) Each Cash Sale must be e'videnced by a Cash Memo with carbon 
duplicate, the latter being tom off and given to the purchaser, the original 
memo remaining in the bound Cash Memo Book supplied to each salesman. 
Every Cash Memo must have a consecutive number printed thereon. 

Travellers. — ^Where travellers are authorised ‘to collect payments from 
customers, each traveller should be supplied, with' two counterfoil receipt 
books, one being forwarded to the Head Office each week. 

It is also advisable that a guarantee insurance policy be taken out for 
each traveller. 

Travellers should not be allowed to defray their expenses out of the 
takings which should be remitted intact to the Head Office. On receipt of 
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Statement of Expenses from each traveller, the Head Office ‘will send him a 
cheque for the same. 

Branch Estahlishments, if any, should be asked to remit them receipts 
intact to the Head Office at regular intervals "or bank the same daily in an 
account opened in the name of the Head Office. 

Branch expenses should he met by the Head Office by cheques. 

To meet small disbursements, a petty cash balance should be kept at eadh 
Branch on the Imprest System. 

In order to keep the Head Office well informed as to^the transactions of 
each Branch, full details of business done by each Branch should be sent 
to the Head Office daily, weekly or at convenient intervals. Such informa- 
tion can well be conveyed by means of the following statements: — 

(a) A Receipts and Payments Account, shoving the opening balance 

of cash on hand, if any, cash receipts and payments during the 
period, and the closing balance of cash on hand, if any, 

(b) A Statement of Trade Debtors, showing the opening balance, 

total credit sales during the period, total cash and bills received, 
discount, allowances and returns during the period, and the 
closing balance. 

(c) A Statement of Trade Creditors, showing the opening balance, 

total credit purchases during the period, total cash and bills 
paidf discounts, allowances and returns diming the period, and 
the closing balance. 

(d) A Statement of Stock on hand in a summai*ised form. 

LEDGERS. 

No hard, and fast rules can be laid down as to the proper sub-division of 
Ledgers, as each case must stand on its own merits. The following arrange- 
ment of Ledgers, hov/ever, has been found to work satisfactorily: — 

All Customers’ accounts should be kept in a separate Ledger or Ledgers. 
All Creditors’ accounts should be kept in another Ledger ot Ledgers. 

All Impersonal accounts should be opened in a Ledger styled General 
Ledger. 

A Private Ledger should be kept in which would be opened Capital 
accounts, Drawing accounts, Loan accounts, Stock accounts, accounts of 
Fixed Assets, and such other accounts of a private nature in regard to 
which it may not be desirable for every member of the steiff to have 
information. 

Each Ledger should be made self-balancing so as to facilitate the 
location of clerical errors. 

The detailed postings from all the Subsidiary Books into Ledgers should 
be diockcd by some one independent of the Lodger-keepers. 

Where priicticable, the clerks in charge of the various Trade Ledgers 
snay Ik? changed about, so that no irregularity can remain for long nn- 
aetected without implicating several persons. 

No Ledger-keeper should have acce.es to the Cash Book. 
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Periodical Statements. — ^For the successful management of a business, 
it is essential that tliose in charge of its affairs shall be informed at frequent 
intervals of the financial results of that business and how these results 
compare with those of the previous periods. 

The statements that are usually prepared for such a purpose are : — 

(1) A Statement of Receipts and Payments ; 

(2) A Statement of Trading ; and 

(3) A Statement of Floating Assets and Liabilities. 

In the preparation of the Cash and Trading Statements, four money 
columns are usually employed with a smaller column to the left of each for 
percentages. The first column is used for the figures relating to the period 
under review, the second for the total from the date of previous stock-taking ' 
and the third and fourth for the same figures respectively relating to the 
previous year. 

The Statement of Floating Assets and Liabilities is usually provided 
tvith two cash columns only — one for the balance at the date of the state- 
ment, and the other for the balance of each item at the same date in the 
previous year. 

A fund of valuable information would, no doubt, be conveyed in this 
manner to those in management by the disclosure of the following important 
facts from the above Statements : — 

1. Whether the purchases have been discriminate. 

2. Whether the sales are increasing or decreasing. 

3. How the various Departments of the business are progressing, and 

whether any department is working at a loss. ' 

4. Whether there has been increase or decrease in" any business 

expense, and the reasons thereof. » 

5. Whether tiie desired rate of gross profit is actually earned or not. 

6. In a manufacturing business, how the wages as well as the materials 
consumed stand in relation to the output. 

7. Whether there has been any theft or leakage of stock. 

8. Reasons for any increase or decrease in total debtors or creditors. 

9. Whether the business is hampered for want of adequate capital, or 
whether there is .an excess of floating capital in the business, and if this 
excess could not be more profitably employed.^ 

- 10. Whether the cash resources of the business are used in obtaining 
full benefit of discounts. 

Debtors and Creditors. — ^At regular intervals, separate lists of Debtors 
and Creditors should be submitted to one of the partners or directors for 
instructions. Monthly statements must be made out and sent to the customers 
regularly. This will not only act as a gentle reminder, to customers that the 
money is due from them, but will evoke a protest from them in case the 
money is already paid by them or if there is any discrepancy. Similarly, 
monthly statements must be ui^ed from the creditors, and the same when • 
received must be checked with the Ledger Accounts and the discrepancies, 
if any, should be rectified. 
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Bad and Doubtful Debts. — ^Book Debts should be constantly • supervised 
to ascertain if any debts are overdue, so that no loss is incurred through 
carelessness or dishonesty. 

Overdue and doubtful debts should be transferred to a separate Ledger 
so that special attention may be given to the recovery of the same. 

No accoimt should be allowed to be ^vritten off as bad debt, unless the 
same has been properly authorised by some responsible person, who must 
initial the Journal Entry. 

Discoimts and Allowances. — ^Every imusual item of discount or allow- 
ance must be properly authorised. 

Filing System.— A good filing system should be introduced, the essen- 
'tial features of which ought to be 

referencing^ of the various forms and documents one to another ; 

Certainty of obtaining any particular papers whenever required; (3) 
Kapidity of obtaining filed papers ; (4) Simplicity of filing ; and (5) Cheap- 
ness of operations. \ / 


Erasimes.— -There should be no erasure allowed in the books of account, 
u any entries have been erroneously made or any figures wrongly entered, 
the same should not be erased or scratched out, but should be neatly ruled 
ou m red ink ^d didy initialled, and the correct ones entered over them, 
^umal^eijtries rectifications of errors should be done by means of 


In conclusion, it would not be out of place to mention here that in order 
to m^e a system of mtemal check and control as indicated above a success, 
^ every detail thereof should be rigidly enforced, and 

would be duty of those enjoying higher positions to take a keen interest 
m seemg that each link in the system works in perfect harmony without 
any friction. There is a further duty which the proprietors of the business 
or those m management owe to those employed under them, and that is, not 
temptation in the way of others through their o^vn 
f ^ equally the duty of the employers to see that every 

IS well paid and thus, by promoting the welfare of the 
oMhe^bSi^ss^”^'^^ personal interest and co-operation in the success 

outlines of what a sound plan of Factory 

SSS inclSion i^umerable other points' wHch naturally 

rauea tor inclusion had to be omitted for want of space Enough however, 

slandtoT SXe^nexTrh ^'^'^op^tant students towards a pfoper under- 

Sed^fvith Pacto^ ^21^ Accounting which is so Separably 
n^eu Mmn racto^ Organization, The main obiect of anv pnnrJ ivstem of 

rflruf/fSSfe oTS ’"i 1 4= 

commercial and finanoiai ® business,! viz., the p'roductive, non-productive, 
following achievements:— ^ success can only be measured from the 

reduction ts productive methods as would help towards 

(2) Complete elimination of waste in every direction ; 
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(3) Utilisation of the productive skill of the "workers to best advantage ; 

(4) Successful marketability of the products ; and, finally, 

(5) Creation and maintenance of most cordial relationship between 
the employers and the employed. 


EXAMINATION QUESTIONS. 


1. Explain the vital necessity of Factory Organization. 

2. Enumerate the important factors underlying a sound system of Factory 
Organisation. 

3. What do you understand by services auxiliary to the main service of production ? 
Name a dozen of these. 

4. What advantages accrue from giving most careful consideration to the initial 
planning and lay-out of a factory ? i 

5. What considerations should weigh with you while selecting land for a proposed 
factory ? 

C. What in your opinion should be the qualifications of the General Manager 
and the Works Manager of a large factory? 

7. What rules would you lay down for the organization of the Labour Department 
of a fairly extensive works? 

8. Describe a good system of record of wages payable to Time-Workers and 
Piece-Workers. 

9. What are the main heads for dissection of wages for costing purposes as also 
for the financial record? 

10. What are the principal points to be borne in mind for the contentment of 
workers ? 

11. Describe the different systems of wage payment. 

12. What is the chief advantage of any Premium or Bonus System of wage 

payment ? ' 

13. How should the Buying Service be conducted in a large manufacturing 
enterprise ? 

14. Describe the necessary steps in connection with the buying, receipt, inspection 
and subsequent entering up of factory purchases of raw materials and stores. 

15. What restrictions should be imposed on the issue of raw materials and stores? 

IG. What are the different classes into which Material Issue Requisitions are 

divided ? 

17. Describe the steps in connection with the entering up of Goods Received Notes. 

18. What are Bin Cards and what purpose <do they serve ? 

19. Who maintains Stock Record Cards and what benefit would accrue from the ‘ 

use of these ? - - 

20. What do you understand by perpetual stock-taking? 

21. What steps need be taken in regard to the checking, passing and recording 
of Inward Invoices ? 

22. How would you organize the Stores Service of a large manufacturing business 
so as to have an effective control over the incomings and the outgoings? 

23. How is a Works Order ordinarily dealt with? 

24. In what respects does the Piece-Work system of wage payment fail? 

23. What are the functions of the Planning and Design Service ? 

2G. What are the principal duties of the Tools Service ? 

27. Give forms of the following: — 

(a) Bin Card ; 

. (b) Stock or Stores Record Card; 
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(c) Goods Ecceivcd Note ; 

(d) Stores Issue Requisition ; and 

(e) Piece-Work Ticket. 

28. How do Time Cards differ from Job Cards ? 

29. What checks and counter-cliecks would you suggest for the preparation of 
Wages Sheets and the subsequent payment of wages? 

30. What should be the functions of the Research Service in a manufacturing 
enterprise ? 

31. lEixplain how a good Costing Service Is closely interlinked with any sound 
system of Factory Organization. 

32. Describe the functions of the Sales Department in a liighly organised factory. 

33. How can effective control be secured in the Counting House of a largo factory ? 

34. How sliould Designs and Drawings be dealt with 7 

35. What should be the duties of the Planning and Progress Department? 

36. What rules would you lay down for the handling of Cash Receipts and 
Payments ? 

37. What is the best method of dealing with Petty Cash? 

38. Explain the purposes to which Statistical Reports and Charts can be utilised 
in a large manufacturing concern. 

39. What charts, reports or graphs would the following require for their informa- 
tion from time to time as to the trend of progress : — 

(a) The General Manager, 

(b) The Works Manager, 

(c) The Departmental Manager, and 

(d) The Foreman? 

40. What rules would you lay down for a dose check on the account of Customers 
and Creditors? 

41. What should be the guiding factors in fonning a set of rules for the internal 
check and control of the Countmg House? 

42. Explain the system of Mechanical Record of time put in by workmen. 

43. What should be the principal duties of the Sales Chief in large manufacturing 

business ? /' 
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COST ACCOUNTING. 


What are Cost Accotmts ? — Cost Accounts may be defined as a set of 
accounts as will systematically and accurately record most equitable and 
scientific apportionment of the materials and stores consumed, the labour 
expended, and the works and establishment charges incimred in an indus- 
trial enterprise, so as to indicate the true cost of a job of the production 
cost per article, per ton, per barrel, or other standard quantity, not only on 
completion of the products but in their various stages of production. "Iliey 
deal with the practical administration of a factory and are, therefore, quite 
distinct from the purely financial accounts, although the. results shown by 
both these sets of accounts should be brought into as 'dose an agreement as 
practicable. In order to ensure this relative agreement and accuracy, it is 
necessary that both the cost and the financial accounts should be written up 
from the same original vouchers and records, and constructed in a manner 
as would facilitate comparison. 

Cost Accounts resolve themselves into an analysis, most minute and 
scientific dissection and sub-dissection of items in the aggregate into items 
in their most elemental stage. They serve to present an analytical view of 
the same transactions as are recorded in the financial books, so as to show the 
actual cost of production per unit of work turned out. As to what such a 
unit should be would naturally depend on the nature of works. The unit 
may be a ton of coal at a coUiery, a ton of .gteel at a steel works, a ton of oil 
at an oil mill, or a sack of Hour in a flour miU. In the case of Railways, and '' 
Tramways, the vmit will be a train nule or a car mile, and with a builder 
or contractor, it wfll'be each contract or job undertaken.-’ It will be a lb. of 
5 'arn 'in a spinning mill and a yard of cloth in a textile factory. 

Tlie main object of Cost Accounts, irrespective of the branch of industry 
to which they are applied, should always be to express faithfully and accu- 
•rately the actual cost, and the most important characteristic of any e'fficient • 
costing system should be that the burden of material, labour and direct and 
indirect expense falls where it should fall, and that no one department, 
process or product is made to bear charges and expenses which should 
have been more equitably charged to another. To instal a system of cost 
finding that would be of the highest value to the manufacturer, a thorough 
technical knowledge of the product as well as complete commercial and 
organising ability are necessary. It is impossible to malce the working of any 
business fit into a ready-made costing system. The system must be adapted 
to suit the requirements of the business ; but while introducing a system 
in any business it is desirable to proceed with caution at the outset and fo 
extend the system as circumstances would necessitate. 

Essentials of a good System of Cost Accounting. — ^To secure the fullest 
benefits from any good system of cost accounting, the following conditions 
are absolutely essential, and cannot be too strongly emphasised; — 

(1) For the ascertainment of accurate costs. Departmentalisation, of 
Works is absolutely essential, and the more perfectly this is done, the more 
effective will be the supervision and control, far simpler will be the process 
of allocation and dish-ibution of expense and more reliable will be the costs. 
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As lias already been explained in the preceding Chapter, the production 
work of any factory is always supported by a variety of auxiliary services 
which are all so very necessary for the fulfilment of the fimctions of a factory 
and which are closely interlinked with the main business of production. 
Before attempting to instal a costing system, it is essential, therefore, to split 
up “ Manufacturing ” and “ Service ” into two main sections. The “ Manu- 
facturing ” activities may then be dissected into as many Departments or 
Divisions as may be determined by the nature of the processes and the 
articles manufactured, and the “ Services ” may be divided into the different 
types of functions rendered. 

(2) If Cost Accounts are to serve any real purpose and to warn and 
guide those in management, the records should be accurate in. every detail, 
as any laxity in this respect will tend to give wrong and misleading results : 
hence, all persons responsible for these records should be impressed with 
the fact that correctness in cost accounting is as important as in recording 
financial transactions, ^ , f , - . 


(3) Prompt Cost Information, is another factor in securing . efficiency 
and is found to be of considerable value for the purpose of preparing esti- 
mates for repeat jobs, even under different market conditions, or when a 
special order or job is worked and the cost is desired immediately- on com- 
pletion of work. The cost of manufacturing material issued out to the 
various departments or jobs should be promptly reported and allocated. For 
this purpose, the internal manufacturing and stores departments will have 
to be instructed to complete their .monthly records of sffi supplies of stores 
and raw materi^ issued for manufacturing, within a few days of the end of 
each month. Simil^ly, the labour and oncost abstracts for the period will 
Imve to be promptly completed. Strict instructions should be issued whereby 
the necessary returns come, regularly to the Costing Department regarding 
all the cost, elements, for prompt and accurate entries to the various Cost 
Accounts, in a systematic manner. 


_ (4) Cost records should act as a guide for future transactions, and 
statistical data of manufacturing cost and of expense fluctuaHons must be 
maintained for the correct guidance and control of every department of the 
factory, and to serve as a gmde for future estimates, quotations and for 
nxmg prices. ' 


instructions and orders should be committed to writing, and 
speci^ly drafted schedules for accounts and printed for m.; should be used 
to suit the circumstances in each case. 


V running the system should be kept within reasonahle 

limits wad shoffid not be allowed to outweigh the advantages antTeconomies 
It van effect The miportant point to bear in mind, in every case, is that the 
systein should not be unnecessarily elaborate and that the rules must be 
equitable_ They must be simple, convenient and also a 
htUe pliant, that is, capable c. re-adjustment as and when required. 


In orIL to secure results is also very important 

results- ic comdarkU? ^ periodical tabulation of 

^ IS, i.e., comilarisons of actual cost of jobs with their corresponding 
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estimates, and comparisons of the cost of similar jobs with one another. 
These should always he supplemented by periodical reports from the Works 
Manager explaining any extraordinary fluctuations. , ~ 

(9) Hie whole system should be so arranged as to provide means of ' 
controlling in detail and in total all expenditure incurred in connection with 
production and administration, and form basis of reconciling the cost results 
with those reflected by the financial records. 

Advantages of Cost' Accoimts. — ^The advantages of Cost Accounts may 
be summarised as under : — 

(1) They help to determine the true cost of each article, process or 
contract. 

(2) They enable true comparisons to be made of the different classes 

and quantities of materials used, and also of the various methods of 
manufacture. r 

(3) They conduce towards operative efficiency of the products. 

(4) They help towards^ the prompt preparation of Cost Estimates and 
fixing of Selling Prices in Accordance with any altered market conditions. 

(5) They serve as a means of reducing cost by improving organization 
and effecting economies in methods and equipment, or by obtaining increased 
output. 

^ (6) They act as a means of control and check on the employees by 
detecting leakages or waste of material, both intentional and accidental, and 
losses by way of unremunerative expense. 

DIFFERENT METHODS OF COST ACCOUNTING. 

Just as it is impossible to devise a set of financial records as wpuld be 
equally suitable to -a banker, a railway company or a retailer, it is equally 
hard to construct a model set of cost accounts which would be serviceable 
alike to a (builder, a manufacturer of engineering specialities or a chemical 
food products company. Various methods of cost finding are thus used in 
practice, depending upon the nature of the industry and the class of jiroducts 
made, among these 'being the follo\ving : 

Multiple Costs. — ^This system of cost accounts is applicable to imdertak- 
ings where a variety of products are manufactured, which bear little 'or po 
apparent relation to each other in cost, in kind, and in tb~ ' '' "• r"'l 
variety of processes necessary for completion, and in which . ■ ■■ :■ !■/ ■ 
in parts is carried to a high d^ree of specialisation in manufacturing. 
Manufacturers of engineering 'specialities, agricultural implements, cycles, 
boots, furniture, hosiery industries, gramophones, clothing industries, 'type- 
writers, etc., apply this method of costing. 

Temunal Costs or Job or Order Costs' are employed to show the cost of 
each separate contract or job or order for definite work to be done and in 
which the costing is definite and terminating on completion of the work. This 
form of costing is adopted by Builders, Contractors, Ship-builders, etc. 

Departmental Costing is used 'where a standard product is manufactured- 
and where it is desired to ascertain' the cost of the output of each depart- 
ment separately. The method is correlated to Job or Process Costing. 
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Single' or Output Costing or Unit Costs is applied to the method of 
costing employed in undertakings which supply a uniform product rather 
than a variety of products, and where it is desired to find the actual cost of 
one unit, weight, measmement, or container, such as per ton, per yard, per 
barrel, or per sack. It is applicable to mines, quarries, collieries, breweries, 
etc. - 

Process Costs are applied where the material has to pass through 
several processes or operations before obtaining a final product or result, 
where there are by-products in many cases at different stages and where it 
is desired to ascertain the cost of each process of manufacture. They are 
applicable to chemical industries, food products, etc. 

Operating Costs is the term denoting the method employed by transport 
undertakings and by other pubhc utility concerns, where services are ren- 
dered rather than products manufactured, such as railways, tramways, 
electric, gas and water undertakings. A railway company may ascertain cost 
per ton mile or passenger mile ; an electric company per imit of electricity 
generated. 

Whichever method of cost finding is employed, it is of the utmost 
importance that the cost accounts should contain accurate records of all the 
amoimts consumed by the concern during any given period, whether such 
consumption is represented by cash, materials, or consiunable expenses 
incurred. The total revenue expenditure of a manufacturing concern during 
any one financial period would then x'epresent the cost of the prod^ts 
(finished or partly-finished) manufactmred during the same period. The 
system adopted must result in this total expenditure being distributed over 
the whole of the work executed (whether completed or in progress) by a 
process of most minute and critical analysis of each distinct head of 
expenditure. The result xvill then be the true cost of each article or a group 
of products. 

MAIN ELEaiENTS OF COST. 

The various elements which go to make up the total cost of any product 
may be divided into three main heads : — 

(1) Material, — 

(2) Labour, and 

(3) Expense. 

Material. — There are two kinds of material which enter into the factory 
cost of an article. 

Direct Material is the material of which the article is made anij which 
•can be charged directly to the job, works order or process. Material used in 
running of machinery as oil, cotton waste, etc., which, though used in manu- 
facture, does not form part of the product manufactured and which is not 
capable of being allocated to specific work is known as Indirect Material in 
costing. Thus, whereas direct material forms a part of the product itself, 
indirect material does not enter into the coi^stitution of the product. 

Labour. — -Two distinct classes of labour enter into the production of a 
manufactured article. There is the Productive or Direct Labour which 
means labour applied to a particular manufacturing operation or joh, and 
- which can he measured and directly charged to the separate products. 'There 
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is also the non-Productive or Indirect Lahoiu* engaged upon general services 
connected with the running of a factory as a whole, and 'which it is not 
possible to charge directly to any specific jobs, such as labour of foremen," 
supervisors, men in charge of power plant, builders and carpenters who do 
the factory repairs, store-keepers, time-keepers, etc. Whereas Direct Labour 
forms part of tlie Prime Cost of a product. Indirect Labour forms part of the 
overhead expenses of the factory. There are thus the direct and indirect 
producers. The direct producers are workers engaged in the main Business 
of production, whereas the indirect producers are those who are engaged in 
supplying and maintaining services which, though essential, are nevertheless 
auxiliary to the main function of a manufacturing business. 

Expense. — ^In cost accounting. Expense -is variously described as Oncost, 
Biurden or Overhead Charge. This element comprises all expenses essential 
to the production and distribution of manufactured goods, but of so general 
a nature that none of it can be charged to the direct cost of any particular 
product or group of products.. 

Direct Expenses, Works Expenses, Factory Oncost or Works Oncost is 
the term referring to all items of expenses which are incurred in the works 
proper and which are concerned with the running of the factory or plant 
and are embraced' in the cost of production. They also include expenses 
relating to works management and administration. 

Indirect Expenses or Office Oncost is the term applied to aU expenses 
which are incurred in selling the manufactured products and comprise all 
office and administration charges including upkeep of warehouse. ‘These are 
expenses with which the factory organization is not concerned, and over 
which it has frequently no control. They are also known as Selfing and 
Distribution Expenses, 

TERMS USED IN COST ACCOUNTING. 

Prime Cost of any product comprises only the direct material and direct 
labour consumed in that product. It is also loiown as Flat Cost or Basic Cost. 

Works Cost is the sum of all items of expenses incurred in the manu- 
factui’ing of any article or a group of articles, i.e., material, labour and 
factory expenses. It is Prime Cost plus the proportion of Works Expenses 
properly chargeable against the production oLan article. Works Cost is also 
known as Cost of Production, Factory Cost or Manufacturing Cost, 

Total Cost is the sum of all items of expenditure incurred in producing 
or manufacturing and distributing any product. It comprises Works Cost 
plus a proportion of Office Oncost properly chargeable to that product. It is 
also kn'own as Gross Cost or Selling Cost. 

Chargeable Expenses are those expenses which can be allocated and 
charged dii-ectly to specific jobs. 

Works Oncost is the charge made to the Prime Cost of any article or 
product to cover Works Expenses, and which serves to give the Factory or 
Works Cost of the j>roduct. 

Office- Oncost signifies the charge which is added to the Factory Cost of 
a product to cover Management, Selling and Distribution Ejqjenses, so as to 
give the Final Cost of the product.. 


854 


ADVANCED ACCOOTSTTING 


Production Unit would signify a common standard in terms of which the 
output of a works or department may be measured. 

The Relation of Cost Elements to Selling Price can best be seen by the 
following diagram ; — 



WORKS ONCOST OR FACTORY EXPENSES. , - 
Items usually included in Works Oncost ; — 

Indirect Material — Oil, Waste, rags, etc. 

Indirect Labour — Wages of Foremen,’ Store-keepers, Time-keepers, 
Care-takers, Crane Drivers, Yard Labourers, Trans- 
port Labourers, Watchmen, Cleaners, Enginemen, Plant 
and Building Repairers, etc. s 
do. —Salaries of Worlcs Clerical, Technical and Cost Clerks- 

Steam and Electric Power. 

Factory Heating. 

Factory Lighting. 

Factory Rent and Insurance. 

• Water. 

^ Repairs and Renewals to — 

w Took. „ , 

* Experimental and Research Expenses. 
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Drawing Office Expenses. 

Depreciation of Works "Building, Plant and Tools. 

Stores Adjustments — ^Deficiencies, Shrinkage in weight, etc. 

Welfare and Ambulance Expenses. 

Wastage of material, defective work, etc. 

Cost of small tools. ' 

Works Administration and Management salaries, etc., etc. " 

OFFICE ONCOST. 

Items txsually included in Office Oncost or Indirect Expenses will 
include : — 

Office and Warehouse Staff Salaries. 

"Office and Warehouse Rent, Taxes and Insurance, 

Office and Warehouse Heating and Lighting. 

Advertising and Stationery. 

Telephone and Telegrams. 

Travellers’ Salaries and Commission. 

Agency and Branch Expenses. 

Depreciation of Office and Shop Fittings, Fixtures, etc. 

Catalogues, etc. 

Directors’ Fees. 

Carriage. 

Discount, Interest and Bad Debts. 

Sundry Office Expenses, 

Warehouse Upkeep. 

CHARGING MATERIAL ISSUES TO COST. 

After all Material Issue Requisitions have been numbered sequentially 
and properly priced by the Stores Accountant, the daily or weekly totals of 
these should be ascertained and entered in a Stores Issued Book. These 
Requisitions are then handed" over to the Cost Department for costing 
purposes. Suitable rulings must be provided in the Stores Issued Book for 
an analysis of total stores issued distinguishing between direct and indirect 
material, for-it must be remembered .that material issued from the stores is 
not all chargeable to the prime cost of articles produced. Materials may be 
issued in connection with additions to plant or extensibns to buildings 
which will be capitalised, or indirect material and stores such as oil, cotton 
waste, etc., may be issued which form part of the factory oncost. 

All stores and material requisitions for each Works Order must be 
charged to the Cost Account bearing the Job or Works Order number. This 
is absolutely necessary in order to ascertain the cost of direct materials on 
each order. This can be done by taking each Stores Requisition as it is 
received in the Cost Department and posting the values to the particular 
Works Order number. When, however, a large number of orders is dealt 
with simultaneously, a better procedure would be to deal with the requiii- 
tions at the end of each week or month ^by summarising them under their 
Works Order Numbers, on Material Issue Analysis Sheets and then posting 
the total as indicated by such summary to the individual Job Accoimt in the 
Job Cost Ledger. 
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The periodical total of the material and stores allocations as ascertained 
from the Material Issue i^alysis Sheets must agree with the total of the 
Stores Issued Book for the same period. ^ 


Return of Jllaterials to Stores. — 'When any portion of materials issued 
out to a 30b has remained unused, the same should be returned to the Stores, 
buen returns are usualy accompanied by a Stores Returned Note made out 
by tne foreman of the j'ob who retains a carbon copy of the same with him. 

On receipt of the goods, the Store-keeper -will check the quantities actu- 
ally received with those entered in the Stores Returned Note, and after 
necessary enfry in the Stores Received Book and pricing the 
above Note, he will pass the same\on to the Cost Clerk. 

Requisition Notes may not get mixed up with the 

naner o?fS? latter%hould be printed on 

paper of a different tmt from that of the former. 

must^^seen°tW^^ old or worn-out parts or tools, it 

must be seen that the discarded articles are returned. 

one Job to another.— Direct transfer of mate- 
Wd that ff forbidden, unless where it is 

thfr wiU ck^s^urfnl ««°ther through Stores, 

tmLfor. t, expense and inconvenience. If, therefrre, such 

^ necessa^J^ the foreman of the job transferring the goods 

choking the the foreman receiving the goods. The latter after 

Note, will sign this form quantities as indicated on this 

checked and^mi^se^n^t^°sam^'^ Stores Transfer Notes should ^ 
to which they relate in th^MateriakS^^ Bool^^"'^ 

and fte Requisitions charged to each joh 

in^cal viSTof the thereto ^viil 

Pricuw Tf nr/l- r charged to each job. 

Jobs often becomes a com^^ pricing of materials issued to 

from time to time at materials have been bought 

tained of SeTua^tittef Ti. a proper record is main- 

thereof, there should be no the actual cost 

such cost bintr calculatetl on ti, charging the materials out at cost, 

used first. •A°simp]eillustratten purchases are 


Quantity Seceived, 


Quantity Issued, 
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Occasionally, an average price of the "materials in stock from time to 
time is ascertained and the materials issued are charged out at the average 
price. Bearing in mind, however, that the object of Cost Accounts is to 
record the actual cost and not to estimate it, the averaging of the purchase 
price should not be resorted to as^ far as possible, as it will fail to give the 
true material cost. 

A question is often raised as to whether it would not be most desirable 
to charge materials to the jobs at current market valhes instead of at cost. 
If this were donq, the Cost Accounts rather than giving the true cost of 
which any particular job is done will indicate as to what the cost would 
have been, if all materials were purchased as and when required. Besides, if 
the stores are charged out -at prices other than the cost, the stores accounts 
will show profit or loss, and this will tend to render the agreement between 
the Cost Accounts and the Financial Accounts more difficult and complicated. 
Another argument that can be adduced against the charging out of stores at 
the current market prices is that Cost Accounts should not be made to include 
the profit or loss as may arise from the efficiency or otherwise of the Buying 
Department. In all circumstances, therefore, it seems desirable that the 
issues of materials must be charged out to the jobs at actual cost,- 

Cost of Material. 

It shoud be noted that the cost of any material is not represented by its 
Invoice Price only, hut must include ail expenses thereon, such as freight, 
duty, clearing charges, cartage, etc., necessarily incurred before such mate- 
rial reaches the works. It is at this actual cost that the materials issued 
out to the jobs will be charged. 



CHARGING DIRECT LABOUR TO COSTS. 

The record of labom* as an element of cost must claim equal attention 
to that accorded to the record of materials, and the, following method might 
serve as a guide. 

To begin with, two distinct records are maintained in respect of the time 
put in by each workman, one mth the object of ascertaining the amoimt of 
wages payable to each workman at tlie end of each week or month, and the 
other to determine how much of such ^va'ges is chargeable to -each job, 
process or department. The record of Time or Gate Cards forms the basis for 
compiling the Wages Sheets at the end of each week or month, wdiereas the 
Job Cards or the Foremen’s summaries form the basis of wages analysis for 
the purpose of allocating the weekly or monthly wages to each job, proces^bv 
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or department. Besides these, there would he the piece-workers whose 
work done and the wages payable would be recorded on their Piece-’Work 
Car(k^ These will also have to be similarly analysed in order to ascertain 
the labour cost chargeable to each job or process. / 

At the end of each week or month, 'the Job Cards as also the Piece- 
Work Cards having been passed on, to the Cost Department will be analysed 
to ascertain the amount of direct labour to be charged to the respective job 
accounts concerned. The indirect labour will form part of the Works Oncost, 
iraereas'^the laboim paid in regard to extension of Works Building or 
addition to Factory Pl^t or manufacture of tools will be capitalised. Where 
a separate Job Card is not issued to each workman, the foreman of each 
Department or Section prepares a summary indicating the time employed 
y riK men on the different jobs for the purpose of helping the Cost Depart- 
ment to allocate direct labour weekly or monthly to the Job Accounts 
concerned. 


^e correct amount of the weekly Direct Labour that has been consumed 
on me_ respective works orders, departments or processes, will thus be 
ascertained and debited by the Cost Department to the accoimts of the jobs, 
departments or processes concerned, just as the value of the direct materials 
consumed ^ ascertained from the Stores Requisitions are charged out to the 
respective Job Accounts for the same period. 

With a view to differentiate between Direct Labour and Indirect Labour, 
handling of Job Cards by the Cost Department, all in- 

® different colour from those 

W note that the total amount of direct wages incurred 
period, as shoivn by the Direct Wages Account in the 
corre^ond with the total wages charged out for the 
Wages departments as shown by the 

AIJjOCATION of oncost or expense burden. 

nrodSf^ of Oncost or the Expense Burden -to the various 

Eiff importance in any system of Cost Account- 

anv imnrnriA y. o'^d^t that although oncost may be correctly enumerated, 
ShilfXd^t^ allocation of this factor to the prime cost of prodLts will le,ave 
accurate |^%P^“oipal object of costing and will give results far from 
exact amonnf dmect materials and direct labour are concerned, the 

ofa expended in the production of any one product 

or a group of products can be ^ , q acc^ately 

oTvToZi ' • - ■ ■ to P»tS ioii 

' to presents several difficulties. The first problem is 

material and direct labour) incuilld hi nr^?. (exceptmg direct 

mg repairs to plant, buildings to^s an^ distribution, mclud 

bad debts, etc. Now it is evidenf in + P5°^^siens m respecfof depreciation, 
.^otc., -^cannot be e^rUy ^certSne^ taxesf repairs, Ld debts- 

^Vet’for tbo purples of gS It 

geitmg at the total cost of each product on its 
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completion, it becomes necessary to charge to the prime cost of that product 
a percentage in respect of factory oncost and another in regard to office 
oncost. Besides, the items covered hy oncost are so numerous and varied in 
their nature that they will not all admit of being dealt with in the same 
manner. Further, the items relate to general services auxiliary to the main 
function of production and are, therefore, not specifically expended upon any 
particular item of production or job. In most cases, it becomes 'difficult 
even to say definitely the exact portion of each class of overhead burden 
which is attributable to each process, op,eration or department of the factory, 
let alone to each job. Evidently, therefore, the ascertainment and allocation 
of the oncost burden resolves itself into a matter of estimate, but such 
estimate ^ must be done on most scientific and efficient lines so as to give <. 
results bearing closest approximation to actual conditions. It is in the 
distribution and apportionment of these Overhead Expenses, therefore, that 
the "most difficult problems in Costing are met.. 

To begin with, a careful classification of all the overhead expenses of 
the business must be done on systematic and natural lines of division, as thii 
would help considerably towards the ascertainment of the total oncost as 
also its subsequent apportionment. It is equally important to note that the 
division of the nominal accounts indicating the heads of expenditure in 'the 
financial books should be made on similar lines so as to admit of useful 
comparisons. 

Having prepared a classified statement of expenses, the amounts actually 
expended during the immediate preceding year imder each of those heads 
should be set out. Necessary adjustments should then be made to any of 
these items in respect of any anticipated increase or decrease during ffie 
current year, and the result will be the estimated probable oncost expendi- 
ture of the period based on a definite output. These expenses may then be 
sub-divided into shorter periods, say weeks or months, and the weekly or 
monthly oncost burden thus ascertained should be distributed over the 
different departments of the works on some ^reasonable and consistent basis 
Avith due regard to ,the actual facts and circumstances. But these figures 
should then be subjected to a 'close scrutiny and tested in the light of actual 
facts to see how far they are in agreement with the amoimts actually expend- 
ed under each head at the close of the 'financial period, and, if possible, at 
shorter intervals. 

In a manufacturing* business where there are several distinct depart- 
ments working under different condilibns, it is absolutely essential for an 
equitable division of oncost -to ascertain the works expense attributable to 
each such department. Eadi department should be treated as a distinct 
entity, and the particular conditions obtaining in each, and the class of the 
work done therein should be closely examined and taken into account before 

deciding upon the method of allocation of each d ' ' ■ <■ .t. Thera 

are instances where different methods of oncost • „ -nd neces- 

sary in different departments of the same business, - 

To facilitate the allocation of Oncost Burden in costs, the expenses of a 
manufacturing concern are divided into two main classes ; (1) "Works 

Expenses and (2) Office Expenses. Now, to illustrate the question of sub- 
division, what is generally known as Factory Oncost or -Works Expenses may 
usuaUy be classified into the following hea^ : — 

(1) Building Expense, 

(2) Power Expense, 
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(3) Plant Expense, 

(4) Stores Expense, 

(5) Tools Expense, 

(6) Laboratory Expense, 

(7) Works Supervision Expense, and 

(8) Works Administration Expense. 

Building Expense. — ^Under this head will be grouped all 'expenses neces- 
)ary towards the maintenance of the Factory Building and running it fox 
^)roduction purposes, such as : 

Factory Bent and Taxes ; (2) Factory Building Repairs, Insurance 

^preciation ; (3) Factory Lifting, Heating, cleaning and painting; 

Water consumed ; (5) Maintenance of Elevators ; and (6) Sundry 
Expenses appertaining to works building. 

The to^ expense thus ascertained in making the building useful for 
manufacturing business -tvill be of considerable value for comparison pur- 
poses. Even where the Factorj' Building belongs to the manufacturer, a fair 
rate of interest should be calculated on the capital outlay on factory land 
and huildmg and the same should be included as rent cost. 

j. Budding Expense, having been ascertained, may then be 

^stnbmea over the departments according to the respective floor space 


Power Expense will include : (1-) Cost of Fuel, Oil, etc. : (2) -Motive 
Power co^umed; (3) Stoking; (4) Labour and attendance; (5) Repairs 
to Power House ; (6) Depreciation to Power House and on power producing 
puant; f7) n^rance of Power House and Power Plant: (8) Water con- 
sumed; and (9) Svmdries. > \ J ' 

Where the manufacturer generates his own power, the total expense of 
power production %vill help him to compare the cost per rmit produced 'ivith 
tne cost of unit supplied from an outside source. Besides, useful comnarison 
can be made of the charge imder this head from period to period. 

total Power Expense may be allocated according to the horse-power 
oy®d m each shop or section of the factory, or in accordance with the 
actual consumption, if this can he measured. 

V, comprises (1) Plant Maintenance Expenses ; (2) Belt' 

hgs. Oil, Cotton-waste, rags, etc. ; (3) Plant Repairs : (4) Plant Insurance ; 
«fed (5) Depreciation of Plant and Machinery. 

For costing pmposes, an amount representing the actual shrinkage in 
me value of the plant from year to year should be brought into account. In 
a l^e mctoiy employing costly machinery, the question of Depreciation 
Winch nattily 'becomes a vital factor can be most satisfactorily d^t with 
by ^mtainmg a Plant Register, wherein should be recorded full details of 
each a^ every machine or section of machinery as and when acquired. The - 
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The total Plant Expense may be apportioned oyer the different depart- 
ments accordmg to the nature and value of the machinery and plant in each 
department. 

Stores Expense would cover (1) Wages of store-keepers ; (2) Lighting 
and heating of stores ; (3) Maintenance of stores fixtures and fittings ; (4) 
"Insurance of Stores ; (5) proportion of Building Expense fairly attributable 
to the space occupied' by file Stores Department ; and (6) Salaries of Store 
Clerks. 

The total Stores Expense may be distributed over the several depart- 
ments of the factory in proportion to the value of stores consumed by each 
department. 

Tools Expense will comprise the Salaries and Wages of Clerks and 
others employed in the tools section, cost of materials and labotn- consumed 
in tool repairs, and all Sundry Expenses incurred in running this service^ 

Laboratory Expense will include Salaries and Wages of Laboratory Staff, 
all labour and material consumed in experimental and research work, labo- 
ratory heating, power consumed, etc. 

V^orlis Supervision Expense will include wages and salaries of overseers, 
foremen, etc. 

Works Administration Expense will cohiprise salaries of Works Man- 
agers, Superintendents, costing staff, design and lay-out work staff, etc. 

It needs to be pointed out, however, that the above presents the barest 
outline of the manner in which any suli-division of expense can be made, 
but the actual method to be employed in any business for the’ purpose of 
classifying and aftportioning the expense burden must be determined upon 
after a very close and critical study of the nature of the business and the 
actual conditions obtaining therein. 

METHODS OF ALLOCATION OF FACTORY ONCOST. 

The following are the several methods used for the purpose of allocating 
Factory Oncost : — 

(1) On the basis of direct (productive) wages paid. 

(2) On the basis of direct (productive) hours worked. 

(3) On the basis of the running time of the machines, i.e., machine 
hour rate. 

(4) A combination of the machine hour rate for machine expenses 
and of man-hour rate for other works expenses 

(5) On the basis of prime cost of the products. ' 

(6) On the basis of putput of each department. 

Direct Wages or Direct Labour Cost Method. — ^By this method, v the 
amount of direct wages eiipended bn any job is adopted as the standard^of 
measure for the charge in respect of works oncost. It is most commonly 
used on account of its extreme simplicity^ 

The Direct Wage Rate is obtained by first ascertaining the percentage 
that the estimated works joncost attributable to a department bears to the 
amount of its productive wages for the year-. Each job is then charged with"; 
this percentage on its direct wage cost to obtain its work cost.' . 
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Subject to proper departmentalization, this method wll give fairly 
accurate results only where all the work is done by hand, where the rate of 
pay received by workers is fairly uniform and where the use of machine^’’ 
is more or less negligible. Thus, it can' only be applied ■with advantage in 
a business where the same class of labour is employed on all the jobs, e.g.. 
entirely skilled labour or entirely .unskilled labour of the same class, or 
wliere the. general proportion of skilled and tmskilled. labour employed on 
all the jobs is similar. Building Contracts, Road Works, etc. would be good 
examples. Where, however, it appears that the relatwe amount of wages 
varjc.s materially as between one job and another, as where some jobs employ 
only skilled labour, others partly skilled and partly unskilled, and others 
unskilled, in continually varj’ing proportions, it will he found that the alkca- 
tlon of works onco.st based on the amount of wages paid would unduly hiunen 
such jobs v/hich employ skilled labour, v/bilst it would fall unduly lightly 
on other jobs employing unskilled labour. For it is evident that if higWy 
.skilled and unskilled operators are employed in the same department, alloca- 
tion of supervision expense should be in inverse proportion to the rate ot 
wages, for the latter would need more superwsion than the formei'. Tl'*® 
result would be that the works cost of each individual job arrived at on tlic 
"■basis of direct v;age.s would he misleading. .In such a circumstance, tlic 
ailocat’on based on the number of labovn hours would meet the case more 
equitably. 


Again, where the v/ork is done partly by hand and partly by machincOt 
true costs are not possible by this method, as the job requiring the 
c::pcn.sivo machinery and the job requiring all hand-work ^vi]I botli have 
to bear the same percentage of worlcs expense calculated on their relative 
dSr«?ct wages. Thi.s will lead to wrong results, as it is evident that a 3°® 
v/nich requires the use of machinery should be charged with a larger inca- 
sure of works expense than the one Which requires little use or no ■use •’it 
fill of machinery. It need hardlj' be pointed out that rent, power, p’fy 
maintenance and depreciation and indirect material arc all expenses whicn 
have Si direct bearing on Rie .size and nature of the machines and not ott 
the rate of pay received by the workers. 


Ilirect Labour-hour Mctliod or Man-hour Mctliod. — ^Undcr this inetliodi 
instead of fixing the rate upon the total amount paid in wage.?, the oncos 
is allocated on tlte ba'j3.s of the number of hours worked by the direct wa.gc 
t ;-.rncr,'. The total number of direct labour hour.s of each department^ 
rtained and divided into the total works expenses attributable to tnn 
d<*p;>rtn.cnt, jhc resultant figure being wliat is cnllt-d the Direct Labour 
ilaur I, 'ate, 'riiin method gives more accurate rcstilts than the pcrcentafo on 
d.re-t wag! beenuso it takes into fsccount the cloment of time taken by ta* 
n-orken, fud the mmnmt of onosst Is not nffecled by difTorenee in riite» ot 
pe.v, ^'hus, if two workers paid on piece-work metimd, art* engaged 
uUiiUt worl:. and viiereas one takes 20 hours ia complete the job. the 

3-1 hour'-i, the irtter v,oy*d u'-e more pm\>er;r:mpervi«.ion. pfent miita 
£n-at>',v^i 3 a| d'-pc^eijaeni, Ugl.-, etc. then the former. As liie am-'-'unt 
.'t cfwn'-ed uii'IcT mrtiiod Would I'se in proportion to tlw labour hour;*, 
u V- .u,n j ft he hnier 'A-iil \^r a rne.'inire of onco*t 

. ..jrs; ft 'iiii'i ♦.su< prcn'inc-; cgatH't route of the ttnontafiet 

i.v-' tipjj j,%e dir^sTt vfj'f'i 
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results in a business where the use of machinery is subordinate to the use 
of hand labour. 

' It must be noted that for the purpose of this method, only direct labour 
hours (i.e., number of hours the productive workers were engaged) are 
taken, and the number of hours worked by indirect labour is excluded. As 
a matter of fact, the amount of indirect labour will form one of the component 
items of Worlcs Oncost. 

Machine Rate or Machine-hour Method. — ^Where the nature of the busi- 
ness is such that the whole of the machinery is continually employed in 
manufacturing operations, it is evident that, in that case, the time occupied 
by the machines would be a guide to the genei-al works expenses incurred, 
and an houi'ly burden based on tlie ninnber of woi’king hours of the machines 
can in that case be more appropriately adopted. This method is thus found 
to be equitable and is particularly used in highly organised engineering busi-- 
nesses, where most of the work is done by costly machines. In such cases, 
from .the standpoint of costing, the machines stand to become the controlling 
factor rather than the operators, as a large part of the total oncost expense 
centres round the machines and not the operators. The direct labour cost in 
such a concern being relatively a small proportion of the direct manufactur- 
ing cost in which the machinery maintenance and depreciation, tools and 
cost of running the machines are predominant, the machine-hour rate yields 
more accurate results. • ; 

Under this method, the total works expenses are first analysed into 
departments and the amount of expenses attributable to each department 
is -then distributed over the number of machines or group of machines in 
that department. This gives the proportion of expense per machine or a 
group of machines, and the figure is then divided by the number of pro- 
ductive hours it is estimated each machine or group of machines will run 
throughout the year at its full normal capacity. The i-esult will be a machine 
hour rate. ' _ ’ i 

The most difficult part of the work in this connection is the ascertain- 
ment of the correct amount of expenses attributable to each machine or group 
of machines. In order to arrive at a correct allocation of expenses in this 
direction, the amount of works cost of each department will have to be most 
carefuUy and scientifically analysed. There are some items which are directly 
governed by the nature of the Machines, such as power consumed, repairs, 
maintenance and depreciation of plant and indirect materials consumed! 
There are other items which will bear allocation on the basis of the floor 
space occupied by the machines, such as maintenance, repairs and deprecia- 
tion of building, insurance, rent and taxes of buildings. 

The power expense will be apportioned on the basis of power consumed 
by each machine. Plant depreciation, repairs and maintenance in connection 
j/ith each machine can be easily ascertained separately. 

Miscellaneous supplies such as oil, beltings, cotton-waste can also be 
separately ascertained, where the machines are costly, by maintaining a 
record of stores issued to each machine, otherwise the same would be appor- 
tioned over the machines on some sound and reasonable basis. 

In regard to expenses other than the above which are not so direct 
anf! cannot be definitely attached to particular machines, such as works 
management, organization and other indirect labour such as wagbs of watch- 
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men, caretakers, shop cleaners, crane drivers, etc., the same may be allocated 
on some equitable basis having due regard to the nature of the business. 

A great bulk of the factory expenditure is thus brought into compl^fi 
control and* is allocated most equitably. Besides, the ascertainment of the 
machine-hour rates provides clear and detailed information as to the expense 
of operating each machine. 

Records will have to be maintained in this case by the operators of the 
machines to indicate the time occupied by the machines on each job and the 
Job Account is then charged with this npmber of hours at the hourly 
machine rate. 

Combined ‘ Machine-hour ’ and ‘ Direct Labour ’ Metliod. — ^Where Ae 
work is done partly by machines and partly by hand labour, a combination 
_ of Machine-hour and Direct Labour Hour Method is used for the purpose 
* of allocating the oncost charges. Such expenses as are inseparable from the 
nmning of the machines are allocated on the basis of the Machine-hour rate, 
and the other expenses which are not directly attached to the machines are 
allocated on the basis of the direct labour hour. 

Percentage on Prime Cost Method. — This method is most inaccurate 
unreliable of ah, and yet it is the most popular on accoimt of its simplicity- 
Under this method, the percentage which the works^,oncost bears to the 
total prime cost (i.e. direct material and direct labour) is ascertained ana 
each job is then charged with that percentage on its prime cost as ns 
share of burden in respect of works oncost. As a rule, works expenses 
seldom, if ever, have any direct relation to the value of direct material usea, 
and by applying to total prime cost a uniform percentage in respect of works 
oncost burden, a manufacturer opens himself to serious risks of getting 
altogether vTong information as to the ultimate costs. 

The following illustration will serve to clearly indicate the fallacy of 
this method. If we assume that during a given period the total direct xnate- 
rial consumed in manufacture of articles amounted to Rs. 50,000, the direct 
wages to Rs. 75,000 and the factory expenses to Rs. 1,00,000, the total factory 
oncost works out at 80% of the total prime cost. We may further assume 
that included in the articles manufactured was a product whose material 
cost came to Rs. 800 and direct labour Rs/ 200 and there was another whose 
material and labour cost worked out at Rs.^ 200 and Rs. 800 respectively. 

Now, if the percentage of the factory oncost is calculated on the prime 
cost basis, the amoimt of oncost chargeable in both these cases will be, the 
same as shown below : — 

First Article Spj^nnn ArtsAe. 

Rs 

Direct Material = 800 

Direct Labour = 200 


Prime Cost = Rs. 1,000 

Factory Oncost 80 p.c. 800 


Factory Cost = Rs. 1,800 


It is a matter of common knowledge that the Factor\’^ Expense of manu- 
tactunng any article has a direct relation to the number and nature of the 


Direct Material : 

Direct Labour : 

Prime Cost ; 

Factory Oncost 80 p.c. 

Factory Cost : 


20i 

800 

Rs. 1.000 
800 

Bs.^5^ 
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manufacturing operations through which the material passes. Evidently, 
therefore, it may reasonably be inferred that, in the second case, where the 
labour cost forms an important factor, the material must haye rmdergone a 
considerable number of manufacturing processes. It would equally follow, 
therefore, that it must have consumed factory rent, lighting, heating, power, 
depreciation of plant and supervision in a larger measure than in the case 
of the first article. It is clear, therefore, that this method of allocation of 
Factory Oncost by way of a percentage on the Prime Cost is incorrect and 
misleatog in a case where material and labour cost of each individual pro- 
duct are considerably in varying proportions. 

In view of the above facts, it may seem that the allocation of the Factory 
Expenses on the basis of labom cost of each article would be more appropriate 
in the cases quoted. Allocating the Works Expenses on the basis of the 
wages paid, the works cost of each article would work out as imder : — 

As the direct wage for the period amounted to Rs. 75,000, and the total 
Factory Expenses covering tlie same period amotmted to Rs. 1,00,000, the 
Factory Expense amotmts to 133-1/3 per cent of the direct labour cost. The 
total cost in each case would appear thus: — 

First Article. Second Article. 



Rs. a. 

P. 


Rs. a. 

P- 

Direct Material 

. . 800 0 

0 

Direct Material 

., 200 0 

0 

Direct Labour 

.. 200 0 

0 

Direct Labour 

.. 800 0 

0 

Prime Cost = 

•Rs. 1,000 0 

0 

Prime Cost = 

Rs. 1,000 0 

0 

Factory Oncost — 



Factory Oncost — 



133-?./3% of the 



133-1/3% of the 



Labour Cost 

. . 266 10 

8 

Labour Cost 

. . 1,066 10 

8 

Factory Cost = 

Rs. 1,266 10 

8 

Factory Cost = 

Rs. 2,066 10 

8 


Comparing these figures with the cost as ascertained under tKe first 
method, we tod that the first article was over-valued to ^ the extent of 
Rs. 533-5-4 and the second article was under-valued tb the extent of 
Rs. 266-10-8. 

We will now take the case of a third article which cost Rs.. 400 in 
material and Rs. 600 in direct labour, the Factory Expenses being 133-1/3% 
of the wages cost, the same as above. In this case the Factory Cost will 
work out thus : — 




Rs. 

Direct Material = 


400 

Direct Labour = 


600 

Prime Cost = 

Rs. 

1,000 

add Factory Expenses 



133-1/3% of Labour 



Cost 


800 

Factory Cost = 

Rs. 

1,800 


The result obtained in this case is the same as in the first method. 
This is because the material cost of the article in question bears the same 

55 
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proportion to its labour cost as the total material cost of the period bears to 
its total labour cost. It follows, therefore, that under the method of allocat- 
ing the Factory Expense on the Prime Cost basis, only those articles in 
which the proportions of material and labour costs are approximately the 
same as the proportions between the total material and t6tal laborrr would 
be said to be properly priced ; whereas those in which the proportion of 
material cost happens to be higher would be over-priced by being imneces- 
sarily burdened unth a larger measure of factory expense, and those in which 
the proportion of labour cost happens to be higher would be under-priced 
by being charged Avith a lower proportion of Factory Expense than would be 
deemed equitable. 


Output B&sis Method. — -This method consists in allocating the oncost 
at the rate of so much per ton or other unit of production. The rate per 
umt of production is obtained by dividing the total estimated oncost by the 
total estimated output of units. In order to ascertain the oncost charge 
applicable to a job, the rate as above ascertained is midtiplied by the output 
of units appertaining to that job. 

This method can be usefully employed in a case where the class of 
output IS constant, where the products have to undergo several chemical 
or otoer processes in the course of production, and where the workers have 
to attend to more than one job at a time. 


/•}■> Office Oncost — Office Expense is generally sub-divided into 

ani i.e. expenses relating to Business Management, 

j ® ® j Distribution Expenses, i.e. those incurred in disposing 
producte. ^ these expenses relate to trading and not manu- 
wl evidently, therefore, v/ill not form part of the Factory Oncost, 
and will nave to be treated separately. ^ 

Administration Expenses will include : 

Office Staff Salaries 
Office Management Salaries 
,, Directors’ Fees 

Office Printing and Stationery 
Office Rent, Taxes and Insurance 
Postages and Telegrams 
Telephone and Other Charges, and 
Depreciation of Office Furniture. 

Selling and Distribution Expenses will include: — 

Salaries of Salesmen 
Comnussion to Salesmen 
* ' Salesmen 

Cost of Catalogues and Price Lists 
Branch and Agency Expenses, etc. 

the different Office Oncost is allocated towards 

on the tVorfe Cost. This methrn1°^ Processes on the basis of a percentage 
■'.vicre ffie products are of such a 'vill give accurate results only 

of m tho Kimo market and by meaS*o^ disposed 

ho%vc%’er, the nature of tho burin^cc ° same sales organization. If- 

■•quire more costly advertising products of one depart- 

:j i ^ odvertismg orgamzation than those of another. 
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then, in such cases, the Administration Oncost must be separated from the 
Selling and Distribution Oncost, and whereas the former may he distributed 
over the different jobs by way of a flat rate on their respective Works Cost, 
the Selling Oncost may he distributed over the different departments on 
some other fair and equitable basis having due regard to the circumstances 
of the case. 

SOUND ORGANIZATION mOISPENSABLE TO GOOD COSTING. 

''With a view to enable the student to fuUy realise what sound organiza- 
tion means and to what considerable extent it helps to secure economy in 
costs, it has been thought necessary to briefly recapitulate here what has 
been elaborately explained in the previous chapter. 

It can hardly be sufficiently stressed that any system of cost accounts -to 
be sound and reliable must be supported by an equally sound system of 
works organization and control. In any factory, efficient organization must 
materially assist in efficient costing ; but accurate and economical costs must 
be the basis of the organization, and unless this fact is kept in mind, organi- 
zation is obviously of no avail. To a manufacturer, the question of cost is 
ever to the fore, and scientific organization must help him in keeping his own 
costs down to the lowest level proportionate to his production. The question 
before him is not to produce at any cost, but at a price as would defy 
competition and yet leave him a margin of profit. It is impossible for cost 
accormts to indicate to the management any inefficiencies, and the extent 
of the various forms of waste, or reveal the sources of economies in produc- 
tion, unless they are linked with a suitable system of works organization 
based on scientific and intelligent lines. 

As economy in production should be the key-note to success in any 
manufacturing business, the whole organization must strive towards scientific 
planning, sound direction and efficient co-ordination and control of men, 
machines and niefhods. The economical use of machines, control of methods, 
the determination of most suitable material, equipment and economical pro- 
cess, standardization of products, constant experimentation towards improve- 
ment in design and methods of production are all highly essential towards 
stimulating and aiding more profitable development. Ihere should be a 
complete inter-locking of the activities of the various individuals and groups 
of individuals carrying out the objects of the estabfishment in such a manner 
as would enable them all to co-operate for the common good, promptly, 
harmoniously and economically. There should also be definite lines of super- 
vision and delegation of authority. 

Economy of operation must depend on the supply of raw materials, fuel 
or power at favourable rates, an adequate local supply of efficient labour, 
the nature and cheapness of transportation and the proximity of markets. 
All these factors, therefore, need to be most critically examined before 
selection of a site for manufactiming purposes. 

The Plaiming Department must determine the machinery and plant 
necessary for producing a good output, and mu^ see to the most efficient 
lay-out of the machinery for this purpose, by a proper disposition of the 
processes and macliines, with due regard to the nature of the industry and 
with ample provision for future expansion. While co-operating with the 
Design Department wifh a view to economy in manufacture, the Planning 
Department should also prepare and issue necessary instructions with regard 


J 
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to the proper perlormnnce of jobs nntl routine work through the various 
sections of the Factory. 3 

The Design Department must design the in-oducls to f f ‘ la 

ascertain the most up-to-date and cconomica “^^^poHance, 

view of the fact that the relation of design to cost is 
simplicity in design should receive most careful consideration, and •> 
sation should be resorted to wherever possible. _ 

The Progress and Inspection Department will see that the ^ 

issued by the Planning Department arc being stricUy cornphed wiUT. in ^ 
would also ensure that the capabilities of all the manufacturing depa 
and machining operations are utilised to their fullest extent, 
control departniental progress and transport. This i,„.gve 

examine and pass: ( 1 ) Raw matcriaLs by quality tests; ( 2 ) 51 

operations ; ( 3 ) efficiency of macliincs ; ( 4 ) running cost of ’ r 1 

finished parts acquired from outside sources ; (6) sub-a.ssemblics ; tD . ,i 
erection ; and (8) loose accessories. Tlie work must be done systema 
and expeditiously^so as to facilitate production and not to retard ’ 

and thus help towards economical manufacture by intelligent supervi 
and elimination of waste. . 

As proper selection and economical buying of raw ni.aterials 
considerably towards efficient production, the Buying if,.. ,,0^1 

be organized on sound lines. All purchases should be elTccloa t _ 


authorised cbaimels, and the authority to issue purchase requisitions 


should 


be strictly defined and rigidly adhered to. There should be a precise ,sy 
adopted for checking the receipt of materials and stores and the subsequ 
payment therefor. A system of critical inspection of the materials p 
chased to determine how far the quality supplied agrees noth the P^^^ 3 
orders should be rigidly applied. An efficient system of matorim 
is highly essential for ascertaining the material cost of every finished p 
duct or job, and for locating and preventing leakage or wastage . 

defective work, pilferage, or lack of appreciation of the value of by-prudu ^ 
There should be frequent comparison of actual consiimption gt 

finished products against standard consumption. Such a procedure wd 
once bring to light any lealiage or wastage. . 

' There should also exist a system of Stores Organization 
which would always ensure a sufficient quantity of materials and sp 
parts on hand so as to help towards continuous production without 
hitch, and would at the same time prevent any unnecessary locking 
capital. The methodical anangement and proper handling of stores, 
control over the receipts and issues as would prevent waste, pilfering a 
the accumulation of duplicate and obsolete stores, and a perpetual inven 
system must all form part of a good system of Stores Organization. 

Lahouf being the most vital element in manufacturing, the 
force must be directed and controlled in a manner as would secure m 
efficient individual' as well as total efforts. Experience has sho'\A^ ^ 
sympathetic handling of labour must be taken as an essential factor in co ^ 
tributing towards success in this direction. Any one of the different 
of wage payment -may be employed as would offer to the workers , 
satisfactory form of incentive towards giving their best and would te 
towards equity and economy.. The system of Avage records must ®”^g 
that each job or standing order is charged with its correct wage cost, t 
labour efficiency of the works -will have to be continuously measured 


3 
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definite intervals by regular comparisons of labour cost per unit. An atmos- 
phere of mutual trust and good understanding between the employers and 
the employees, sufficiency of wages, good working conditions, proper housing, 
recreation and educational facilities, medical relief, etc., will all go a great 
"way towards promoting highly efficient labour conditions. 

There should be an excellent system of Plant Maintenance as will main- 
tain the plant in a liigh standard of efificiency so as -to ensure smoothness 
and regularity -of the flow of production, improve the quantity and quality 
of the output, and reduce delays resulting from break-down to a minimum. 

The Tools Organization will keep a complete record of the stock of tools 
and also of aU tools issued to the different sections of the works and those 
returned to the tool room for repairs or replacements. The tool room should 
be kept in a well-arranged form and the tools store should be properly 
classified so as to enable the issues to be made to the several manufacturing 
departments immediately on requisition. This department is also responsible 
for maintaining all the tools in an excellent workable condition. ' It should 
further see that all repairs and alterations are carried out without any delay, 
and any special tools, if required, are immediately taken in hand for 
manufacturing. 

The Estimating Department must provide estimates to be filled in tenders 
or quotations, and unless the work is done on most careful and scientific 
lines, any under or over-estimate must result in a loss to the concern. On 
completion of a group of products or a job, the costs must be compared 
with their relative estimates so that the accuracy or otherwise of the pre- 
determined figures may be revealed. Where previously ascertained costs 
are utilised as a guide for future estimates, they must be adjusted in the 
light of current fluctuations in the-^cost of material, wages or expenses. 

Accurate, comprehensive and comparative Statistics, Reports and Charts 
appertaining to the diverse activities of the works ar^ indispensable towards 
scientific administration of any business. Thus,' Statistical Reports and 
Charts relating to current material prices, wage rates, operating efficiencies, 
amount of over-time, short-time or spoiled time, comparative material, wage' 
and expense burden, comparison of estimates with actual costs, progress of 
production and varied other matters must necessarily be supplied to the 
executives to keep them well informed with the numerous activities of the 
business. But statistical data and reports will be helpful oiJy to the extent 
to which they supply accurate information., Great stress should therefore 
be laid on the care and accuracy with which they are compiled. 

Records are indispensable to the Successful administration and control, 
and must cover all the aspects of the business" including material records, 
wage records, production quantities and costs, expense records, sales 
statistics, finance, etc. 

No organization would be complete unless it embraces within itself Sales 
Function. The Sales Organization must include advertising, display of pro- 
ducts and all other means of publicity'so as to bring the goods to the notice 
of prospective purchasers. It must also make constant efforts in the direc- 
tion of investigating fresh and potential markets for the distribution of 
products. The varied activities involved in the process of advertising, market- 
ing, selling, distribution and transport should be carefully devised and 
co-ordinated so as to give highly" efficient results. The Transport Organiza- 
tion must function in order to convey the finished goods to the customers 
by most economical and expeditious means. 
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In order to secure maximum efficiency, each section of work shoiild 
be assigned to most suitable individuals or group of workers^ Each UMt 
of Organization must be* made self-sufficient with a highly qualified official 
at its head, who would be solely responsible for all the functions affecting 
his Department. All these departmental heads will in their turn be under 
the direct control and able guidance of the works manager who must un- 
doubtedly be an expert in the particular line of industry, and whose whole 
endeavour should be to secure the closest co-operation and co-ordination 
of all the varied activities of the factory in order to achieve economic and 
efficient results by means of well regulated administration and control. 

It is only when a costing system is thus inter-linked with a thorough 
orgaimation of the varied functions of a Factory as summarised above, 
that it ^viLl give the most satisfactory and reliable results. A good costing 
system thus proves a very valuable investment inasmuch as it not only helps 
to ascertain the true cost of any job, a product or a group of products, but 
provides valuable data for future estimates, detects inefficiencies and waste, 
whether of materials, time or expense, or in the use of machinery, equip- 
ment and tools. With the help of highly efficient organization, it should 
also^ reveal sources of economies in production having regard to methods, 
equipment, design and output, and should further provide a reliable check 
on the periodical manufacturing, trading and profit and loss accounts, 

, mistake is ^ often made of planning a costing system on an elaborate 
and a disproportionately costly scale' from the very commencement, and 
attempts are then made to so align the business as to fit in with the 
system aheady installed. As a result of such faulty procedure, cost accounts 
are naturally found to be too expensive and cumbersome for practical pur- 
poses. Any costing system to be of real service should be allowed to evolve 
^adually with due regard to the requirements of the business, and once 
the system Js introduc^, any subsequent changes therein should be effected 
as expraence may demand after most careful consideration and without 
undue disturbance to the existing routine, so that the necessary -alterations 
may be fitted mto the organization already set up. 

RECONCDLIATION OF COST ACCOUNTS WITH 
FINANCIAL BOOKS. 

No system of Cost Accounting would be complete if it fails to provide 
means for reconciliation of Cost figures with the figures of corresponding 
items as disclosed by the Financial Books. 


Material.— -The issues of direct materials and stores to the different jobs, 

be analysed from, the Stores Issue Eequisi- 
Costing Department to the accounts of the jobs, 
SimlSirS. concerned, weekly or monthly, as the case may be- 

ill’ S stores returned, if any, would be analysed 

aSunt of Returned Notes and credited weekly or monthly to the 

RoTumoTNote'^uM or Anal^ Si thTtofal Jlo Slows 

netumed Notes would serve to indicate the total value of direct material 
co»^od charged to the Coai AccounU d»“g?„rpartSS perioS. 

sHion Indirect Material and Stores would be evidenced by Bcqui- 

silion Notes of quite a different colour so as to obviate i^r^hance of thesa 
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being mixed up or taken for Direct Material Issue Requisitions. These 'woulc 
also be analysed weekly or monthly and would be included in the WorkE 
Oncost. ' 

In order to facilitate comparison with the record of similar items in the 
financial books, two separate accounts must be maintained in the General 
Ledger — one for Direct Material and another for Indirect Material. All pur- 
chases of productive material would be debited to the Direct Materials Account 
and those of Indirect Material to the latter account. Both these accounts 
would be credited with returns to suppliers, if any. No entries would be 
made in the financial books in regard to the issues thereout. At balancing 
time, the stock on hand of Direct and Indirect Materials would be separately 
taken and valued at cost. If from the total purchases of the period plus the 
Opening Balance, if any, the closing stock is deducted, the balance would 
represent the value of materials consumed of each different type during 
the period. These figures should necessarily tally with the corresponding 
totals of all the Direct Material and Indirect Material Abstracts for the 
period as made out by the Costing Department Jrom the Material Issue 
Requisitions. In actual practice, there will always be a small difference on 
account of leakages or breakage, but this should not exceed a certain small 
percentage. In this manner, a most Useful and necessary check will be 

maintained on the direct and indirect materials dealt with. 

/ 

Chargeable JExpenses. — In order to maintain a check on expenses 
specially incurred -and directly attributable to any jobs or departments, a 
separate Nominal Account headed “ Chargeable Expenses ” must be opened^ 
in the General Ledger. These expenses would be analysed weekly or 
monthly by the financial department and passed on to the Costing Depart- 
ment in order that the accounts of the Jobs or. Departments concerned may 
be charged therewith.' ^ 

Direct or Productive Wages . — As already explained, these would be 
independently analysed by the Costing Department weeldy or monthly from 
the Job or Piece-Work Cards or Productive Wages Abstracts as made out 
by the Foreman of each department, and from there each Job Account, 
Department Account, Process Account or Standing Order No. will receive 
its respective debit in the Job Cost Ledger. The total of these Productive 
Wages Analysis for each week or month must tally with the total of Pro- 
ductive Wages for the same period as ascertained from the financial books. 
Similarly, an abstract will be made out of Indirect Laboru- for the same 
period by the Cost Department and agreed with the total Indirect Labour 
incurred as shown by the financial books. The analysis of direct labour as 
made by the Costing Department will be with a view to ascertain how much 
of it is chargeable individually to the products worked during the period. 
The analysis of the indirect labour will be with a view to find out what 
wages were incurred in running the different services subsidiary to ' the 
main function of production, so that they may be included in the Works 
Oncost under their legitimate heads. Here again, to serve the important 
purpose of reconciliation of the cost figures with their corresponding items 
in the financial books, the total amoxmt of wages for the week or the month 
debited to Wages Account from the Cash Book in the first instance will 
have to be subsequently analysed. The analysis, in this case, will be with 
a view to ascertain the wages .payable under each of the follomng heads : — 
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to be capitalised. 


Direct or Productive Wages 
Wages for ere^ction or extension of Building 

Wages for manufacture of Tools. 

Labour in respect of repairs to Buildings 

do. to Plant 

„ do. to Loose Tools 

oundry Indirect Labour. 

with their respec&^e ^mint debiting each of the above accounts 

ear respective amounts and crediting Wages Account. 

of the Dire^ Tndlr^of t of the weekly or monthly amounts 

with the figures anneaHna analysed by the Costing Department 

books for the samt ^ f their corresponding heads in the financial 

both the Costing D^ar^" ^^^ed hardly he mentioned that inasmuch ^ 
necessary data from tfiA Financial Department compile their 

Cards, Se Sc^Tork r.T viz., the Time Cards" the Job 

matically foUows Abstracts of Wages, it auto- 

Labour as ascertained by eacW the^ "d 

necessarily tally. ^ n or tnese departments independently must 

to each department Works Expenses attributable 

he estimated in the first in^rfan ^ ^^hiry, for the current period, would 
expended in t?e due regard to the amounts Actually 

figures would he subjected to on. a normal output. These 

increased or decreS 

as already explained Fa^ r> ^ attributed over the departments 

various pmduTtsToiete or spread over its 

of oncost allocation, as alreadv any one of the several methods 

these estimated figures of AvorV= It must be noted, however, that 

vak -mth the amounts actuallv pSp°^ must be compared at periodical inter- 
and any discrepancies thus ^ disclosed by the financial books, 

estimate must be SSSel^sef right ^ ' 

Office Oncost,— -Fnr n « 

administration expe^es j ^d distribution ar 

\wll also have to be sirthlarlv estima^ category of Office Onco 

^ periodical in4vak 



At. \ ^ iiuanciai bookq fn rr - aciuauy 

that this information may prove most^vl/^'^KT disag 

^ y prove most valuable for future estimates. 

a manner as would erfpM are opened in the Financia 

either Works Expenses or gi-onping of the items unde: 

Further, in order to pnn7.7 

and of each finandal^eH^^?^^^ ®^d reliable comparison to b< 
the Tra appearing in tife the figures used in Costing 

^”d Profit & lL A?cou^'m Expenses Side o: 

Account should be drafted on the follo^^dnj 
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To Direct Expenses: — 

Direct Materials 

Stores 

Wages 

Chargeable Expenses 


Prime. Cost — Rs. . . 


„ Works Expenses: — 

Indirect Materials 
Indirect Wages 
Factory Rent and Taxes 
Motive Power 

Factory Lighting and Healing 

Works Repairs 

Factory Insurance 

Plant and Works Depreciation 


Worlcs Cost =z Rs. . . 


„ Office Expenses: — 

Office Salaries and Wages 
Office Rent and Taxes 
Printing and Stationery 
Office Lighting and Insurance 
0/fice Repairs 
Telephone Charges 
Postages, Telegrams 
' Depreciation on Office Furniture 


Cost of Production = Rs.. . . 
< „ Selling Expenses : — ■ 

Carriage Outwards ' .. 

Advertising 

Travellers’ Expenses 

Net Discounts 

Bad Debts 

Interest on Capital 


Total or Selling Cost = Rs. . . 


JOB COST LEDGER. 

In the Job Cost Ledger, a separate account will have to be opened for 
each Job undertaken. The Ledger is so ruled as to contain the detailed 
cost of each Job or Order Number under each of the main heads of expendi- 
ture as also to indicate the total cost. In this manner, there will be columns 
for Direct Material, Direct Wages and Chargeable Expenses. At the end of 
each week or month,’ postings will be made through the Cost Journal in 
respect of Direct Materials consumed. Direct Wages expended and Charge- 
able Expenses attributable to each Job in their appropriate columns, the 
corresponding credits being given to Direct Materials Account, Direct Wages 
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Account and Chargeable Expenses Account. There will be another Ledger 
known as the Cost Ledger in which ivould be opened all the necessary Cost 
Control Accounts which form a sort of connecting link between the Cost 
Accounts and the Financial Accounts, The Accounts to be found in the 
Cost Ledger would be completed Jobs Account, Work-in-Progress Account, 
Direct Materials Account, Direct Wages Account, Stores Account, Chargeable 
Expenses Account, Works Oncost Account, Office Oncost Account, etc. 


CLOSING ENTRIES. 

When each Job or Contract is completed, the proportionate Works Oncost 
and Office Oncost to be chargeable to such Job or Contract "will be ^scei> 
tained in any one of the methods above explained, and would be debited 
to such Job Account, the corresponding credits being given to Works Oncost 
Account and Office Oncost Account. 


At the end of each financial period, the proportion of Works Oncost 
and Office Oncost attributable to incomplete Contracts would be debited to 
Works Oncost on Work-in-Progress and Office Oncost''on Work-in-Progress 
Accounts, the corresponding credits being given to Works Oncost and Office 
Oncost Accounts. At the commencement of the next period, this entry 
would be reversed. 


Work-in-Progress Account. — At each financial closing, a list will have 
be made of all incomplete Jobs as appearing from the Cost Ledger and the 
total of the amounts debited thereto in respect of Direct Materials, Direct 
Wages rad Chargeable Expenses would be transferred to Work-in-Progress 
Account. It must be noted that the proportionate Oncost in respect of Worfe 
^enses as also Office Expenses will be charged to each Job Account onl;' 
when the Job is completed. 


^ ® Contract having been completed and 

tho ^ Account will be credited with the Contract Price and 

Accmmt^"^°^™® Account styled " Completed Jobs 

hi b^en m the Account of each Job that 

will tvii show either profit or loss. Each such Job Account 

Account.styled "Profit or Loss 


work t ^ ^ Account may relate to the manufacture of some 

Srace a other Job Account. Under such a circi^- 

the first Job^on be passed through the Cost Journal when 

to the the subject-matter thereof has been transfereed 

tured Account of the Job to which the manufac- 

been given its'.legUimate deifffi ?5ect oTworS OncoS aldVffiii^^^^^ 

be debited goods delivered against Works (Orders shonld 

Completed Job? AccoSiT credited to an Account caUed 

ooDs Account. This IS necessary in order that the credit on 
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this Account may tally with the debit to a similar Accoimt in the Cost 
Ledger. 

Finished Goods Account.— To this Account would be debited from time 
to time all articles that are "transferred from the Works for the purpose of 
Stock, as above said. On any of these articles being subsequently utilised 
on any other Job, such Job Account would be debited and this Account 
would be credited. 

At the close of the financial period, the actual Stock on hand of Finished 
Goods would be ascertained by stock-taking and will be brought in at cost 
price by debiting Stock of Finished Goods Account and crediting Finished 
Goods Account. Any Debit Balance now left on the Finished Goods Account 
will represent the Cost Price of Finished Goods sold from Stock. The Finished 
Goods Account will now be closed by this balance being brought down. 
Against this debit will be set off the Sales from Stock at selling price as 
ascertained from the Financial Books, the corresponding debit being given 
to an Account styled “ Sales from Stock Account.” Any balance now. shown 
on the Finished Goods Account will represent profit or loss on Sales from 
Stock and will, therefore, be transferred to such an Account. This will 
close the Finished Goods Account. 

In the Financial Books, it is necessary to distinguish between Sales 
against Works Orders and Sales from Stock. ,This can be managed either 
by having special columns in the Day Book headed Works Orders Sales and 
Sales from Stock or by passing the Sales from Stock through the Day Book 
and journalizing all Sales in respect of Works Orders. 

The Entries to be passed through the Cost Journal as described above 
may be summarised as under : — 

(1) For charging the relative amount of Direct Materials, Direct Labour 

and Chargeable Expenses to each Job Account as per the weekly or monthly 
allocation Sheets : — \ 

Each particular Job Account . . Dr. 

To Direct Materials Account 
„ Direct Labour Account 
„ Chargeable Eorpenses Account 

(2) For charging proportion of Factory Oncost and Office Oncost to 
each job when it is completed ; — 

Each particiClar Job Account . . Dr. 

To Factory Oncost Account 
„ Ofice Oncost Account 

(3) For crediting each completed Job with its corresponding Contract 
Price : — 

Completed Jobs Account ' ^ . . Dr. 

.. To each particular Job Account 

(4) For transferring profit on each Completed Job: — 

Each ^particular Job Account . . Dr. 

To Profit or Loss on Completed Jobs Account 

(5) For transferring the Cost of a Job which forms part of another 
Worfe Order No. to the latter account : — 

Particular Works Order No. ^ . . Dr. 

To each particitlar Job Account 
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(6) When a product which is manufactured for stock purposes is coni' 
pleted : — 

Finished Goods Account •- 

To Stock Order No . — 

(7) For closing each incomplete Job Account: — 

Work-in-Progress Account • • 

To each Job Account (incomplete) 

(8) For bringing into account the proportion of Factory and 
Oncost attributable to incomplete Jobs carried foi^vard: — 

‘ Works Oncost on Work-in-Progress Account 

Office Oncost on Work-in-Progress Account « 

To Works Oncost Account 
„ Office Oncost Account 

For bringing into account the Stock of Finished Goods at 


Office 


cost 


Dr. 


(9) 

price : — 

Stock oj Finished Goods Account 
To Finished Goods Account 

(10) For bringing into record Sales from Stock as ascertained fr®® 
the financial books : — 

Seles from Stock Account . . 

To Finished Goods Account , 

(11) For closing the Finished Goods Account by transferring the pc® 
as shown thereon : — 

Finished Goods Account . .. 

To Profit or Loss on Stock Sales Account 

As a result of all the above entries being passed, the following accounts 
will be left open in the Cost Lfedger : — 

(1) Direct Materials Account (credit balance) 

Direct Labour Account do. 

Chargeable Expenses Accoimt do. 

Work Oncost Account do. 

Office Oncost Accoimt ' do. 

Work-in-Progress Account (debit balance) 

Works Oncost on Work-in-Progress do. 


( 2 ) 

(3) 

(4) 

(5) 

( 6 ) 

(7) 

( 8 ) 
(9) 

( 10 ) 

( 11 ) 

( 12 ) 

(13) 


Office Oncost on Work-in-Progress 
Stock of Finished Goods 
Completed Jobs Accoimt 
Profit or Loss on Completed Jobs 
Sales from Stock Account 
Profit or Loss on Stock Sales 


do. 
do. 
do. 

(Cr. or Dr. balance) 
(debit balance) 

(Cr. or Dr. balance) 

Items No. (6), (7), (8) and (9) represent assets and the 
concerned iwll be closed by balance. The balances on all the other 
win be -transferred to a Manufacturing Accoimt and thus 
Manufacturing Account u-ill be closed by balance and will help towards 
completion of the Cost Ledger Trial Balance. . , 

It must be observed tliat in the Manufacturing Account which ^ 
prepared in the Cost Ledger, the items would appear on the reverse ® 
those occupied by the corresponding items in the Manufacturing or xxa 
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Account as prepared from the Financial Books. The reason is that two 
separate series of Double Entries have been passed from the same informa- 
tion in two distinct Ledgers, Financial and Cost, and therefore, a double 
Double Entry has come into existence. If, while giving the debits to each 
of the Jobs concerned in respect of Direct Materials, Dmect Wages, Charge- 
able Expenses, Works Oncost and Office Oncost, the corresponding credits 
(instead of being given to these Accoimts in the Cost Ledger) were given 
to the respective Accounts in the Financial Ledger, the result would have 
been that all those Nominal Accounts in the Financial Ledger would have 
been closed and then there would have been no materials left in the Financial 
Ledger for the preparation ^ of an independent Manufacturing or Trading 
and Profit and Loss Accotmt from the Financial Books. 

ILLUSTRATION 185. 

The following particulars are extracted by the Costing Department of an Engineer- 
ing concern for the 6 months ended 31st December 1937. You are required to write up 
the Cost Journal and the Cost Ledger for the period, and prepare a Manufacturing 
Account and a Trial Balance. 

Three Jobs were undertaken during the period, out of which Jobs Nos. 1 and 2 
have been completed. Two orders for manufacturing articles for stock were also given, 
of which Order No. 1 was completely executed. The following are the particulars of 
expenses. 


— 

Job 1. 

Job 2. 

Job 3. 

stock 
Order 
No. 1. 

Stock 
Order 
No. 2. 

Direct Materials 

Materials from Stores ... ... 

Direct Wages ... 

Other Chargeable Expenses 

1 M 

I fl 






The Works Oncost is to be taken at 100% of Wages, and Office Oncost at 20% of 
Works Cost. The contract price of Jobs Nos. 1 and 2 is fixed at Rs. 26,000 and Rs. 33,000 
respectively. Sales from Stock during the period amounted to Rs. 10,500, and Stock of 
Eiifished Goods on 31st December 1937 was valued at Rs. 9,500. 


Solution. 


■ COST JOURNAL. 


(1) Job No. 1 Account 

,, ,, 2 „ ... 

3 ••• 

S’took'brdor No. 1 Account 
„ „ „ 2 ,, 

To Direct Materials Account 
(Being the amount of direct materials bought 
venous Jobs, ns per Direct Materials Analysisi 



To Stores Account 
{Being the amount of matennis supplied from Stores to the 
' various Jobs, ns per Store Analysis). 


L.F. 


(2) Job No. 1 Account 
' Q . 


. ■ ... Dr. 

3 u 

"StookOrder No. 1 Account 
»» »» ” 


•* If 

• ••• « 

••• 


Rs. 

1,200 

1,500 

COO 

900 

300 


8.400 

10,500 

7,200 

C,300 

3,C00 


Rs. 


I 4,500 


I' 


, 30,000 
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(3) Job No. 1 Account 


Stock Order No. 1 Account 


Dr. 


L.T. 


2 

To Direct Wages Account 

(Being the amount of productive Wages paid in respect of 
the°various Jobs as per Wages abstract). 


(4) Job No. 1 Account 

2 

<. rt 3 „ 

Stock Order No. 1 Account 

2 .T. 

„ ,» Jl * ••• *'• 

To Cbargeablo Expenses Account 
(Being tbo amount of chargeable expenses incurred for the 
various .Jobs as per analysis of chargeable expensesX 


Dr. 


(5) Job No. 1 Account ... — 

„ II 2 I . 

Stock Order No. 1 Account 
To Works Oncost Account 

(Being the amonnt of Works Oncost obargeablo lo Jobs and 
Stock Order completed, at 100% on Wages): 


Dr. 


(G) Job No. 1 Account 

o , 

I * fi “ I * ••• ••• 

Stock Order No. 1 Account ... ... ... 

To Office Oncost Account 

(Being tbo amount of Office Oncost obargeablo to the Jobs 
and Stock Order completed, at 20% on Works Cost). 


Dr. 


(7) Completed Jobs Account ... ... 

To Job No, 1 Account 
o 

r( 11 If " Tl 

(Being tbo contract price of jobs completed credited to the 
Jobs Account). 


Dr. 


(8) Job No. 1 Account 
a 

ii *• ^ 11 ••• 

To Profit or Loss on Completed Jobs Account 
(Being tbo profit mado on Jobs completed, transferred). 


Dr. 


(9) I'iobhod Goods Account ... ... Dr. 

To Stock Order No. 1 Account 
(Being the Total Cost of Stock Order No. 1 transferred tolbo 
fo’-inw account, as tbo goods are rnanufacturod for Stock). 


(ID) Sales from Stock Account 

To Fins‘ho'1 Goods Aoconal 
(Being tlic Sales made from Finished Stock). 


Dr. 


(12) Fi'/W-«1 Goods Ao'-oent 

To Vrofi' oT l.»o» m Fini»bcd Stork Arpoanl 
profit .m Sale* from Sto< k lransecrre><ll 

(13) Wort llPrrgrC"! .\c>"Olli,!; 

Tod'.'.Nu H .kora>!-,t 
,, htoi J (iHr- No. 2 Acr'icnf 

(iir-v.' Oni tra'«*- r r ! Stwapl..»f. J/jh» mj,} Ht/wk Order to 
Wrrd. I’t 


(II) S'o-k of Finhh'yi Goods Account ... ... ... Dr, 

To Pinbbrd Goods Account 

(B'dng the ndiutltU'-nt for the closing stock of CuWiod gootls): 


... Dr. 


Dr, 


! Ks. 

] 4,800 

i 6,000 

2,400 
3,600 
1,200 


600 

750 

240 

450 

120 


4,800 
6,000 
3 600 


3,960 
4 950 
2,970 


69,000 


2,210 

3,300 


17,820 


Bs. 


' 18,000 


2,100 


14,400 


1I,SS0 


26,000 

33,000 


5A‘0 


17,820 

10.500 l| 


1 f 9,50-0 

i t i 


2 , 180 -, 


Dl.iKO 


1 \ 


10,4*1 
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COST JOURNAL— Contd. 


(14) Works Oncost on Work-in-Progross Account ... ... Dr. 

To Works Oncost Account 

(Being the ptoportion of Works Oncost on incomplete jobs 
and orders brought into account). 

L.P. 

Ks. 

3, GOO 

(16) Office Oncost on Work-in-Progross Account ... ... Dr. 

To Office Oncost Account 

(Being the proportion of Office Oncost on Inoomploto jobs 
and orders brought into account). 


3,862 

(10) Direct Materials Account ... ... ... Dp. 

Stores Materials Account ... ... ... „ 

Direct Wages Account ... ... ... „ 

Chargeable Expenses Account ... ... ... „ 

Works Oncost Account ... ... „ 

Office Oncost Account ... ... ... „ 

To Manufacturing Account 

(Being the transfer of all credit balances on the Nominal 

Accounts to Manufacturing Account). 


4,600 

3G,000 

18,000 

2,1G0 

18,000 

16,732 

(17) Manufacturing Account ... ... ... Dr. 

To Ooinpletod Jobs Account 
„ Sales from Stock Account 

(Being the transfer of all debit balances on Nominal Accounts 
to Manufacturing Account). 


69,600 

(18) Profit or Loss on Completed Jobs Account ... ... Dr. 

Profit or Loss on Finished Stock Account 

To Manufacturing Account 
(Being profits transferred to Manufacturing Account). 


6,640 

2,180 


Es. 

3, GOO 

3,862 


94,392 


69,000 

10,500 


7,720 


COST LEDGER. 

JOB NO. 1 ACCOUNT. 


t . 

Mato- 

riala 

Wages. 

Charge- 

able 

Expen- 

ses. 

Total. 

! 


Rs. 

Ra 

Ra 

Ra 

[1) To Direct Materials 

1,200 



1,200 

f2l „ Stores 

8,400 



8,400 

r31 ,, Direct Wages ... 


4,800 


4,800 

f41 ., CharEoable 





Expenses 



600 

600 


[6] To Works Oncost, 
100% on Wages 

[G] To Office Oncost, 
20%on Works 
' Cost 


rS] To Profit or Loss on 
Completed Jobs 
Account — 
Transfer 


Prime Cost = 


Works Cost = 


Gross Cost =£ 


Ra. 


16,000 

4,800 


19,800 

3,960 


23,760 


2,240 


26,000 


[7] By Completed Jobs 
Account .. 


Rs. 


Rs. 

26,000 


26,000 
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ADVAKCED ACCOUNTING 


— 

J 

Mato- i 
rmla : 

Wages. 


Rs. 

R.S. 

[1] To Direct Matori.als 

1,600 


[2] „ Sloi-03 

10,500 


[3] • „ Direct Wages ... 

[4] „ Chaigoablo 

Exiionsos 

C,000 


JOB NO. 2 ACCOUNT, 

CharRo- j 

"•“SO-- , ■‘■o'”'- 

POJ. I 


1,500 [7J Bi' Complol'vl JoLa 


Account 


[5] To "tt’orlis 01100=1, 
100% on Wngo3 


[C] To Oflico Oncost, 
20% on Works 
Cost 


[8] To Profit or Loas on 
Comiiletcd Jobs 
Account — 
Transfer 


Prime Cost = 18,750 

G.OOO 

Works Cost = PI, 750 

4,050 

Gross Cost = 20,700 

I 

i 

3,300 ’ 
Ra 33,000 



[1] To Direct Materials 

[2] „ Stores 

[3] „ Direct Wages .. 

[4] „ Chargeable Ex- 

penses 



240 


10,440 


STOCK ORDER NO. 2 ACCOU14T. 


Charge- 

riSr eSoo. 


[1] To Direct Materials 

[2] „ Stores 

[3] „ Direct Wages ... 

[4] „ Chargeable Ex- 

penses 



[13] By Work-fn-Pro- 

gress Account — 1 
Transfer 











COST ACCOUNTING ' 881 

STOCK ORDER NO. 1 ACCOUNT. 


— 

Mate- 

rials. 

Wages. 

Charge- 

aklo 

Expen- 

ses. 

\ 

1 Total. 

! ' 

« 


■ 


Rs. 

Rs. 


Ra 

, 

Rs. 


ToDiroot Slntorials 

000 



000 

[0] Bj' Pinished Stock 


f2l 

„ Stores 

0,300 



0,300 

Account — Transfer 

17,8‘2o 

[aj 

„ Direct Wages ... 


3,000 


3,000 



[■1] 

„ Cimrgoablo Ex- 








ponses 



450 

450 






_Primo C( 

JSt = 1 

11,250 



[5] 

„ Works Oncost, 








100% on Wages 



1 

3,000 


- 




Works Cost = ! 

o 

00 



[C] 

„ Offico Oncost, 








20% of Works 

1 







Cost 




2,070 




s 

Gross Cost : 

= Rs. 

17,820 

Rs. 

17,820 


DIRECT MATERIALS ACCOUNT. 


(10) To Manufacturing Account — 

Rs. 

By Sundry Jobs and 


Rs. 

' Transfer 

4,m 

< St<5ck_Orders 

• • 

4,500 (1) 

.. _ .. . . _JL 1 

... • , 

Il 



STORES ACCOUNT. ' 


% 

Rs. 

% 

Kb. 

(10) To Manufacturing Account — 


By Sundry Jobs 'and 

, 

Transfer , ^ 

30,000 


Stock Orders 

30,000 (2) 


DIRECT WAGES ACCOUNT. 


(10) To Manufacturing Account — 

Ra 

By Sundry Jobs and 

^ Rs. 

' Transfer 

18,000 

Stock Ordois ... ...1 

18,000 (3) 

u 

, . * 1 



CHARGEABLE EXPENSES 'ACCOUNT.' 


• 

Rs. 

. 1 

Rs. 

(16) ■ To Manufacturing Account — 
Transfer 


By Sundry Jobs and ' 


2,160 

Stock Orders ... ...1 

2,100 (4) 

- * 


> • 

.11 .. , 


L 56 


! 
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ADVANCED ACCOUNTING 


WORKS ONCOST ACCOUNTr 


■t 


(16) To Manufacturing Account — 
Transfer 

Rs. 

18,000 

By Sundry Jobs and Orders 
„ Works Oncost on Work-in- 
Prograss , 

Rs. 

14,400 (5) 

3,600 (i) 

Rs. 

18,000 

Rs. 

18,000 _ 

tr 

— 

— 

1==== 


OFFICE ONCOST ACCOUNT. 


(16) To Manufacturing Account — 


Transfer 


Rs. 


Rs. 

15,732 


15,732 


By Sundry "Jobs and Orders 
„ Office Oncost on Work-in- 
Progress 


Rs. 

11,880 (6) 
3 852(15) 
15,732 



COMPLETED JOBS ACCOUNT. 


(7) To Sundry 
Jobs 


Rs. 

59,000 


By Manufacturing Account — 
Transfer 


Rs. 

bo, 000® 


PROFIT OR LOSS ON COMPLETED JOBS ACCOUNT. . 


(IS) To Manufacturing Account — 

Rs. 

\ 

By Sundry • 

Transfer 

5,540 

Jobs 


• 

. 


-Rs. 

5,540 ^ 


-FINISHED GOODS ACCOUNT. 


(9) To Stock Order No. 1 Account ... 
(12) „ Profit or Loss on Finished 

Stock Account — ^Transfer ...^ 

Rs. 


Rs. 


17,820 

By Sales from Stock 


„ Stock of Finished Goods 

2,180 

Account 

20,000 

— 

b£ 


Rs. 

10,500(10) 
9,500(11) 
20,000 


SALES I 

TIOM STOCK ACCOUNT. 


» 1 

(10) To stock ' 

Account 

Rs. 

10,500 

By Manufacturing Account — 
Transfer 

Rs. 

10,500(121 


(11) Tu Finisbod Stock Account 
„ Balance b,'d. 


STOC K OF FINISHED GOODS ACCOUNT. 


Rs. 



9,500 I By Balance c/d. 


Bs. 

9,600_ 
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PROFIT OR LOSS ON FINISHED STOCK ACCOUNT. 


(18) To Manufacturing Account — 

Tiansfoi .. 

Rs. 

2,180 

By Finisbed Stock 

Account 

1 

1 2,180(12) 




work-in-progreSs account. 



Rs. 


Rs. 

( 13) To Sundry Jobs and Orders 

15,000 

By Balance o/d. 

16,000 

To Balance b/d. ...i 

15,600 




WORKS ONCOST ON WORK-IN-PROGRESs" ACCOUNT. 


i 

Rs. 

\ 

Rs. 

(14) To Works Oncost Account 

3,000 

'■By Balance o/d. 

3,000 

To Balance b/d. «■ ...j 

3,000 




OFFICE ONCOST ON WORK-IN-PROGRESS ACCOUNT. 


. 

■ 

1 

Rs. 



Rs. 

(15) 

To OfTioo Oncost Account 

* 

3,832 

By Balance c/d. 

... 

3,852 


i To Balance b/d. 

* 1 

3,862 

- 





MANUFACTURING ACCOUNT. 

- 





1 Rs. 

1 

t 

1 Rs. 

(17) 

(») 

To Completed Jobs 
„ Sales from Stock 
„ Balance c/d. 

4 

1 69,000 
10,600 
. 32,612 

> 

By Direct Mtrtorials ■ (16 

,, Stores „ 

„ Direct Wages ^ 

„ Chargeable Expenses 
„ Works Oncost „ 

„ Office Oncost „ 

„ Profit or Loss on Completed 
Jobs (18^ 

„ Profit or Loss on Sales from 
Stock ' „ 

4,600 

36.000 

18.000 
2,160 

18,000 

15,732 

6,640 

2,180 



Rs. 

1,02,112 

■ 

Rs. 

ll,02,112 





By Balance b/d. 


32,612 


TRIAL BALANCE. 

As at 31st December 1937, 


^ \ 



j ' Rs. 

Rs. 

Stock of Finisbed Goods Account 

Work-in-Progress Account * ... • ... i 

Works Oncost on Work-in-Progress Account 

Office Oncost on Work-in-Progress Account ... 

Manufacturing Account . ... 



9.600 1 
16,860 

3.600 
3,862 j 

32,612 



Rs. 

32,612 j 

32,612 
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ADVANCED ACCOUNTING 


Note. — The figures in brackets jn the Ledger give reference to ^he correspondin; 
Journal Entries. These have been given for the guidance of the students. ' 

ILLUSTRATION 18G, 

From the following figures ascertain the 

(a) Cost of Material^ used, ' . ' , 

, (b) Value of output of manufactured goods, and 

(c) Percentage of gross profit on sales. 


TRADING ACCOUNT. 

♦ • 


To Stock ; — 

Finished Goods 
Raw Materials 


Ra 

• 

By Sales 

„ Closing Stock : — 
Finished Goods - 



„ Purchases 


■ 

Raw Materials 


„ Wages 

1 , Carriage 
■1 Gross Profit 

!!! 

- 



Rs. 

9,38,000 


" Rs. 

9,38,000. 


Solution, 


(a) Cost of Materials used; 


•Opening Stock ' 

Purchases 

Carriage " 

t Rs. 

. . , . 24,000 

2,40,000 
.. 20,000 

Less Closing Stock 

2,84,000 

. . ■ . . 28,000 


Rs. 2,56,000 

(b) Value of Output of Ma'nufaclured Goods 

- 

Materials (consumed as per “a”) 

> Wages ' 

\ • • • • • • 

Rs. 

.. 2,56,000 
. . 4,00,000 

- 

I^. 6,56,000 

(0 Percentage of Gross Jrofit (Rs. 1,74,000) on Sales (Rs. 8,40,000) = 

illustration 187. 


The Accounts of the Modern Engineering Co., 

Ltd., show for 1937 : — 


Materials used , . ^ 

J^anual and MacHne Labour dV V •• I'^jSO.OOO 
Works Overhead Expen^t^e ^ <i«-ectly chargeable 13,50,000 

Establishment and General Expenses" •• - ' 

Show the Works Cost and Total 

Cast bears to the Manual and Machine P^feentage that the Works Oy( 

Establishment and General Expenselbcar t^°the WofS percentage th 

. IVhat price should the rnmr„». . . 

«'> '"•■’Chine which, 

hat it will yield .a profit of 25% on material and Rs. 6,000 in wa 

on the total cost or 20% on the selling price? 
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Soltitton. 

MODERN ENGINEERING CO., LTD. 


Summary oi^.Expenditure jor 1937 I 

Rs. 

Materials used .. 17,50,000 

Manual and Machine Labour I 

Wages (direct) . . 13,50,000 j 

Prime Cost Rs. 31,00,000 ' 

Works Overhead Expenses .. 3,71,250 j 

Worhs Cost Rs. 34,71,250 i 
Establishment and General ’ 

Expenses . . . . 2,32,500 | 


.Total Cost Rs. 37,03,750 

I 

Works Overhead Cost = 27.5% of Manual ' 
and Machine Labour Wages. 1 

Establishment and General Expenses 
= 6.70% of Works Cost. 

_____ I 


ILLUSTRATION 188. 

In some Industries, a certain percentage of defective products is a normal factor. 
In the case of 10 000 articles being manufactiu-ed at a cost of Rs. 80 000 of which 
Rs. ,50,000 are Wages and Indirect Charges and Rs. 30,000 Material, and 1,500 articles turn 
out defective, their only value being in the used metal of which they are composed, 
amounting to Rs. 1,500, what is the unit cost of the saleable products, in total, and in 
Wages and Indirect Charges, and Materials respectively ? 


Estimate for Machine. 


Material 
Wages (direct) 


Works Oncost — 27.5% of 
Direct- Wages 


Office Oncost — 6.70% of 
Works Cost 


Profit — 25% on total cost 

Selling price giving profit 
thereon 20% 


Rs, 

7,500 

6,000 


13,500 

1,650 


15,150 

1,014-12 

16,164-12 
4,041- 3 


Rs. 20,205-15 , 


Solution. 



( 

Output, 8,500 , 

Cost per unit of 
Saleable Article. 

*►> 

Rs. Rs. 

Ks. 

/ Materials 

30,000' 


Less Metal in defective articles 

. . 1,500 



28,500 

3- 5-7.76 

Wages and Indirect charges 

50,000 

5-14-1.41 

• _ 

Rs. 781500 

Rs. 9- 3-9.17 

ILLUSTRATION 189, 

- 

r 

An Ironmaster produces 40,000 tons 

of Pig Iron in a year at 

certain furnaces. 


From tlie following figures, prepare Production Account, showing the cost per ton 
of the various items of the expenditure, and after crediting the Production Account with 
Rs. 1,60,000, the amount received on the sale of Slag, show the cost per ton of Pig Iron 
produced. 


\ 

Stocks at 
beginning 
of the year. 

Purchases 
during 
the year. 

Stooks at 
end of the 
year. 

Coal ,,, ... — „• ,,. 

Oobe ... ,,, «,, ,,. 

limestoaa .... 

Ironstone 

Sundries 

Rs. 

95.000 
73,onn 

30.000 

82.000 
56,000 

Rs. 

4.00. 000 

5.70.000 

1.20.000 
3,50,000 

1.00. 000 

Re. . 
80,000 

65.000 

35.000 

64.000 

60.000 


Works General Charges are' to be., taken at Rs. 95,000 and Wages at Rs. 3,50,000. ' 
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ADVANCED ACCOUNTING 


Solution. 


PRODUCTION ACCOUNT FOR THE YEAR. 


Output 40', 000 Tons. 


To Materials 

Consumed 

Coal 

Coke 

Jjimostone 
Ironstone 
Sundries 
„ AVages 
„ AV ork General 


I Cost per 
j ton. 

I Rs. a, p. 


10 6 0 
14 7 2-4 

2 14 0 

9 3 24 

3 14 4S 
8 12 0 


4.15.000 

5.78.000 

1.15.000 

3.68.000 

1.56.000 

3.50.000 


Bj’ Sale of Slag 
„ 40,000 Tons 
Output 


Cost per 
ton. 

Rs. a. p. 
4 0 0 

47 14 9.6 


Rs. j 5M4 943 j 20,77,000 


51 14 9.6 


The Net Cost per ton. of Pig Iron is, therefore, Rs. 47-14-9.6 


Rs. 

1,60,000 

19,17,000 


ILLUSTRATION 190. 


Direct AiVages, paid during the 
month on Work-in-Progress 
Materials used as per Materials 
Day Book 

Materials charged direct" 

Direct pa3fments for materials , . 
Cwt of completed work as per 
Sales Journal : 

Time ». . 

Materials 

of Time and Materiks on 
Finished Stot^ Time 

>' Materials 
Additions to Plant, Time 


Additions to Plant, Materials 
Patterns, Time 

Materials ^ 
Unchangeable, Time 

,1 ' Materials 
Uncompleted wprk for customers 
at close of month : 

Time , . 

Materials 

Time and Materials on Work-in- 
Progress at beginning of month 
as shown by Cost Ledger, 


Write up Work-in-Progress Account. 

Solution. 

WORK-IN-PROGRESS ACCOUNT. 


Time 

Materials 


To BalancQ b/fd. ., |j 4^00 ' 

„ DirootAVogas ... | 6’400 1 

„ Stores ' I 

Materials (Direct) | 1 

’• „ {Ca»li) ij ' 


iLabourJjMoterial- ' fouin 


Bs. Bsu 

3,800 8,400 By Goraploted 

6,400 Contracts 

Plant 

Patterns 

' Unchargoable 

> *» -Balaaco c/d. 


Pt .1 .. . 1*1 r L . :~ 1 , 


To Balance b/d. .. | l,ogo 


[, 11 

il 13.110 l!24nn 


2.820 1 4,810 
it 


Bs. ! 11.000 
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Note. — ^Unchargeable Material may represent such stores as Oil, Grease, etc, ; 
Labour unallocated or indirect Labour ; both these items must, therefore,' bo taken into 
Account when charging Works Oncost. 


ILLUSTRATION 191. 

From the following particulars, write up the debit side of Contract No. 101 Account, 
and pass entries for charging Oncost : — 

Rs. 

Materials used .. _ .. .. ., 1,095 

Productive Wages ' .. ,. .. .. 1,200 ’ 

Changeable Expenses .. .. .. .. 60 

*■ 

Provide 60 per cent on Productive Wages for Works Oncost and 121 per bent on 
Works Cost for Office Oncost, 


Solution. 


CONTRACT NO. 101 ACCOUNT. 


To Materials 
„ Wages (Produotivo) 

„ Chargeable Expenses 

Bs. a. p. 
1,095 0 0 
•1,200 0 0 
60 0 0 

By Completed Contracts Account 
„ Loss (if nny)v 

Rs. a. p. 

Flat Cost ... 

„ Works Oncost : — 

60% on Productive Wages ... 

2,355 0 0 

720 0 0 



IForls Cast ... 

„ Office Oncost : — * 

12J% on Works Cost 

3,076 0 0 

384 6 0 

• 


Cross Cost .. 

„ Profit (if any) 

3,459 6 0 



Rs, 


' ' Rs. 




, 



Note. — In practice, there will be found separate columns on either side for Materials, I 
Wages and Chargeable Expenses. 


ENTRIES IN COST JOURNAL. 


1. Contract No. 101 Account . ...■ ... ' Dr. 

To Works Oncost Account ■ 

L.P. 

Rs. 

720 0 0 

Rs. 

720 0 0 

(Being a charge of 60% on Productive Wages of Rs. 1,200 for 



Indirect Works Expenses). 




2. Contract No. 101 Account ... ... ' ... Dr. 

To Office Oncost Account ' 

(Being a charge of 12J% of Works Cost of Rs. 3,075 for 
. Indirect Office Expenses). 


384 6 0 

384 6 0 


ILLUSTRATION 192. 


Write up Contract Account No. 75 from the following particulars and Pass Journal 
entries where necessary ; — ^ . 



'■ 

Rs. 


Rs. 

Direct Materials 

* 

. . 18,000 

' Cost of Tractor — 


Wages 

* 

. . '*12,000 

Running Material 

.. "1,000 

Special Plant 


8,000 

Wages of Driver, etc. 

. . 1,600 

Stores Issued 


' .. 3,200 

Expenses of Workmen, etc. 

.. 1,200 

Loose Tools 

«« 

" ^ 

, . 1.500 

- 


• 

V 

-X 
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The Contract was completed in 20 weeks, at the _ end of whi^ period the 
was returned subject to a depreciation of 20% on the original cost. The values oi “ 
Tools and Stores Returned were Rs. 1,000 and Bs, 400 respectively. The vahie ot me 
Tractor was Rs. 19,500 and depreciation was to be charged to this contract at the rat 
of 20% per annum. 

You are required to provide for Administration Expenses at the rate of 7i per cen 
on Works Cost. 


Solution, 


CONTRACT NO. 75 ACCOUNT. 


To Direct Materials 
„ Wages 
„ Special Plant 
„ Stores (issued) 

„ Loose Tools 
„ Cost oi Tractors 

Running Material 
Wages of Drivers, eta ... 


Rs. 

1,000 

1,600 


„ Depreciation oi Tractor 

20% per annum on Rs. 19,500 
for 20 tveeka 

„ Expenses of Workmen, etc. 


Rs. 


To Balance — being Works Cost b/d. 
„ Administration Expenses : — 

7i% on Works Cost 


Rs, 


To Gross Cost b/d. 


it B’S. 
18,000 

1 12,000 

1 8,000 

1 3,200 

1 1,500 

I 

By Plant (returned) ... ^ 

„ Loose Tools (returned) ... 1 

„ Stores (returned) 

,, Balance — being Net Works Cost 
c/d. 

2,600 

' 

.1 1,500 

.| 1,200 


48,000 

R& 

. 40,200 

By Gross Cost c/d. 

‘ 3.015 

I 

/ 

j 43,215 

Rs. 

.. ! 43,215 

i 



6,400 
' 1,000 
400 

A0,200 


43,215 


43,216 ' 



ILLUSTRATION 193. fc 

Prepare Manufacturing Account in the Cost Ledger from the following particularSf 
'and' give the IVial Balance, as it would appear after closing the Cost Ledger: — ^ 

... 13,000 
18,000 


Direct Wages 
Stores 

Direct Goods 
Chargeable Expenses , 
Works Oncost - 



Bs. i[ Es. 

40.000 1 Office Oncost ' 5,200 

24.000 ] Works Oncost Suspense 

4.000 ' Account ... 2,000 

2.000 J Office Oncost Suspense 

8,000 Account 1,400 


'' Work-in-Progress 
j Pinished Stock 
:j Completed Con- 
! tracts 
I Sales from Stock 


.. 47,800 

6,000 


COST LEDGER. 
MANUFACTURING ACCOUNT. 
'For the year ending 


To Completed Contracts 
„ Sales from Stock 


„ Balance c/d. 


Rs. 

47,800 

6.000 


'j ’03,800 
1 34,400 


Rs. ;! 88,200 


By Direct Wages 
„ Stores 
„ Direct Goods 
„ Charge-ablo Expenses 
„ Works Oncost 
„ Office Oncost 


ProHts 


'Rs. 

40.000 

24.000 

4.000 

2.000 

W s,000 

6:200 

83,200 

i 6,000 


By Balance' b/d. 
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TRIAL BAIjANCE (after closing the Cost Ledger). 


Work-in-Progross Account 

Works Oncost SusponSo Account 
Gflloo Oncost Susponso Account 
Finished Stock Account 

••• 


Ea. 

... 13,000 
... 2,000 
... 1,400 

... 18,000 

Rs. 

Manufacturing Account 



R& 31,400 

34,400 

Rs. .34,400 
■ 


ILHJSTRAHOn''i94. 


From the following particulars, prepare a Statement of Cost per Gross of “ Black ” 
and “Coloured” pencils: — v. 

Output during the year was “ Black ” 24,000 gross and Coloured 8,400 ^gross. 


Rs. 

Raw Materials — ^Factory-Optning 

Stock . . 38^50 

. Purchases during 

, the year .. 1,07400 

Closing Stock . . 49,400 

Factory Wages — ^Black .. 42,000 

— Coloured . . 13,650 

Factory Charges .. .. 37,100 


Rs. 

Finishing Wages — ^Black .. 20,000 

— Coloured . . 5,600 

Raw Materials — Finishing 

Opening Stock 7,200 

Purchases during 

^ the year . . 33,700 

Closing Stock . . 8,900 

Finishing Charges .. .. 19,200 

) General Expenses .. .. 36,450 


Raw Materials in the Factory and General Expenses are to be apportioned in the 
ratio of output ; Factory Charges in the ratio of Factory Wages ; Finishing Raw Materials 
and Finishing Charges in the ratio of Finishing Wages. 


Also state what profit per gross is made if “ Black ” is sold at Rs. 10 per gross and 
“ Coloured ” at Rs. 9-8 per gross. 


Solution. ^ 

[For Statement oj Cost per Gross see next page. 


' 

/ Black. 


Coloured. 


Cost per Gross. 

Amount. 

Cost per Gross. 

AmQ}0 


1 

Rs. a. p. 

Rs. 

Rs. a. ' p. 

Rs. 

Factory Process 

5 14 0 

1,41,000 

‘ 5 10 8 

47,600 

Finishing Process 

2 8 0 

60,000 

{ 2 0 0 

16,800 

General Expenses 


* 

1 


24,000 



N 


Black— 36,450 X 

12 0 

27,000 



32,400 





8,400 





Coloured — 36,450 x 


- 

12 0 

9,450 

32,400 

- 



_ 

Total Cost Rs. 

9 8 0 

2,28,000 1 

8 12 8 

73,850 






Profit on Sale per Gross for Black is Rs. 10 minus Rs. 9-8 = As. 8. 


Profit on Sale per Gross lor Coloured is“ Rs. 9-8 minus Rs. 8-12-8 =: As. 11 pies 4. 
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STATEMENT OF COST PER GROSS OF “BLACK” AND "COLOURED” PENCILS, 



- 

Black. 

Outpufc-24,000 Grosa 

1 Coloured, 

j Output— 8,400 Gross. 



Factory. 

Finishing, 

Factory. 

Finishing. 

Paotor 3 ’ Raw Materials : — 

Rs. 

Ra 

^Ra 

Rs. 

Ba ' 

Opening Stock ... 

Purchases 

... 38,150 
...1,07,100 



1 

1 

ie<a Closing Stock 

1,45,250 
, ... 49.400 





• 

Ra 95,850 





Black —95,850 x - 

24,000 

32,400 

71,000 


- 


Coloured — Q/i finO v 

8,400 

• 


24,850 

13,650 


Factory Wages : — 

32,400 

42,000 

t 


Factory Charges : — 

Black —37,100 x'- 

42,000 

5t)j650 

28,000' 




Coloured —37,100 x - 
Finishing Wages : — 

Fimshing Raw Materials 

13.650 

55.650 


20,000 ^ 

1 

9,100 

5,600 

Opening Stock 

Purchases ... 

Ra 

... 7,200 

... 33,700 

) 




Aesd Cloring Stock 

40,900- 
... 8,900 





Ra 32,000 





Black —32,000 x - 

S 

•» 

20,000 

25,600 


25,000 

• 


Coloured —32,000 x 
Finishing Charges :— 

Black —19,200 x 

5,600 

25,600 

[20,000 

25,600 


\ 

15,000 


7,000 

Coloured — 19,200 x 

5,600 

25,600 

. 



4,200 


Ba 


_ 60,000 

' 47,600 

- 16,8^ 
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ILLUSTRATION 195. 


From the following particulars, prepare (1) a statement of Cost of Manufacture 
for the year 1937, (2) a statement of Profit as per Cost Accmmts ; and (3) Profit and 
Loss Accoimt in the financial books, and show to what you. attribute the difference in 
the profits as shown by (2) and (3). c 


Rs. 

\ 

Opening Stock of Raw Materials 60,000 
do. Finished Articles 1,20,000 

Purchase of Raw Materials 3,60,000 


Rs. 

Stock of Raw Materials at end 90,000 
Stock of Finished Articles at end 30 000 
Wages 1,50,000 


Calculate Factory Oncost at 25% on Prime Cost and Office Oncost at 75% on 
Factory Oncost. *' 


Actual Works Expenses amounted to Rs. 1,16,250 and Actual Office Expenses 
amounted to Rs. 91,500. 

The selling price was fixed at 25% above cost price. 

In statement (1) also show what percentage each individual item of cost bears 
to the Total Cost. 

Solution. 

(1) STATEMENT OF COST OF MANUFACTURE (1937), 


• 

N. 


Ra 

R«. 

Percentage 

, Raw Matenals— Opening Stock ... 


... 00,000 


on Total 

Do. —Purchases 


... 3,60,000 


Coat. 

.. 

Less Stook-at-end ... 


4,20,000 
... 90,000 


47.8 

Materials Consumed 


... 3,30,000 

3,30,000 

21.8 

Wages ... , 


• •• 

1,50,000 

17.4 

13.0 

100% 

Factory Oncost — 25% on Rs. 4,80,000 

Office Oncost — 75% on Rs. 1,20,000 


- Ra 

✓ 



(2) PROFIT AS PER COST ACCOUNTS. 

Rs ' 

Finished ArUcles— 1st January 1937 .. .. 1,20,000 

Do. — 31rf December 1937 . . . . 30,000 


\ 90,000 

Cost of Manufactured Articles during the year .. 6,90,000 


Total Cost of Finished Articles Sold • 


Rs. 7,80,000 


Selling Mce (= Cost 25%) 
Less Cost as above 


.. 9,75,000 
.. 7,80,090 


Profit Rs. 1,95,000 





6 
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(3) PROFIT AND LOSS ACCOUNT (Financial Books) 



[For Solution see next page- 


ILLUSTRATION 197. . / 

Prepare a Statement showing Cost per Cabinet and Profit per Cabinet sold, Iro® 
the following particulars : — 

The Cabinets manufactured are classed into "No. 1” and "No. 2.” There is no 
Opening or Closing Stock of the Cabinets. 

Rs. Rs. 

Materials No. 1 2,400 No.‘ 2 3,232 

Labour No. 1 4,560 No. 2 5,656 

Works Oncost to be 100 9& on Labour, and Office Oncost to be 25% on Works Cost 

120 No. 1 Cabinets were sold during the year at Rs. 150 per Cabinet, whereas the 
price per No. 2 Cabinet "was Rs. 110 and the minaber of No. 2 sold was 202. 

What is the tot^ Profit for the year as per the above particulars? 

Also prepare a Profit and Ross Account for the year in the financial books of 
Company, the following being the additional particulars given: — 

Works Expenses .. Rs. 9,920 Office Expenses Rs. 6,760 

Hov? Vf’ould you account for the difference between tbe two figures of profit? 

[For Solutimi see poge 8^' 




COST SHEET AND W0RE;ING ACCOUNT FOR J^^ARY AND FEBRUARY. 
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Solution joT Illustration 197. ^ enTT> 

STATEaiENT SHOWING COST PER CABINET AND PROEIT PER CABINET 

No. 1 No, 2 


Material 

Labour 


Rs, 

2,400 

4,5G0 


PtuKE Cost Rs. 6,9^ 

Works Oncost — ^100% on Labour . . . . 4,5G0_ 


Rs. 
3,232 
5 656 - 

8,SR8 

5.655 


Works Cost Rs. 11,520 

Ofiice Oncost — 25% on Works Cost .. 2,880 , 3,636 

Totai. Cost Rs. 14,400 18,180 

Sale Price No. 1—120 Cabinets sold .. 18,000 

do. 2-202 „ .. 22,220 


Pnom Rs. 3.600 4,0^0 


Profit per Cabinet Rs. 30 

PROFIT AND LOSS ACCOUNT (IN THE FINANCIAL 


To Materials ... 

„ Wages 

„ Works Expenses 
„ Office Expen'-es 
. „ Net Pro6t ... 

::: ^ r 

Ra 

5,632 

10,216 

9,920 

6,760 

7,0»2 

By Sales 


Rs. 

40,220 



Rs. 20 
BOOKS), 



Pro8b as per P. &, L Account 
„ as per cost Account 



Dlffiravx accounted ns 


follows Rs. 



4 


Works Oncost as per Cost Accounts 
„ Es^ienses as per P. A L. Account 

Office Expenses „ „ „ 

Office Oncost „ Cost Accounts 

Net Excels in Cost Accounts 

ILLUSTRATION 198. 


Bs. 

Ra 


10.216 

9,920 

29G 

OvercliaTged in Cost Acco^^ 

6,760 



0,516 

244 

Undercljat:ged r* ” ' 

R& 

52 



From the following figures, prepare Finished Stock *Accoimt ”of 
Manufacturing Co., Ltd., diowing distinctive accounts for different dasses of fiwsn- 
products : — 


Summary Totals : 


Production — small forgings 

— „ castings ... ..' 

Returns from customers 

Tran-fors “B” to “A” Ra 3,750*Fmished Castings Sales 
Issues to Operating Departments ... ... 

Value of Closing Stock 

Vatuo of Finished Stock at the beginning of the period 



22.500 

2,250 

42,000 

3,000 

5,230 

10.500 


18,000 

3,750 

6,000 

9,000 


V 


'■•ij 



! 
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Solution. 

THE ADVANCE MANUFACTURING CO., LTD. 
FINISHED STOCK ACCOUNT. 



A 

B 

Total. 


A 

B 

Total. 


Rs. 

Rs, 

Rs. 


Rs. 

Rs. 

Rs. 

To Opening Stock 

10,600 

9,000 

19,500 

By “A” Dept. 




„ Production A/o. 

22,500 

18,000 

40,500 

transfer 


3,750 

.3,760 

„ Sundry Debtors 




„ Operating 




(Returns) 

2,250 


2,250 

Depta. 

3,000 

3,750 

6,750 

„ “B” Dept. 




„ Closing Stock o/d. 

6,250 

0,000 

11,250 

transfer 

3,750 


3,750 

„ Balance, being 




1 




cost pi ice of 








goods sold 

30,750 

13,500 

44,260 

, Rs. 

39,000 

27,000 

00,000 

' 

39,000 

27,000 

60,000 

To Balance, being 




By .Sundry 




coat of Sales 

30,750 

13,600 

44,250 

Debtors 




„ Balance, being 




(Sales) 

42,000 

33,000 

75,000 

piofit on Sales 

11,250 

19,500 

30,750 





- Ra. 

42,000 

33,000 

75 000 

Rs. 

42,000 

33,000- 

75,000 

To Stock b/d. 

5,250 

0,000 

11,250 


*5 




ILLUSTRATION 199. 

Two fitters, a labourer and a boy, undertake to work up 200 artides on piece- 
work basis for Rs. 900, The time spent by each of them is 220 ordinary working hours, 
and the rates of pay are for the two fitters Re. 1-2 each per hour, for the labourer 12 
aimas per hour, and the boy 6 annas per hour. ^ 

Ascertain the amount of the piece-work premium and show the amount of it which 
each worker will receive when it is divided proportionately to the wages paid, and shoifr ^ 
in each case the percentage the premium bears to the wages payments at ordinary rates. 

To the amoimt paid for working up, add cost of Material Rs. 1,800, proportion of 
“ Oncost ” Rs. 675, of selling expenses Rs. 450 and for Carriage charges Rs. 300, and 
give the total Cost. 

» To return the manufacturer -20% on the total cost, at what price must he sell, and 
what will the profit be reckoned on the selling price ? 


Solution. 


■ 

Rate 

per hour, | 

Wages for ' 
220 hours. ; 

Proportion 
to Total 
Wages. 

Premium. 

Percentage 
of Premium 
to Wages. 

> 

Rs. n, p. 

Rs. a. p. 


Ra a. p 


1st Fitter 

1 2 0 

247 8 0 

-1/3. 

52 8 0 

21.21 

2od „ 

12 0 

: 247 8 0 

Ij3. 

52 8 0 

21.21 

Labourer 

0 12 0 

105 0 0 

2/9. 

35 0 0 

21.21 

Boy- 

0 6 0 

i 82 8 0 

1 

• 1/0. 

17 3 0 

21.21 


Rs. n. p. Rb. a. p. 

Total Wages ... ... 743 8 0 v 15 7 8 0 

Premium f ... — 187 8 0 ' 


Piece- Iforl- Price 

ti 


Rs. 900 0 0 
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Wages 

Materials 

Oncost 

Selling Expenses 
Carnage 

Rs. 

900 

1,800 

675 

450 

300 

Total .Cost 
'• 20% profit 

Oncost 

Ra 

4,125 

825 

Profit re- 
ckoned on 
Selling Price 

= 16s% 

Toted Cost Rs. 

4,125 

Selling Price Rs. 

4,950 

A 




ILLUSTRATION 200. - ^ - 

From the following figures, you are requested to prepare a Production Account 
for the quarter ended 31st December, 1938, assuming stock of finished goods at end o 
period to be valued at cost, showing; — 

(a) The value of materials consumed; ^ 

(b) Cost of production ; , 


(c) Cost of Stock sold ; 

(d) Profit on Stock sold ; and 

(e) Profit for the period. 


Stock — 

Kaw Materials 
Finished Goods 
■Work-in-Progress 
Purchases of Raw Materi^ 
Wages — Direct 
Indirect 
W orte Charges 
Administration Expenses 
Selling Expenses 
Sales 


at" 1st October 
Rs. 

2,00,000 

1,43,000 

62,000 


at 31 December 
Rs. 

2,47,000 
■ 84,000 
Rs. 69,000 

1.76.000 

1.40.000 
5,000 

74.000 

26.000 
30,000 

5.68.000 


[For Solution see page 
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ILLUSTRATION 201. 

• From the imderstated Trial Balance, prepare (a) Working Account showing P'® 
cost of commodity X ; (b) Trading and Profit & Loss Account ; and (c) Balance Sheet. I 


TRIAL BALANCE as at 31st December, 1938. 

Wages X 

Stock (Raw Materials), i(l|a938,"x, 

Purchases X. - 
Carriage Inwards X. 

Repairs X. 

Salaries X. 

„ General 
Rates and Taxes 
Travelling Expenses 
Insurance X. 

„ General 

Bad Debts 
General Expenses 
' Carriage Outwards 
Sales 

^efit & Loss Balances, i 11138 
Capital . . , / ‘ 

Various Assets I* 

Stock IjljSS (Finished Goods) 


2,00,000 
57,100 
8,82,740 
36,860 
60,000 
21,000 
10,000 
22,400 
35,500 
7,000 
800 
4,100 
29,420 
^ 94240 


Rs. 


11,38.840 

5,60,000 


17,40.000 

120,000 

13,00,000 


Rs. 31,60,000 31,60,000 


(Finished Goods) and Rs,^2,720 (Haw 


Materials 
859 


[For Solution see pag« 
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Solutioji for Illustration 200. 

PRODUCTION ACCOUNT. 
Quarter ended 31st December 1938. 


Rs. 

Rs. 

To Stock of Raw Materials, 

By Sales .. .. 5,68,000 

' 1st October 1938 .. 2,00,000 


„ Purchases . . . . .1,76,000 


3,76,000 


Less Stock of Raw Material, 


31st December 1938 .. 2,47,000 


(a) Raw Materials 


consumed = 1,29,000 


„ Wages — ^Direct . . . . 1,40,000 


Prime Cost = 2,69,000 


„ Works Charges .. .. 74,000 


„ Indirect Wages .. V •• 5,000 


3,48,000 

s 

., Work-in-Progress, 


1st October 1938 .. 62,000 


' 4,10,000 

' 

Less Work-in-Progress, 


,/ 31st December 1938' , . 69,000 

* 

Works Cost = 3,41,000 


„ Administration Expenses .. 26,000 


(b) Cost of Production = 3,67,000 * 


„ Stock of Finished Goods, 


1st October 1938 ‘ .. 1,43,000 

. * 

5,10,000 ■ 


Less Stock of Finished Goods, 

/ 

31st December 1938 .. 84,000 


(c) Cost of Stock Sold = 4,26,000 


(d) Profit on Stock 

* 

Sold, c/d. = 1,42,000 

* 

Rs. 5,6^00 

, , Rs. 5,68,000 

„ Selling Expenses ., .. 30,000 

By Profit on Stock 

(e) Profit for Period , . 1,12,000 

Sold b/d 1,42,000 

Rs. 1,42,000 

Rs. 1,42,000 


Note.— Work-in-Progress has been assumed to have been valued af Works Cost 
and the Stock of Firdshed Goods at Cost of Production. ’ 

57 ' ' ' 
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Solution for Illustration 201. ACCOUNT. 

For the year ended 31st Decemb er 1938. 

. 


To Stock of Raw Materials, 
1st January 1938 
Purchases 

„ Carriage Inwards 

Less Stock, 31st Decemher 
1938 


57,100 
8,82,740 - 
36,860 

9,76,700 


By Cost of Production, Com- 
modity X., carried to Trading 


Account 


. .12,11,980 


Raw Materials Consumed 9,23,980 
■\Vages . • . . 2,00,000 

Prime Cost 11,23,980 
Insurance .. .. 7,000 

Repairs . . . . 60,000 

Salaries . . . . 21,000 

' Rs. 12,11,980 


TRADING AND PROFIT & LOSS ACCOUNT. 
For the y ear ended 31st December 1938. 

Rs. f 


To stock of Fmished Goods, 

1st January 1938 
„ Cost of Production, Com- 
modity X. 


Less Stock, 31st December 
1938 


5,60,000 

12,U,980 

17,71,980 

3,43,240 


Cost of Fmished Goods Sold 14,28,740 


By Sales 


Gross Profit c/d. .. 


To Salaries 

„ Rates and Taxes .. 
„ Insurance 
„ Travelling Expenses 
„ General Expenses 
,. Carriage Outwards 
„ Bad Debts 
„ Net Profit c/d. 


To Balance c/fd. 


. . 3,11,260 

Rs. 17,40,000 

10,000 
22,400 
800 
35,500 
29,420 
94,240 
4,100 
. . 1,14,800 

Rs. 3 ,11,260 ' 

. . 2,34,800 

Rs. 2,34,800 


By Gross Profit c/d. 


By Balance b/fd. 

„ Net Profit b/d. 


! — SHEET as at 31st December 1938. 

Loss-Account- :: 

Raw Materials 

, Fmished Goods 


Rs. 12Ji?§0 


^Rs. 

17,40,000 


Rs. 17,40^ 
.. '3,'i1,2W 


Rs. 15,34,800 


Es. 3J1,260 

1,20,000 

1 . 14,800 

Rs. 2,34^ 


— ; ^ Bs. 

11,38,840 

52,720 
■ _ _ 3, 43^540 

Rs. 153^ 
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EXAMINATION QUESTIONS. 

f 

Note. — ^The figures in bold type at the end of most of the problems 
indicate their corresponding numbers in the Author’s “ TYPICiIlL 
PROBLEMS IN ADVANCED ACCOUNTING” where full solutions of 
these will be found. '' - j 

1. Why are Cost Accounts necessary, and in what respects do they differ from 

the ordinary Final Accounts? 416 

2. What are the various classes of Cost Accounts, and to what manufactures or 

industries are they applicable ? 417 

3. State briefly what records you would keep of the receipt of goods. Illustrate 

your answer by a specimen ruling of a Goods Received Book. 418 

4. Describe the method you would recommend in regard to charging, out Stores. 

419 

5. If it is found that material in excess of actual requirements had been drawn 

out of stoies by one department, but that it is required for use in another department, 

what should be the Cost record in regard to the same? 420 

6. Explain the procedure of continuous stock-taking and its advantages over an 

annual stock-taking. 421 

7. Tabulate the “ Elements of Cost ” showing the usual items of expenditure 

appertaining to each. 422 

8. Describe^ the various methods of calculating “ Oncost.” Explain their respective 

advantages and disadvantages. , 423 

9. How would you satisfy yourself that the amounts appearing under the head 

of Materials and Stores allocated to works, repairs anjJ standing orders were substan- 
tially correct ? 424 

10. Give what you consider, in any business known to you, are the rnost suitable 
rulings and headings for the form whereby material is withdrawn from the Stores for 
manufacturing purposes. 

' By what name is the form known? 425 

11. How would you deal with the following items in your calculations of costs 
of production of given articles, and where would you include the total figures, for o, b 
and c, in your Trading Account statements: — 

(a) Freight and cartage inwards ; 

(b) Freight and cartage outwards ; 

(c) Discoimts received on purchases and discounts allowed on sales ? 426 

12. Discuss the inclusion of the follov/ing in the costs of a manufacturing concern : — 

Interest on Capital outlay in fixed assets ; Bad Debts ; Income-tax ; Discounts 
allowed on Purchases ; Discount allowed on Sales. ^ 427 

T3. Briefly state the arguments for and against the inclusion of interest on capital 
as a charge against' cost of production, and discuss circumstances and cases in which 
the inclusion of such interest is (a) desirable, and (b) not desirable. Give reasons 
for your answer. 428 

14. In the business of an electrical engineer it is found, practically impossible 

to return to the Store-room at the conclusion of each operation all the nuts, screws, 
bolts, etc., remaining over. What system would you recommend which would, in your 
opinion, meet the requirements of such a case ? 429 

15. What are the advantages and disadvantages of the adoption of the Card 

System for costing purposes? 430 

16. “A Cost-keeping System,” says a modem writer,' " that simply records costs 
for the purpose of fixing sale prices has accomplished only a small part of its mission.” 

What other functions does Costing achieve? 431 

\ 
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17. The charges attributable to a. particular departinent having been ascer^ei 

on what basis should they be apportioned over the work done in that depar w • 
Give reasons for your answer. (Ina^rporated Accountants.) 

18. Explain a method of procedure in respect of stores from the time of ihOT 
being ordered to die time of their being used in the manufacturing department. 

a ruling of one of the forms described in your answ'er. . 

19. State briefly the main features of a suitable system for the ; i 

of a factorj', including the relations between these and the costing and general rm 
records. ^ . • i, 

20. Explain the Bonus or Premium System of paying wages, and contrast it w 

the ordinary Time System. Are there any disadvantages attaching to the lo 
system ? ^ 

21. What precise service do Cost Accounts render in respect of: — (a) Estimat^ 
and Tendering ; (b) Buying and Selling ; (c) Periodical comparisons ; (a) JMater ^ ^ 
(e) Departmentalisation ; (/) Management ; and (g) Work-in-Progress . 

22. In costing, materials may be charged out to jobs at cost price or at 

price. Explain which method in your view is preferable, giving your reasons, ana ^ 
how, under the respective methods, fluctuations in the costing accounts wiu arise, 
under what heading they will appear. {Chartered Accountants.) 

23. A Factory using a number of machine tools generates its own_ ele^'ic^ powe^ 

for the purpose of driving the tools. What items of Expenses will comprise the 
Cost,” and how would tl5s cost be ascertained and apportioned ? \ 418 

{Incorporated Accountants.) 

24. Various methods of remim^ating labour have been devised w^ the 

of saving Indirect Charges. Give detaifs of any two methods with j.^°ytput 
familiar and explain the system necessary to ensure that the labour cost of me o 
is properly recorded and paid for. {Incorporated Accountants.) 

25. -.»From the following particulars available for the half-year ended J'jp 

193 (, from the Costing Department of a manufacturing concern, you are pf-om 

write up Journal Entries and Ledger Accounts in the Cost Books and prepare meren 

a Trial Balance and a Manufacturing Accoimt. 

During the period, five Jobs were imdertaken out of which Nos. i, 2 and 3 wew 
completed whereas Nos. 4 and 5 were still under progress. The amount of 2 

expended on each Job as per the Direct Wages Abstract was No. 1 Rs. 2 .Z(w ; N . 
Es. 4^00q_; No. 3 Rs. 2,4(W ; No. 4 Rs. 1,600; ^d No. 5 800. The Materi^^°“^_ 


specifically for each of the five Jobs as per the Direct Materials Analysis 


Rs.' 1,000, Rs. 600, Rs. 400 and Ife. 200, respectively. Stores Issued Anrfysis 
following amount of materials issued to each Job : — No. 1 Rs. 5,600 ; No. 2 Rs. <> ’ 

No. 3 Rs. 4,200 ; No. 4 Rs. 4,800 and No. 5 Rs. 2,400. The Direct Chargeable 
per the Chargeable Expenses Analysis are to be allocated as follows : — ^No. 1 
■ No. 2 Rs. 500 ; No. 3 Rs. 300 ; No. 4 Rs. 160 and No. 5 Rs. 80. It is estimated that Worw 
Overhead Expenses amount to 80% of the Direct Wages. The OEBce Oncost is m , 
taken at iq5o on the Works Cost of each Job. Jobs Nos. 1 and 2 were taken up at 
contract price of Rs. 15,000 and Rs. 19,000 respectively. Job No.- 3 was for the 
^ctorj Stock, out of which goods amounting to Rs. 7,000 were sold during the 
The Stock of Finished Goods at the time of closing was valued at Rs. 5,000. 

{Total oj Manufacturing Account Rs. 59,596 ; ^ 

Total of Trial JBalance Rs. 

. '"^^OT^An article which is used in manufacture and which forms an important itcia 
in Costing appears in the Stores Ledger as under : — ' 

1937 t (A) Rs. - lAi „ 

1 1 - tS'"’ 2 0 4,000 Tan. 26 Issues ... ' 4,400 2 0 S fO 

„ 20 ( Received ... 4,200 2 4 9,450 Feb. 26 „ ... 3,800 2 4 

W' •' - 3,600 2 0 8,550 Mar. 23 , ^ ... 4,200 2 0 9.®'^, 

, ” - ,-399 2 8 1,250 Balance ... 600 5 9i 

\ i. 


(A) 

Rs. a. 

Rs. 

2,000 

2 0 

4,000 

4,200 

2 4 

9,450 

3,600 

2 G 

8,560 

500 

2 8 

1,250 

2,700 

2 12 

7.423 

13,000 i 
\ 

30,675 


I Balance 
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Quantities are shown in the column headed , (A) on the debit side, at cost per 
unit ; on the credit side at the value as charged in the Cost Sheets. 

The practice has been to price the issues at the average cost price of the preceding 
month. Upon preparation of the annual accounts, the valuation 6f stock an hand is 
adjusted in accordance with tlie usual principle. , State whether, in your opinion, the 
method adopted in preparation of costing statements is correct, and, if not, what modifi- 
cations are required. 

Recast the accormt accordingly. 441 


27. X and Co. are invited to give their quotation for 60,000 tons of a particular 
commodity. The fiym’s total cost of production is ascertained at Rs. 550 per ton. but 
they are informed by the contractees that the Contract cannot be placed at 
more than Rs. 520 per ton. The overhead charges of X and Ccf. (included in the total 
cost of production) amount to Rs. 50 per ton, and these indude Managempnt and Depre- 
ciation charges. Would X and Co. be justified in reducing their quotation to Rs. 520 
per ton, and if so, under what circumstances? ... 442 


'"SST’^On tile SOth April 1936, a carpet manufacturer desired to quote for a contract 
for the supply of 2,500 carpets. From the following data, prepare a statement showirTg 
the price to be quoted to give the same percentage of net profit on turnover as was 
realized during the six montlis to 31st March 1936; — - 


Stock of Mstefials Ociaber 1935 

Stock of Materials 31st March 1936 

Purchases of Materials • six months to 31st Mardi 1936 

Factory Wages „ „ „ 

Indirect Charges . • „ » , „ 

Sales „ ,, ,, 

Completed Stock in hand 1st October 1935 


Rs. 

. 50, ODD 
. 7,000 

. "75,000 
. 1,50,000 
. 25,000 

. 2,70,000 
; Nil 


31st March 1936 


50,000 


Tlie number of carpets manufactured during the six months was 6,000, including 
those sold and those in stock at the close of the period. The carpets to be quoted for 
are of uniform size and quality and similar to those manufactured during the six 
months to 31st March 1936. ''As from 1st April 1936, the cost of factory labour has 
increasfed by 10 per cent. ' 443 ^ 


m Be 


elow 


^ (Amount of Estimate Rs. 1,42,592-9-6.) 
AS enumerated expenditure in the manufacture of X: — 


/ '• 

Raw Materials 



Three months ended' 
31-12-1935. 

Rs. 

. . 28,000 

Fuel 


• • 

.. 6,900 

Electric Power 

* 

• » 

.. 1,340 

Process and General Wages 


» » 

. . 63,500 

Repairs 



.. 2,400 

Haulage 

« • 


.. 1,060 

Bight and Water 

* * 


400 

Rent 

* • 


.. 2,000 

Rates and Ihsurahce 



300 

Salaries and General Expenses 

«• 

, , 

7,000 

Administration 



5,000 

Depreciation .. .. 

! 

• • 

• • 

. . 2,500 

Tons Manufactured 

/■ 

• • 

• • 

Rs. 1,20,400 

17,200 
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Prepare a Cost Sheet showing the cost per item and total cost, per ton, for feo 
period. 

(Prime Cost Rs. 91,500; Works Cost Bsr 1,15, 400; 

Final Cost Rs. 1,20,400 ; Cost per Ton Rs. 1-) 

^'—30.'“ Two tsrpes of articles A and B are produced in a factory, in which the 
rials used are identic^ and in which each undergoes two processes, factory and 
The wages are separately recorded ; materials used and general expenses are diviaeo 
in output ratio; factory and finishing charges are apportioned in the labour^ ratio oi 
each process. 

You are required to prepare a statement of process cost per hundred ^icles_ from 
the following particulars, and to show the percentage of profit, if the selling pnce oi 
article A is 4 annas and of article B, 5 annas. 


Output A .. 3,18,600 

Output B 

.. 1,27,440 

Factory Materials — 


Rs. 

Opening Stock 

» % • • 

9,600 

Purchases 

• • • • 

.. 27,200 

.Closing Stock 

• • • ► 

7,40a 

Finishing Materials — 


* 

Opening Stock 


3,800 

Purchases 


9,200 

Closing Stock 


, . 3200 

Factory Wages, A 


. . 15,600 

„ ,j B . • 


. . 11,400 

Finishing Wages, A 


.. 6,400 

,, „ B . • 


. . 2,400 

Factory Charges 


.. 5,400 

Finishing Charges 


2,200 

General Expenses 


. . 12,600 


(Factory Process : A Rs. 39,720, B Rs. 22,080 ; Finishing Process : A Rs. 15,000, 

B Rs. 5,800; Total Cost; A Rs. 63,720, B Rs. 31,480; Cost per 100 Articles: 

A Rs. 20, B Rs. 24-11-3 ; Percentage of profit on cost : A 257c, B 26.5 /c.l 

The following details are extracted from the costing records of an Oil Mill 
for the year ended 31st March 1937 : — ^ 

Purchase of 5,000 tons of Copra, Rs. 2,00,000. 



Crushing Plant. 

Refining Plant. 

Finishing. 


Rs. 

Rs. 

Rs. 

Cost of Eahour 

.. 2,500 ' ' 

' 1,000 

1,500 

Electric Power 

600 

360 

240 

Sundry Materials 

100 

2,000 

-- 

Repairs to Madunery 

&. Plant 280 

1 330 

140 

Steam 

600 

450 

450 

Factory Expenses 

1,320 . 

660 

220 


Cost of Casks t . . . ... Rs. 7,500 

3,000 tons Crude Oil were produced. 2,500 tons of Oil were produced by the xefin 
ing process. 2,480 tons of Refined Oil were ■finished for delivery. 

Copra Sacks sold .. .. .. .. Rs. 400 - 

1,750 tons of Copra Residue sold .. „ 11,000 

Xxjss in_W eight in Crushing .. ., 250 tons 

450 tons of by-products .obtained, from refining process Rs. 6,750 
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You are required to show the Accounts in respect of each of the following stages 
of manufacture for the purpose of .arriving ’at Uie cost per ton of each process, and the 
total cost per ton of the finished oil: — /' 

(a) Copra crushing process, (b) Refining process, (c) Finishing Process, including 
Cashing. . 446 


(Crushing Proccs<;; Cost per ton Rs. 64-10-8; Refining Process: Cost per 

ion ks, 76-13-1 ; Total cost of fintslicd ond cashed oil per t6n Rs. 81-7-10.) 

32. The following arc the balances, of the Impersonal Ledger of a Colliery, relating 
to revenue at the end of the year: — 

Rs. 

Wages paid for Coal Production . . . . 5,80,000 / 

Coal for Colliery Consumption .. .. 45,000 

Timber used in Coal Production . . . . 64,000 

Ropes do. do. . . . . 12 000 

Stores do. do. . . . . 76,000 

Royalties paid . . . . . . . . . . 42,000 

General Charges chargeable to Coal Production .. 70,000 

Salaries chargeable to Coal Production . . . . 36,000 

Coal sold (including Colliery consumption), 1,12,000 tons 8,84,000 
Wages paid for cokc-malcing . . . . . . 50,000 

Stores used for coke-making . . . . . . 37,000 

Salaries chargeable to coke-making . . . . 8,000 

Coke sold 43,500 tons .. .. .. .. 5,40,000 


The stock of Coal at the beginning of the year amounted to 7,000 tons valued^ at 
Rs. 5 per ton, and at the end of the year 15,000 tons valued at a similar rate. The stock 
of Coke at the beginning of the year amounted to 2,000 tons valued at Rs. 10 per ton, 
and at the end of the year 500 tons valued at a similar, rate. 

The total production of tlie Colliery was 1,85,000 tons of Coal and 42,000 tons of 
Coke ; 65,000 tons of Coal being used for coke-making. 


Prepare separate Production Accounts for Coal and Coke showing the cost of each 
item of expense per ton of coal and coke respectively, taking Coal used for Coke-making 
at Cost price, working to two places of decimals only. (G.D.A.) ’ 447 


(Total of Coni Production Account Rs, 12,84,000 ; 




Oncost ? 


lat do you understand by 


i 


From the following particulars you are required to prepare a statement 
showing (o) the cost of materials used; (b) the works cost; (c) total cost, (d) the 
percentage of worlcs oncost to productive wages, and (e) the percentage of general 
oncost to works cost: — 


Rs. 

Stock of Finished Goods, 31st December 1936 .. 56,000 

Stock of Raw Materials, 31st December 1936 . . . . 25,600 

Purchases .. .. .. .. .. 5,84000 

Productive Wages . , . . . . . . , . 3 97 600 

, Sales of Finished Goods .. .. .. 1184000 

Stock of Finished Goods, 31st December 1937 . . , . ’oo'ooo 

Stock of Raw Materials, 31st December 1937 .. .. 27,200 

Works Overhead Charges " . . . . , . * ' 87*472 

Office and General Expenses-^ .. 7 i’o 48 


The Company is about to send a tender for a large plant. The Costing Department 
estimates that the materials required would cost Rs. 40,000 and ffie wages to workmen 
for making the plant would cost RS. 24,000. The tender is to be made at a net profit 
of 20 per cent on the selling price. Show what the amount of the tender would be 
if based on the above percentages. - \ (G.D.A.) 448 


(Cost of materials used Rs. 5,82,400; Works Cost Rs. 10,67,472; Total Cost: 

Rs. 11,38,520 ; Percentage of Works Oncost to Productive Wages 22% 
Percentage of General Oncost to Works Cost 6.6% ; 

' Amount of Tender Rs. 92,315.) 
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The Accounts of Zenith Manufacturing Company for the year ended 31st 


December 1937, show the following : — 


'v ■ Drawing Office Salaries 
't . Counting House Salaries 
4 .Cash discounts allowed 
. Carriage and Cartage outwards 
„ „ inwards 

fc^Bad Debts written off 
t Repairs of Plant, Machinery and Tools 
Rent, Bates, Taxes and Insurance, Factory 
S „ „ „ Office 

Sales 

Stock of Materials, 31st December 1937 
„ „ 1st January 1937 

Materials Purdiased 
'j. Travelling Expenses 

Travellers’* Salaries and Commission 
^ Productive Wages 

Depreciation written off Plant, Madiinery and Tools 
Depreciation written off Office Fumitime 
, Directors’ Fees 
Gas and Water, Factory 
•> „ Office 

Manager’s Salary (|ths Factory, ;Jth Office) 

■ General Expenses 


Rs. 

6,500 

12,600 

2,900 

4,300 

7,150 

6.500 
4,450 

8.500 
2,000r 

4,61,100 
, 62,800 
48 000 \ 

1.85.000 j 
2,100 
7,700 

1.26.000 

6.500 
300 

6,000 

1,200 

400 

10,000 

3,400- 


Prepare a Statement giving the following information : — 

(o) Materials Consumed. 

(b) Prime Cost. 

(c) Factory Oncost and the percentage on Wages. 

(d) Factory Cost ^ 

(e) General Oncost, and the percentage on Factory Cost. 

(/) Total Cost. 

(g) Net Profit. ' (B. Com.) 


(Materials Consumed Rs. 1,70,200; Prime Cost Rs. 3,03,350 ; Factory Oncost: 

Rs. 34,650 ; Percentage on Wages 27.5% Factory Cost Rs. 3,38,000 ; 
General Oncost Rs. 50,700 ; Percentage on Factory Cost 15 % ; 

Total Cost Rs. 3,88,700; Net Profit Rs. 72,400.) 


35. From the following information, prepare Pig Iron Production Account showing 
cost per ton of each class of expenditure and of the Pig Iron- produced: — 


= — ~ 

1 

) 

Coal. 

Coke. ' 

Limestone. 

Iron Ore. 

Sundries- 



i 

Rs. 

Rs. 

Ra. 

Ra 

Rs. 

Stock on 1st January 1937 

PuTcba.=03 during the year ' 

Stock, SlstDeceuihor 1937 

»• 

4,730 

21,830 

3.600 

3,580 

29,470 

2,050 

1.430 

5,080 

1,530 

3,930 

18,690 

3,620 

2,700 

7,810 

3,010 


The total production of 
General Works Charges, Rs. 


Pig Iron amounted to 32,000 tons ; Sales of Slag, Rs. W,500 ; 
4,500, Wages Rs. 17,000. ' 


consumed Re. Q-11-6, Coke consumed Re. 0-15-6, 
com?d Ore consumed Re. 0-9-6, Sundries 

onsumcd Rc. 0-3-9, Wages consumed Re. 0-8-6, General Works Charges 

consumed Re. 0-2-3 ; Total cost of Fig Iron Produced Rs. 1,07,000.) 
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3G. In a fnctorj' two types of Pianos arc manufactured, viz. No. 1 and No. 2. 
From the following particulars, prepare a statement showing^ cost per Piano and profit 
per Piano sold. There is no opening or closing stock. 


No. 1 No. 2 

Ks. Rs. 

Materials .. .. 3G,000 48,400 

Labour 03,000 83,600 

Works Oncost i.s charged at 100% on Labour, and Office Oncost is taken at 25% 
on Works Cost. 


No. 1 Pianos sold during the period arc 180 at Rs. 1,450 each, and No. 2 Pianos 
sold were 220 at Rs. 1,600 each. Ascertain the total profit as per Cost Books from 
the above particulars. 

Also prepare a Profit & Loss Account for the period in the Financial Books, the 
actual Works E.\penscs being Rs. 1,42,000 and Office Expenses being Rs. 95,700. Prepare 
a reconciliation statement to explain tlie difference in profits as per the two sets of 
booLs. '451 


(Cost per Piniio : No. 1 Rs. 1,125 ; No. 2 Rs. 1,225 ; Profit per Piano ; 

No. 1 Rs. 325, No. 2 Rs. 375 ; Total profit as per Cost Books Rs. 1,41.000 ; 

Profit & Loss Account Total Rs. 6,13,000 ; Not Profit as per Profit 

& Loss Account Rs. 1,44,300.) 

* 


Sl.'^'Thc lollowing parliculars arc exVractcA irom the books of AlpVia MafiufatAut- 
ing Company, Ltd., for the year ended 31st December 1937 ; 


Stock of Materials, 31st December 1937 
,, „ 1st January 1937 

Materials Purchased 
Carriage and cartage outwards 
„rf- „ inwards 

Drawing Office Salaries 
Counting House Salaries 
Cash discounts allowed 
Bad Debts written off 
Repairs of Plant, Machinery and Tools 
Rent, Rates, Taxes and Insurance — Factory 
,. ;, „ „ — Ofilce 

Sales 

Travelling Expenses 

Travellers' Salaries and Commission 

Productive Wages , - 

Depreciation off Plant, Machinery and Tools 
t „ „ Office Furniture 

Directors’ Fees 
Gas and Water, Factory 
„ „ Office 

Managers’ Salary (3ths Factory ; Jth Office) 
General Expenses 


Rs. 

31,400 

24.000 
92,500 

2,150 

3,575 

3,250 

6,300 

1,450 

3.250 
2,225 

4.250 
1,000 

2,30,550 

1,050 

3,850 

63.000 

3.250 
150 

3.000 
600 
200 

5.000 
1,700 


Prepare a Statement giving the following infoi-jnation : — 

(a) Materials Consumed. 

- (b) Prime Cost. 

(c) Factory Oncost and percentage on Wages. ’ ■- 

(d) Factory Cost. 

(e) General Oncost (and percentage on Factory Cost. 

(f) Total Cost. ' 

(g) Net Profit. ^ 452 


(Materials consumed Rs. 88,675 ; Priwe Cost Rs. 1,51,675 ; Factory Oncost 
Rs. 17,325 ; Percentage on Wages 27.5% ; Factory Cost Rs. 1,69,000 ; 
General Oncost Rs. 25,350 ; Percentage on Factory Cost 15% ; Total 

, Cost Rs. 1,94,350 J Net Profit Rs. 36,200.) 
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—88.-"Tlic following figures nro disclosed by the books of a Contractor for tlic yeai 


ending 31st December 1937 : — 


Rs. 

"Work-in-Progress as on 31sl December 1936 . . 1,70,000 
Less Advances from Conlraclccs .as on 31st 

December 1936 .. •• 1,10,000 


Rs. 


60,000 


TRANSACTIONS DURING THE YEAR 


Materials supplied to contracts directly by merchants 

Materials issued from Store 

Wages 

Working Expenses 

Administration expenses (of v/hich Rs. 500 are chargeable 
to general Profit and Loss Account) 

Plant issued 

Materials returned from contracts directly to merchants 
Materials returned to Store 
Contracts finished 

«Work certified . . . . . . . . 

Profit taken upon contracts 
Advances from contractecs 


Rs. 

12,000 

21,000 

17,000 

3.000 

2,500 

5.000 
900 

1,100 

45.000 

30.000 

23.000 

80.000 


Prepare the Contract Ledger Account (as in the General Ledger) and the 
Contractees’ Account, and show hov/ the Work-in-Progress would app"bar in the 
Sheet as on 31st December 1937. (B. Com.) 


(Total of Contract Ledger Account Rs, 2,53,000 ; Profit as per Contract 
Ledger Account Rs. 23,000 ; Total of Contractees' Account Rs. 1,90,000 ; 

Credit Balance on Contractees’ Account Rs. lA®’ 


39. The following details appear in the Contract Ledger of the National BuU^® 


Company, Limited ; 

\ 

Contract -No. 

Stores 

issued. 

Rs. 

Plant 

isMcd. 

Rs. 

Wages. 

Rs. 

Dr. Total. 
Rs. 

Cr. Works 

Certified. 

Rs. / 

1 

.. 12,000- 

7,000 

6,000 

25,000 

.20,000 ' 

2 

. . 17,000 

9,000 

8,000 

34,000 

28,000 

3 

. . 11,000 

6,000 

5,000 ' 

22,000 

16.000 

4 

. . 19,000 

12,000 

11,000 . 

42,000 

36,000 

5 

. . 14,000 

10,000 

• 9,000 

33,000 

24,000 


The following Balances are extracted from the General Ledger : — 

. . - Rs." 

General Wages -(including Rs. 1,000 for Improvement to 

Business Premises) . , . . . . , . 3,000 

Salaries (including Rs. 800 for salaries of a new draftsman 
, , chargeable to a new customer, Messrs. Nelson & Co.) 3,540 

Repairs to Plant at Works (including Rs. 500 chargeable 
to the suppliers of a new plant, .under a letter of 
Guarantee, Messrs.- Napoleon & Co.) .. .. 2,250 

Office Expenses (including Rs. 10 paid as Income-tax on 

the Fees of a Director, Mr. Kitchner) .. .. 1,110 
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Fuel, Light and Water 


Rs. 

.. 1,200 

Office Rent, Rates and Taxes 

, * 

, . . . 700 

Rent, Rates and Taxes of Works 

* , 

' 1,100 

Travelling Expenses 

, , 

.. 1,700 

Carriage on Stores purchased 

• • 

. • . • 1,800 

Depreciation of Plant on Works 

• • 

.. 1' .. 1,300 


All the Conlractces have paid 75 per cent of work certified. Draft the Journal 
Entries to transfer the, above items to proper accounts, opening separate accounts for 
Works Esepenses and Administrative Expenses and allocating the same over the various 
contracts on the basis you think best for the allocation of such Indirect Expenses with 
a view to ascertain tlic. exact cost of each contract. 

Show also how tlic “Work-in-Progress” would appear in the Balance Sheet 
(Rs. 17,000 being the amount of profit to be taken credit for, on the abovesaid contracts). 

CG.D.A.) 454 
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CHAPTER XXV. 


INSURANCE COMPANIES’ ACCOUNTS. 


Insxxrance is a contract between two parties whereby the insuTST under- 
takes, in consideration of a certain periodical feed amount^aUed ‘premium, 
to indemnify the other called the insured agamst a certain amo^t ot oss 
arising from the happening of a specific contingency, such as the destrucuon 
of property by fire or loss arising from accidents, etc. Life i^surMce is 
contract under which an Assurance Company in consideration of certam 
payment, either made yearly, half-yearly or monthly, undertakes' to pay o 
the person for whose benefit the assurance is effected, a certain sum o 
money, on the death of the person whose life is assured or to the assure 
himself after the lapse of a specified number of years. The_ document con- 
taining such a contract is called a Policy. The consideration paid to tne 
company for undertaking tlfe risk is called Premium, and the person on 
whose life the policy is effected is called the Assured, 

The chief forms of insurance comprise Life, Fire and Marine. A 
number of insurances, however, are now-a-days effected to cover risk o 
loss arising out of personal accident, employers’ hability, burglary, embez- 
zlement, etc. 


LIFE ASSURANCE ACCOUNTS. , 

The first step towards the taking out of "a" life assurance policy is the 
completion of a Proposal for the same, which has to be made on a form pr°' 
vided by the o'fBce. The life is medically examined, and the proposal and tn 
medical report are considered together by the directors of the company. ■“ 
the proposal is accepted, the policy is prepared and forwarded to the assure 
On payment of the fest premium, if this has not already been paid. Further 
premiums are then payable yearly, half-yearly or quarterly, as may have 
been laid down in the policy. 


The forrns of life assurance are very numerous, and novel methods _ar 
being continually introduced, owing to the competition between 
companies. , The usual policies issued, however, are either Whole Life o 
Endowment. A Whole Life Policy is one under which a definite sum i 
payable on the death of the assured to his executors, administrators 9? 
assigns. An Endowment Policy provides that the sum insured shall be pe^ 
at the end of a feed term of years, if the life insured is in existence, o 
immediately at death should this occur before the expiration of the fe 
term. The premium is naturally much higher in the case of endovyrneu 
policies than in that of ordinary whole life policies 


The policies granted by most insurance companies fall into two maiu 
classes. They are either 'with, profits or without profits. Under the „ 

class, the premiums are higher than in the latter, in consideration of tne 

right of the policyholders to share in the profits of the company, a privileS 
which is denied to the holders of “without profit” policies. 


is another form of assurance. A substantial «... — 
company which in^retum pays to the annuitant an annual su 

aunt thus received by the company 


^ 

^®time. The amount thus received by the 
called Consideration for Annuities granted, and is shown in the Reven 
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Account of the year in which it is received. The annuities paid are shown 
each year on the expenditure side of the Revenue Account, 

Surrender Value. — ^When a certain number of premiums has been paid 
under a policy, usually three or sometimes two, the company that granted 
the policy will pay a sum of money, called a cash surrender value, to the 
holdei*, in the event of the policy being discontinued by non-payment of the 
premiums. In the first few years, the surrender value of a policy bears a 
small proportion to the premiums paid, but this proportion increases in 
latter years. » 

Loans on Policies^i-After a policy has acquired a surrender value, the 
company would grant a lo'an on the policy of an amount not exceeding the 
surrender value, if such be needed by the assured. „ Loans on policies are 
also often made by companies to enable the assured ^to pay'premiums falling 
due, rather than allow the policies to lapse./ 

V 

Re-insurance. — Every office, no matter of what financial strength, has a 
limit beyond which it will not retain liability upon any one risk. When an 
insurance company has taken a risk beyond this limit, it re-insures with 
other companies, so that the possible loss^ may be distributed. 

Assignment. — A policy can be assigned either by endorsement on the 
policy or by a separate instrument, and the assignee can sue in his own 
name. A written notice of the assignment must ba given to the insurance 
office, and the insurer must, upon receiving notice, give a certificate acknow- 
ledging the receipt. 

Claims by Death. — ^When a claim arises by death, the claimant is re- 
quired to prove his title to the satisfaction of the office, and also the fact of 
the death of the life assured. Tire former will be probate of will or letters 
of administration, or if the policy has been dealt with, the deed of assign- 
ment. Evidence of death is usually supplied by a registrar’s certificate of 
death and a certificate of the medical attendant. If everything is in order, 
the claim is usually paid immediately. 

Books of Account. — The peculiar nature of Life Insurance business 
requires it to maintain numerous subsidiary books of a statistical nature 
which are not usually to be found in other businesses. Every office h^ its 
own set of books so framed as to meet its own requirements. 

The following, however,' are the principal books kept by large assurance 
companies ; — ^ 

1. Proposal Register. 

2. New Premiums Cash Register. 

3. Renewal t’remiums Cash Register. 

4. Agency^ and Branch Cash Book. " ' 

5. Petty Cash Book. 

6. Claims Cash Book. 

7. General Cash Book. 

8. Agency Debit 'Jbiurnal. 

9. Agency Credit Journal. - 

10. Register of Policyholders (now compulsorily required ) . ' 

11. Register of Claims Advised (do. do. do. ). 
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12. Lapsed and Cancelled Policies Book. 

13. Chief Journal. 

14. Commission Book. ... 

15. Agency Ledger, _ 

16. Policy Loan Ledger. 

17. Investment Ledger. 

18. General Ledger-. 

19. Register Bf Licensed Insurance Agents (now compulsorily 

required ) . 

Tire specimen forms of some of these books given at the end of the 
Chapter can be usefully employed with necc.ssary modifications to suit the 
particular needs of the business. 


Proposal Register. — On receiving the Propo.^al Form duly filled in. tho 
details thereof are usually recorded in the Proposal Register, giving parti- 
culars as to the proposal number, the name of the proposer, agency, class 
and amount of policy and such otlicr details as may ^ required. After the 
proposal is placed before the management, its fate is recorded in the 
“ Remai'ks ” column. 


New Premiums. — ^As the strength of a life insurance company is judged 
by the outside public largely by the amount of Uae new business it secures 
each year, it is usual for sound concerns to show fire amount of New 
Premiums received during each year quite apart from the Renews 
Premiums. When premiums are paid hah-yearly or quarterly, the whole 
of the first year’s payments are treated as new premiums. The prescribed 
Form of Revenue Account under the New Insurance Act requires that the 
First Year’s Premium should be shown distinctly from the Renewals. 

/New Premiums Cash Register records in details the various amounts 
received by the Head Office direct, in course of each 'daj'', in respect of new 
business. Full particulars are given in this book as regards the name of the 
assured, the number and class of fiie policy, the date of the policy, the amount 
assured, the name of the agent through whom the business has been secured, 
me^annuffi premium and how the same is payable, the amoimt received, 
mte received, and foho of the Policyholders’ Register where the account of 
me particular assured is opened. 'The daily total of fills book is then entered 
in one amount in the General Cash Book in the .New Premiums column and 
_the monthly total of the latter is posted to the New Premiums Account 
the General Ledger. 


/ Renewal Premiums Cash Register.— This book records full detaik of 
renewal premiums received each day by the Head Office direct, in the same 
manner as new premiums. The d^y total of this book is entered' iu one 
amoimt in the General Cash Book in''the Renewal Premiums column, from 
where it is posted to the credit of Renewal Premiums Account once a month. 


Agency and Branch Cash Book.— This book is provided with a column 
tor each branch or agency. Entries are made in this book of moneys 
br^ch..or agencs', and the daily total of this book JS 
and General Casl^ook in the particular column headed “Branch 

aSd monthly total of each colunffi in the Agency 

agency f particular branch or 

m the Agency Ledger, whereas the monthly total of the 
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" BrancK and llie Agency-Remittances ” column in the General Cash Book is 
posted to the credit of the Branches and Agencies Account in the General 
Ledger. 

■t 1^ 

The Petty Cash Book is ruled with various analytical columns usually 
headed Medical Fees, Commissions, Policj' Stamps, Advertisements, Printing 
and Stationery, Postages, etc., and is kept on the imprest System. 

Claims Cash Book.-^n large businesses, a separate book is kept giving 
full details of each claim as is paid, the daily total of this book being shown 
on the credit side of the General Cash Book in the “ Claims Paid ” column, 
the monthly total of which is posted to the debit of Claims Account in the 
General Ledger- 

General Cash Book. — The General Cash Book is specially arranged with 
columns for the usual heads of receipts and expenditure so as to minimize 
labour in posting, as far as possible. A study of the form as illustrated 
herein will show that it provides columns, on the debit side, for New and 
Renewal Premiums, the Remittances from Branches and Agencies, Loans on 
Policies repaid and Investments realized. Interest on^ Investments and Loans, 
Considerations for Annuities granted, and Miscellaneous Receipts. On the 
credit side are provided columns for Surrenders, Claims, Annuities, Re- 
assurances, Bonuses, Policy-loans, Investments, Management Expenses and 
Miscellaneous Payments. Tlie monthly totals of tliese columns, are posted 
to their respective accounts in the General Ledger. 

In very large concerns, a separate subsidiary book is kept called Policy- 
loans Received Book to record full details of each loan as is repaid, the daily 
total only of this book being entered in the General Cash Book. 

In a like manner, separate subsidiary books may have to be kept for 
Jionuses, surrender values, annuities and re-assurances paid, and only the 
daily totals of these books would then be recorded in the General Cash Book. 

“'^Agents.— i^Almost all life assui'ance companies obtain the greater part of 
their new business through the activities of their agents, distributed practi- 
cally all over the country. Usually, branches are established in the large 
to%vns with an^ organisation of agents attached to each. The 'remuneration 
to these agents generally takes the shape of a commission on the business 
secured, a much larger percentage of commission being allowed on new 
business than upon renewals. It is necessary, therefore, that assurance com- 
panies should keep a detailed and exhaustive record of their dealings with 
each agency or branch. ' 

All Insurance Companies are henceforward required by tlie New Act to 
employ only Licensed Agents for the purpose of canvassing business. The 
maximum percentage of commission payable to them is fixed by the Act as 
shown herein, and every company is compulsorily required to maintain a 
Register of Licensed Insurance Agents employed for canvassing business, 
giving full particulars as to their appointment, etc. ' 

Agency Debit Joxumal. — ^This book contains a record of all premiums and 
other moneys which have to be collected by the agents and branches. The 
account of each individual agent or branch is debited in the Agency Ledger 
and the monthly total of each of the nominal columns is credited to its 
respective account in the General Ledger. The monthly total of the “ Total 
Column” of this book' is debited to the “Branches and Agencies Account” 
in the General Ledger-' 
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Agency Credit Journal. — ^This book is written up from periodical state- 
ments sent by each branch or agency to the Head Office. The postings from 
this book are to the credit of each individual agency or branch in the Agency 
Ledger, the monthly total of the nominal colmnns being debited tovthe 
respective nominal accpunts in the General Ledger. The monthly total of 
the “ Total Column ” of this book is posted to the credit of the “ Branches 
and Agencies Account ” in the General Ledger. i 


Branch and Agency Accoimts. — ^The student must have noted that 
whereas in the Branch and Agency Ledger there is a separate accoimt of 
each branch or agency to which postings are made from the Agency Debit 
Journals and the Branch and Agency Cash Book as described 
Geiieral Ledger, contains a controlling account styled “ Branches 
^d Agencies Account ” to which postings are made of the monthly totals 
from the Agencj' Debit and Credit Journals and also of the Branch and 
Agency column in the General Cash Book. The debit balance of the 
Branches and Agencies Account in the General Ledger on any one date wiU 
thus always agree ^vith the total debit balances of all the Branch and Agency 
Accounts as ascertained from the Agency Ledger at that same date. I 

T j Com^ssion Book.-— The object of this book is to keep in the form of a 
-Ledger Account a detailed record of the amount of commission due to eachj 
agent on each individual policy secured through him and to show against 
this me several payments made to him or. deducted by him from the^ 
premiums collected. Such a Book not only serves to show how each agent j 
stands in respect of his commission account, but is also very useful in arriv-l 
mg at me total outstanding commission due at the time of balancing. At the 
nead ot each account, a note is usually made as to the terms of commission, 
upon allowance, etc., that may have been agreed 

, , of CI^is Advised.— Each claim is entered in this book immedi- 

mtimated, whereas full particulars as to, when each such claim was 
admitted and paid are also recorded therein from time to time. -Ibis book 
serves the useful purpose of showing at the end of the .financial period : — 

(a) Claims intimated but rejected, 

(b) Claims admitted but not paid, and 

(c) Claims in course of settlement. 




is very useful in estimating the company’; 
respect of outstanding claims at balancing time. 

■ ever^corSfnn,/^^* req^uires a, compulsory maintenance of this Eegister by 
every company, m respect of every class of Insurance business. - 

detansT/eac?toS^‘'a“^fi^”^‘'‘“ Book.-In this book are recorded frU- 
eiaus Ot each pohcy as it lapses or is cancelled.. 

taining^*record^of^pa^^^^^i^'~^^^‘ ^ elaborately ruled book con- 

of the^ nolicr thp ^ number, amount, and cl^ 

smnris^nSi?ltrf prelum and how the 

eveiy policy issued by th^coSp^l^^ necessary details regarding each an 

every c^omp^y^in ^ f compukory maintenance of this Register by 

Pany, m respect of every class of Insurance business. - 
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The Policy L.oan Ledger contains an account of each policyholder to 
whom a loan, has been gx'antcd. 

The Investments Ledger is kept in tlie same manner as the one kept in a 
bank having an account for each class of investments, with columns for face- 
v'aluo, market-value and interest. This book ser\'es the useful purpose of 
showing liow the periodical interest or dividend on each Investment is 
brought into account, and also helps towards the ascertainment of Outstand- 
ing Interest and Dividends at the end of each financial period.- 

THE INSURANCE ACT, 19|8, 

The working of Insurance Companies in India is now regulated by the 
Insurance Act, 1938, which embodies sti-ingent provisions affecting the promo- 
tion, management and accounts of Insurance Business in British India. 
The New Forms of Revenue Accounts and Balance Sheets as prescribed 
under the Act are given on pages 922 to 931, and would need to be closely 
studied. 

FORM A- relates to the Balance Sheet of the business. Where a Com-^ 
pany carries on other classes of insurance business along with Life Assurance, 
it must prepare a separate Balance Sheet of the Life Business. So far as 
other insurance businesses are concerned, their respective assets and 
liabilities may be embodied in tire General Balance Sheet with columns on 
either side for each class of business, or sepm’ate Balance Sheets may be 
preparedv Tuj >» nyj jw tw*'* ^ 

FORM D is for the Revenue Account of the Life Assurance Business, 
whei-ein separate details have to be shown of Business within India and 
Business out of India. 

FORM E is for the Revenue Account of Marine Insurance Business. 

FORM F is (the Revenue Account applicable to Fire, Accident, Work- 
men’s Compensation, Motor Car and other miscellaneous Insurance busi- 
nesses. 

FORM B is the Profit and Loss Account, wher-ein the profit or loss of 
the several departments would be aggregated/ To this account would also 
be credited items like Interast, Dividends and Rents, Profit on Sale of Invest- 
ments, Transfer Pees ah3_ such other items of gain as 'do hot belong to and 
are not credited to'aiiy particular Revenue Account. Similarly, the^account 
would be charged with such expenses of management as are hot applicable 
to any jiarticular class of business, Loss^ on Sale of Investments or Depreci^__ 
tion of Inve^ments which do nqt belong, to any particular Fund and,,therh^ 
fore~not already charged to the Revenue Account of any class of business. 

FORM C is the Profit and Loss Appropriation Account. The balance of ' 
the Profit and Loss Account would be transferred to this account. It would 
‘ then be charged with any appropriations of Profit such as Dividends to 
Shareholders, transfers to any Funds or Accounts, and its ultimate balance 
will -appear in the General Balance .Sheet. 

FORM AA represents the classified summary of Indian Investments and 
assets of Life Business, showing against each item its book value and the 
market value, to be submitted within 31 days from the beginning of each year 
to the Superintendent of Insurance, by every company carrying on Life 
Insurance business. 
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The Regulations for the preparation of the above Revenue Accounts an 
the Balance Sheets, which are given along -with the Forms, need to he (^e- 
fuUy followed, as they embody instructions for the compilation of these 
statements. 


EVIPORTAhlT PROVISIONS IN THE NEW ACT. 

Amongst the several important provisions embodied in the New Act, 
the following may be mentioned : — 

(1) Compulsory registration of every company carrying on Insur^ce 
Business in British India and obtaining of a Certificate of Registration from 
the Superintendent of Insurance (Sec. 3).^ 

(2) Requirement of a minimum working capital of at least Rs. 50,000 
exclusive of the Deposit to be made on registration and preliminary expenses, 
for companies carrying on Life Assurance business (Sec. 6). 

(3) Deposits to be lodged with the Reserve Banlc of India not only by 
Life Assurance Companies but also bj' companies carrying on Fire; Marine, 
Accident, Workmen’s Compensation, Motor Car and any other Insurance 
business in India, as under : — 

Rs. 


(a) For Life Business only 
''^(b) For Fire Business only 


2,00,000 

1,50,000 

1,50,000 


(c) For Marine Buiness only , . . ' 

(d) For Accident ^Business including Workmen’s t 

^ Compensation and Motor Car Insurance . . 1,50,000 

^ ^(e) For Life and any one of (b) , (c) or (d) . . 3,00,000 

(f) For Life and any two of (b) , (c) or (d) . . 4,00,000 

(g) For Life and (b) , (c) and (d) . . . . 4,50,000 

(h) For any two of (b) , (c) or (d) without Life 

Business ' .. .. .. 2,50,000 

(i) For (b), (c) and (d) without Life Business .. 3,50,000 
Cj) Marine Insurance relating to Country Craft ' . . 10,000 

0'^ \ above deposits have to be paid in certain stated instalments (Scc.j)‘ 
Separate accounts to be maintained for each class’ of Insurance 
Business, and the Life Insurance Fund to be kept intact absolutely ^ 
security for Life Policyholders (Sec. 10) . ^ 

^ Revenue Accmmts and Balance Sheets in respect 

of the, different classes of Insurance Business at the end of each cdenclm 
3 mai^ in accordance with the New Regulations and Forms as prescribed in 
the First, Second and 'Third Schedules to the Act (Sec. 11) . 

(6) Audit of Annual Accounts by qualified Auditors (Sec. 12) . 

a Certificates to be given by the Directors, the Actuary sni tb^ 

Auditors of the Company at the foot of every Balance Sheet issued bi’ ^ 
conip^y, me forms of which are embodied in the Regulations given hi 
rir^Schedule to the Act. (See pages 933 and 934) 

.^tuarial Valuation to be made of the Life Business once at le^^ 
mittcd^^a^ years, and the Actuary’s Report and Statements to be ' 

Fourtli and Regulations and Forms as prescribed in 

and Fifth Schedules to the Act (Sec. 13). 
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(9) Compulsory maintenance of separate Register of Policyholders 
and Register of Claims in i-espect of every class of, Insurance business 
(Sec. 14). 

3.w>^l0) Filing of four copies of Audited Accounts and Statements with 
the Superintendent of Insurance within six months from the end of the 
financial period (Sec. 15) . i 

^ "^ll) Furnishing the Superintendent of Insurance with a certified copy 
of every Report on the affairs of the company soon after its submission to 
tlie members or policyholders of the Company (Sec. 18) . 

v/fl2) Filing of an Abstract of the proceedings of every General Meet- 
ing of Shareholders within 30 days from the holding of such meeting 
(Sec. 19) . 

v-^13) Compulsory investment of Assets to the extent of 55 per cent 
of the habihties in respect of Life Insurance business in Government and 
other approyed^^curit^^. 

i (14) Submission by every Life Assurance Company of a certified i 
statement, within 31 days from the beginning of each year, to the Super- ' 
intendent of Insurance showing how the above 55 per cent of the Investment 
has been made (Sec. 28). 

(15) Prohibition of any Loan or temporary advance either on hypothe- • 
cation of property or on personal security to any Director, Manager, Man- , 
aging Agent, Actuary, Auditor or Officer of the Company except by way ’ 
of loans on life policies within their surrender value, any such existing loan ' 
to be repaid within one year from the commencement of the Act (Sec. 29) . /i 

(16) The holding of all assets and investments in the name of the 

Company, except in so far as they are required to be vested in trustees * 
(Sec. 31). , 

(17) Prohibition of appointment of Managing Agents after the com-^ 
mencement of this Act ; existing Managing Agency to cease within three^ 
years, and no existing Managing Agent to receive more than Rs. 2,000 a"^ 
month by way of salary, commission and allowances put together (See 32) , f 

(18) Power of Superintendent of Insurance to investigate the affairs of 
a Company under certain circumstances (Sec. 33). 

(19) Employment of only licensed agents in future for procuring 
insurance business and the remuneration to be paid to them by way of 
commission not to exceed the following percentages : — 

40% on First Year’s Premium in Life Business, 

5% on Renewals, - , 

15% on Premium from any other business. 

^ In case of new Life Assiurance Companies: — 

55% on First Years’ Premium, and 
6% on Renewals 

during the first ten years of business (Sec. 40) . 


(20) Prohibition of any rebate on premium being allowed in future 
by any canvassing agent to the insured {Sec. 41) . 

(21) Compulsory maintenance by every Insurance Company of a 

Regirfer of Licensed Insurance Agents employed by them giving full details 
as to their names, addresses, dates when appointed, and dates when appoint- 
ment ceased (Sec. 43) . . i * . 
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(22) Compulsory election on the Board jpf every Life Assurance Com- 
pany of not less than one-fourth of the whole number of Directors from tn 
policyholders, after one year from the commencement of this Act (Sec. 4 )• 

(23) Restriction on' declaration of my dividend to shareholders or 
any bonus to policyholders by a Life Insurance Company, except out o a 
surplus ascertained as a result of actuarial valuation (Sec. 49) . 

The Act also contains several new and important provisions relating to 
Provident Societies. ' . 


REVENUE ACCOUNT OF LIFE BUSINESS. 


The New Form of Revenue Account of the Life Assurance busmess 
provides for separate presentation of Business within India and Busm^ 
out of India.. Contrary to the Old Form, the Income is required to ^ 
shovm on the credit- and the Expenditure on the debit side. The Accoimt natu- 
rally begins on the credit "with the Balance of Life Fund at the commencemen 
of the year, and ends with the Balance of Life Fund at the end of the year, 
on the debit. It may be pointed out that the Life Fimd on any date repr^ 
sents the accumulated excess of Revenue over the Expenditure of the Lu® 
Business left after the' periodical appropriations made thereout in respect o 
Bonus to Policyholders, Diwdends to Shareholders, Depreciation in_ value o 
Investments, etc. The Life Fund at the end of 4ny financial period 
always show a credit balance, and representing as it does a liability to 
existing Policyholders, necessarily appears on the Liabilities side_ of tne 
Balance Sheet of the Life Department. ‘In the first few years’ working of ^ 
new company, however, the expenses of management may exceed the 
premium and other income, in which case, there will be a deficiency on Life 
Fund, and the latter will then show a debit balance. 


The detailed headings under which the Revenue and the Expend!^® 
items are required to be shoivn are specified in Form.D on pages 928 and 92J. 

The Regulations for the preparation of Revenue Accounts as embodied 
in the Third Schedule to the Act clearly set out instructions as to the co®" 
pUation of these accovmts, and the same have been inserted herein on pages 
935 and 936. 

The foUoiving are the important points to be noted in connection 
the preparation of Life Revenue Accoimt: — 

Life Assurance Fund. — ^Having regard to the peculiar nature of the Life 
Busmess, the excess of revenue over expenditure of any particidar 'year, as 
- showm by its Revenue Account, cannot be said to be the profits made hi 
period. A mistake is sometimes made of supposing that the accumulatea 
funds of a life insurance company are profits made out of the business 
held undivided. This, however, is not the case. If the company ceased w 
accept new policyholders and simply allowed the existing contracts to ivorK 
off by death or maturity, the funds would gradually be drawm upon for the 
purpose of paying claims, which the' annual income received by 
renewal premium alone during the time would be unable to meet. The 
dificrence represented by the excess of income over expenditure is calie'i 


Life Fund, and is earned forward on this account from year to year. The PfT 

fits of a^ period are ascertamed by an Actuarial Valuation every' three or hie 

years. The object of such a valuaUon is to arrive at the net liability of the 

. as at the date of valuation, 
amount the company must have m hand if it is solvent The net liabiHtf.®* 
tbe company on ah its policies in force, thus ascSedrVs cornpared 
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the then Life Assurance Fund, and the excess of the latter over the> former 
is called “surplus" and is available for dividend, whilst the balance the 
otlicr way is “called the “ deficiency ”, 

TJie first item, viz. Life Ass^irance Fund on the credit side of the Revenue 
Account, is the same as the last item shown in the previous year’s Revenue 
Account and also as appearing on the liabilities side of the previous Balance 
Sheet. 

Premiums. — ^Under this heading will be included all premiums received 
dvtring the year either through the agents or by the head office, as well as all 
premiums outstanding at the end of the j'ear. 

Outstanding Premiums arc brought into account by means of a Journal 
entry : — • 

Outstanding Premiums . . . . . . Dr. 

To Premiums Account 

These Outstanding Premiums, being moneys owing to the Company, 
will appear as an asset in the Balance Sheet. 

In valuing Outstanding Premiums, care should be taken to see that they 
do not include premiums due on lapsed policies. Further, from the gross 
amount of these outstandings, tile commission payable to the agents as also 
Uie amount of re-assurance, if any, should be deducted, and the above 
entry should be made of the net amount. Or, a better method would be to 
take the outstanding premiums at the gross figure and bring into account 
the outstanding liability in regard to commission, re-assui-ance, etc., payable 
by another Journal entry. 

It must be noted that under the heading “ Outstanding Premiums " 
should be included only such instalments aS have become due and' paj^able 
before tlie end of the financial year. 

'The Revenue Account under the New Act requires the item of Premiums 
to be shown on tlio credit as under : — 

Premiums Less Re-insurance. 

(i) First Year Premiums. 

(ii) Renewal Premiums.. 

(iii) Smgle'Premiums. 

Consideration fpr Annuities granted. — ^These are lump sums received by 
the company, during the year, from pei-sons desirous of securing a fixed 
annual income in retum, i.e., persons who 'have taken up annuity policies 
with the company. The item appears on the credit side of the Revenue 
Account less any Re-insurance in this behalf. The annual payments made 
by the company to the annuitants appear on the debit side of the Revenue 
Account under the heading of Annuities. 

Interest, Dividends and Rents. — ^This item will comprise not only aU the 
Interest, Dividends and Rents actually received, but will also include any 
income either “outstanding” or “accrued” under this head and belonging 
to the period under review. Outstanding and accrued Interest, Dividends, 
etc.., are brought into account by means of the Journal Entry : — 

Outstanding Interest, Dividends and Rents . . . . Dr. 

Accrued Interest, Dividends and Rents . . • 

^ To Interest, Dividends and Rdnts Account 
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The above debits ■will appear as assets in the Balance Sheet. 

It will be noticed that the Form requires Interest, D^dends md Rents 
to be shown at the gross figures and the hicome-tax paid as a deduction there- 
from, the net Interest, etc., appearing in the outer column. Ifa order, there- 
fore, to enable the gross figure of Interest, etc., to be shown in the Revenue 
Accoimt, it would be necessary to pass a Journal entry -with the amount o 
Income-tax whenever Interest and Dividends are received less Income-tax 
thus : — 

Income-tax Account . . . . • • • • 

To Interest, Dividends and Rents Accoitnt 

The exact difference between the term “ outstanding ” and “ accrued 
does not appear to have been clearly ■understood by many, and the follo^vlng 
definitions are therefore thought necessary. 

Outstanding Interest, etc. means such Interest, etc, as has actually b^ 
come due and payable prior to the date of closing, but has not been received. 

Accrued Interest, etc. is the proportion of income from the last due date 
to the date of closing, allocated and brought into account, as being the income,, 
earned during the period under re'view. 

For instance, if interest on any investment is receivable on 1st J^e 
and 1st December, and the date of ffie financial closing is 31st of Decem^r, 
and assruning that the Interest due on 1st December is not received till after 
31st December-^six months’ interest due upto 1st December ,wll appear as 
“ outstanding ” and the interest for the month of December will appear as 
accrued, ‘ r 

Where Office Premises belong to the Company. — ^Where the office pre- 
mises form part of the Life Assurance Fund, a fair rent for the premises 
must be included ■under the heading Interest; Dividends and Rents on the 
credit of the Life Insurance Revenue Account, and the Revenue Account 
for every class of business for which the premises are used should be made 
to bear a proportionate, charge in respect of such rent as also all tire other 
expenses inciurred in connection with the maintenance of such property. 

Other Receipts to be specified. — ^Under this heading will appear items 
such as Fines, Policy. Assignment Fees, etc^ , 

Claims imder Policies Paid and Outstanding. — ^This is the first item to 
appear on the debit side. Under this heading wU be included not only the 
claims actually paid, but also those outstanding.' Outstanding Claims would 
include : — 

(a) Claims notified to the office and actually admitted by the com- 
pany but not paid; and 

(b) Claims intimated to the company in respect of "which the com" 
pany has received notice of death, but which may not have 
boen. admitted by tbe company, tbe necessary formalities not 
having been carried out by tbe claimants. 

. All such Outstanding Claims having been ascertained, a Journal entry 
Js passed to bring them mto accoimt: 

Claims Account . . ^ ^ ^ ^ 

To Outstanding Claims Account 
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'Ouistanding Claims Account, being a credit balance, will appear as a 
liability in the Balance Sheet. 


Claims bj^ Death and Claims by Maturity are required to be separately 
shown. 

Claims by Matturity represent amounts which become payable under 
endowment policies. 


Annuities. — ^Tliese have already been dealt with while explaining Con- 
sideration for Annuities. 


Surrendors. — These would include all sums paid by the company to 
policyholders desirous of terminating their contracts with the company. 

Wliere loans have been advanced by tlie company on security of policies, 
and if any of such policies have been allowed to lapse, the amount of such 
loans together with interest thereon, should be transferred to surrenders by 
means of a Journal entry : — 


Surrenders Account . . . . . . . . Dr. 

To Loans on Policies Account- '. 

The item of Surrenders must include also Surrenders of Bonus, if any. 

Bonuses. — ^As has already been explained above, the profits of an insur- 
ance company cannot be ascertained every year from the^ preparation of 
Revenue Account. In order to ascertain profits, periodical valuations. have 
to be made by tlie company’s actuary who finds out the exact liability of the 
company upon all policies in force. Tlie balance of Life Assurance Fund, 
after allowing for such liability and all other contingencies, is then utilised 
in declaring dividends to shareholders, bonuses to poBcyholders, and trans- 
fers -to reserve funds, etc.^ 

Policyholders are usually given the option of receiving their bonus in. 
any one of the following ways ; — 

(a) In Cash ; 

(b) In reduction of premiums ; or ’ i 

(c) In the form of reversionary bonus, that is the bonus becomes' 
actually receivable when the policy becomes a claim. 

Wlren a policyholder utilises his bonus in reduction of his premium, the 
enfry necessary to give effect to this would be : — 

Bonxis Account i . . . . - . . Dr. 

To Premium Account 

Expenses of Management. — ^Under this heading,' the various items of 
expenditure incurred during the period under review will have to be shown 
under their distinct sub-heads as classified in the prescribed Form. 

Great care should be taken to see that these include not only the 
expenses actually paid but also all expenses incurred and relating to the 
period under review and remaining unpaid at balancing time. 

Salaries,— The New Form requires the salary paid to the Managing 
Agent or the Managing Director to be shown separately from the total 
amount paid as salaries to the remaining staff. 

. Common Expenses. — ^Wlien a Company carries on Life Assurance busi- 
ness along with other classes of insurance, the Life Assurance Revenue 
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Account must on no accoimt be charged with more than a reasonable pro- 
portion of the common expenses. Further, the Life Department should not 
also be charged more than its fair share of the office rent, when the premises 
happen to belong to the company. 


BALANCE SHEET OF LIFE BUSINESS. 

The Balance Sheet of Life Insurance Business must be prepared as a 
separate statement, in the prescribed Fonri marked ‘ A The Balance 
Sheets of other classes of business may be prepared separately or their 
assets and liabilities may be incorporated by means of additional columns 
in the General Balance Sheet. In any case, where there are several classes 
of business, a General Balance Sheet ■will have to be prepared incorporating 
the total fund of each class of business as also the shareholders’ undivided 
profits, outstanding liabilities and such other items of a general nature, so as 
to indicate the financial position of the business as a whole. 

The foUo'wing items need specific mention: — \ 

Life Assurance Fimd. — The amount shown against tljis item ■will be the 
same as the last item in the Life Revenue Accoimt for the period, as already 
explained. 

.^nuity Fund. — This item represents the liability of the, company to its 
aimurtants, which is ascertained by periodical actuarial valuation. Usually^ 
Annuity Business is mixed with the Life Assurance Business, in which case, 
there is no separate Annuity Fund but the same is merged into the Life 
Assurance Fund. 


Loans on Life Interests and Reversions. — ^These are loans granted to 
persons haidng either a life interest in certain properties or assets xmder a 
ivill or trust, or the reversion to certain properties or assets upon the death 
of the life tenant. 

lavestments. — ^These will have to be shown under ■their specific heads as 
mdicated in the Prescribed Form of Balance Sheet. The requirements of 
Section 27 in regard to 55% of the company’s liability to its policyholders 
bemg held in approved Securities should be rigidly followed. 

^bsidiary Companies. — ^Particulars of holdings in and loans to and from 
subsidiary companies are required to be shown quite distinctly from other 
assets and liabilities. 


Debts owing by Directors and Officers.— Amoimts due from director 
and omcers are required to be shown separately. 

Guarantee in respect of PoKcies in other Companies.— Where any 

^ Company in respect of policies of any othe: 
company, the Balance Sheet of. the Company giving such guarantee mus 
clearly specify the name of such company and the extent of luch guarantee 
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All other requirements as to the preparation and certification of Balance 
Sheets are specified in the Regulations contained in the First Schedule to 
the Act as also in the Notes embodied at the foot of the prescribed'Form A 
of Balance Sheet, and these have been included bodily herein, so as to 
facilitate reference. 

r * 

INVESTMENT FLUCTUATION FUND. 

As Life Assm-ance Companies invest their surplus funds to a consider- 
able extent in Public Funds and other gilt-edged Securities, it is an invari- 
able practice with them to build up a very substantial reserve to sufficiently 
provide for the loss by way of fluctuations in the money market, which affect 
very largely the value of their investments. This is done by bringing into 
account the difference between the cost gnd market price of the investments 
and charging the Revenue Account with the same, at the same time crediting" 
an Investment Fluctuation Fimd Accormt. The Investments would 'appear 
at cost on the assets side, while the Investment Fffictuation Fund would 
appear on the liabilities side. 

ASCERTAINMENT OF PROFITS BY LIFE 
ASSURANCE COMPANIES. 

Although a Life Assurance Company is required to prepare a Revenue 
Accoimt and a Balance Sheet every year, it must be noted that these State- 
ments of Accounts alone would not indicate the true annual financial posi- 
tion of. the company inasmuch as the profits or losses of a Life Business 
cannot be determined by ordinary Commercial methods. In a Life Office, 
the Revenue Account would serve only to indicate the savings of the year 
represented by the excess of the current year’s income over the expenditure, 
and the Balance Sheet would disclose the nature of the Securities and other 
Assdts held by the Company as also its Liabilities (exclusive of the com- 
pany’s current liability on all' the policies in force) at each balancing time. 
The reason is that an Assurance Company receives money by way of Premi- 
ums from year to year and promises to pay in exchange a lump “sum 
represented by the face value of the Policies in certain events happening in 
the future, and consequently, the savings' of any year cannot by any means 
be regarded as the year’s profit. 

The true profit or loss made by a Life Office can only be ascertained by 
what is called a Valuation, and -the Officer entrusted with such work is called 
an Actuary. _ , ^ 

* 't 

The position of a Life Office, on any one given date, may shortly be 
stated as follows : — 

(a) It possesses a certain invested fund known as Life Fund, made 
up of the accumulated excess of income over expenditure. 

(b) It expects a certain future income by way of premiums on 
policies then on its books. 

(c) If is under an obligation to pay the amounts assured by these 
policies on the happening of the events assured against. 

[Continued on page 932 
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ADVANCED ACCOUNTING 


FORM 

Form of 


BALANCE SHEET 


• — 


Life and 
Annuity 
Business. 
(1) 

Other 
Classes of 
Business. 
(2)* 

Total 


Rs, a. p. 

Rs. a. p. 

1 

Ra a. p 


SHAEEHOLDERS’ CAPITAL (each class to bo stated 
separately) , 

Authorised': 

Shares of Rs each Rs. ? 


Subscribed : / 

Shares of Rs each Rs. 

Called up ; ' 

Shares of Rs. each Rs. ‘ 

Xflss Unpaid calls Rs, 


reserve or contingency accounts (a) : 

Inve*'fcmenb Re^cjrve Accoant 

Rrofifc and Loss Appropriation Account Balance . 

B’^I'ANCES or FUNDS AND ACCOUNTS : 

Lite Insurance Fund 

Fire Insurance Business Account 

Marine Insurance Business Account 

Accident and Mi'oellaiioous Insurance Business Account Im ) ... 
other Accounts (if any) to be specified (!) 

Pension or Superannuation Accounts (5) 

DEBENTURE STOOKl per cent 

LOANS AND ADVANCES (c) 

bills PAYABLE (c) 

RESPECT OF OUTSTAND- 
ING CL.ilMS, WHETHER DUE OR INTIMATED (d) ... 

ANNUITIES DDE AND UNPAID (d) ^ ... 

OUTSTANDING DIVIDENDS - ‘ 

OTHER PERSONS OR BODIES 
carrying ON INSURANCE BUSINESS (c) .. |) 

{INCLUDING OUTSTANDING'! 
AN D ACCRLING E.NPENSES AND TAXES) (c) ...{I 

the INSURER (PARTICU. !' 
JjAK.S lO BE GIVEN) (c) jl 

CONTINGENT LIABIUTIES (TO BE SPECIFIED) fc) .J 


Gxnri^ri 
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A. (The First Schedule). 
Balance Sheet. 
of 


194 




LOANS: 

On Mortgages of proporty within British India 
On Mortgages of property ontMdo British India • * 

On Sooiirity of municipal and other public rates 
On StooltB and Shares 

On Inaiuor’s policies within their auriendor value 
On Personal Security 

To Subsidiary Companies (other than Reversionary) (/) 
Rovortioua aud Life Interests purchased 
Loans on Reversions and Lite Intoiosts 

Debentures and Debenture Stocks of Subsidiary Reversionary 
Companies (/) 

Ordinary Stocks and Shares of Subsidiary Reversionary 
Companies (/) 

Loans to Subsidiary Reversionary Companies (/) 
INVESTMENTS : 

Deposit with the Rosoivo Bank of India (Securities to bo 
specified) 

Indian Government Securities 
Provincial Government Securities 

British, British Colonial and British Dominion Government 
Securities 

Poteign Government Securities 
Indian Municipal Securities 
British and Colonial Socuiitios 
Foreign Securities 

Bonds, Debentures, Stocks and other Securities whereon 
Interest is guaranteed by the Indian Government or a 
Prorinoinl Government , 

Bonds, Debentures, Stocks, and other Securities whereon 
Interest is guaranteed by the British or any Colonial 
Government 

Bonds, Debentures, Stocks, and other Securities whereon 
Interest is guaranteed by any Foreign Government i.. 

Debentures of any railway in India 
Debentures of any raihvay out of India 

Prefei'enoo or guaranteed Shares of any railway in India h. 
Preference or guaranteed Shares of any railway out of India 
Railway Ordinary Stocks (i) in India («) out of India 
Other Debentures and Debenture Stpok nf Companies in- 
corporated (t) in India (u) out of India 
Other guaranteed and Preference Stocks and Shares of Com- 
panies incorporated (t) in India (ft) out of India 
Other Oidinaiy Stocks and Shares of Companies incorporated; 

(») in India (n) out of India 
Holdings in Subsidiary'Oompanies (/) 

House property (i) in India (ti) out of India 
Freehold and Leasehold ground rants and rent charges 

. Carried over Rs. 


Life and 
Annuity 
Business. 
( 1 ) 


Other 
Classes of 
Business. 
(2)* 


Total. 


B?. a. p. 


Rs. a. II. 


Rs. ' a. p. 
> 
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advanced accottnting 


FOEM 


i’ 


*' ~ — — ' ■ I 

! 

Life and 
Annuity 
Business. 
(1) ! 

Other 
Glosses of 
Business. 
(2)* 

Total 


Rs. a, p. 

Rs. a, p. !| 

j 

Ba a. p- 

' Brought over 




. 

/ 


! 

i 


• ' ' 



! 

) 

Rs. 

1 

■I 

j 


‘Assets and Liabilities, Shareholders’ Capital and Reserves, not allocated to 
class of business specified in column (1) must be shown in column (2). . 


NOTES. ^ ^ 

(o) The Reserves or Contingency Accounts must be separately stated.-^ 

(b) If the insurer has not full and imrestricted control of the assets apd 

the Pension or Superannuation Accoimts, either those Accounts and tlie ^ of 
liabilities relating hereto must be omitted from the Balance Sheet or the 

wliich tlie insurer has not such control must be clearly indicated on the fac 
Balance Sheet. ‘tenis 

(c) If the insurer has deposited security as cover in respect of any of A the 
the amount and nature of the securities so deposited must be clearly indicaten 

face of the Balance Sheet. ' - . 

(d) These items are or have been included in the corresponding ' 

Revenue or Profit and Loss Account. Outstanding and accruing interest, 

and rents must be shown after deduction of income-tax or the income-tax 


provided for amongst the liabilities on the other side of the Balance Sheet. 

(c) Such items as amoimt of liability in respect of bUls discoimtcd, 
capital of subsidiary companies, uncalled capital of other investments, etc., mu« ^ 
be shown in their several categories under the heading “Contingent Liabilities 
appropriate items on the assets side must be set out in such detaU as win 
indicate the amount of the uncalled capital. 

(f) As respects life and annuity businesses full particulars of holdings in 
to subsldi.niy companies must be stated, giving the name of each company, 
anu o^ci'iption of cadi class of shares held, the amount paid up thereon, 
at %¥hlch the holdings m cadi company stand in the Balance Sheet, 
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A. — Contd. ' 

# *9 



Life and 
Annuity 
Business. 
(1) 

Other 
Classes of 
Business. 
(2)* 

Total 


Rs. a. p. 

Es. a. p. 

Rs. a. p. 

/ Jirotighl over- 




AGENTS’ BALANCES 


' 


OUTSTANDING PREMIUMS (jf) (d) 




INTEREST, DIVIDENDS AND RENTS OUTSTANDING (d) 




INTEREST. DIVIDENDS AND RENTS ACCRUING BUT 
NOT DUE (d) -- 




AMOUNTS DUE PROM OTHER PERSONS OR BODIES 
CARRYING ON INSURANCE BUSINESS {h) ' 

SUNDRY DEBTORS (i) ' ‘ ... 

BILLS RECEIVABLE 

CASH ; 

At Bankers on Deposit Account 

At Bankers on Current Account and in hand , 

At Call and Short Notice (j) 

Other Accounts (to he specified) (J) 

Rs. 



/ 









(g) Either ftis item must be diown net or the commission must be provided for 
amongst the liabilities on the other side of the Balance Sheet. 

(h) The aggregate amount owing by a subsidiary company or subsidiary com- 
panies is to be shown separately from all other assets and the aggregate amount owing 
to a subsidiary company or subsidiary companies is to he shown- separately from all 
other liabilities. 

(i) Amounts due from directors and officers must, be shown separately. 

■ (3) No amounts must be entered under this heading unless fully secured. If not 

\ fully secured, the amounts must he included under the ^heading “ Sundry Debtors.” 

(k) Under this heading must he included such items as the following, which 
must be diown tmder separate headings suitably described; — office furniture, goodwill, 
preliminary, formation and organisation expenses, development expenditure account, 
discount on debentures issued, other expenditure carried forward to be written off in 
future years, balance being loss on Profit & Loss Appropriation Account, etc. , The amounts 
included in the Balance Sheet must not be in excess of cost. 

' 

( l ) Under the head “other accounts (if any) to be specified” on the left hand 
side, fines realized from the stall and their contribution toward the provident fund, if 
any, should be shown under separate sub-heads. 

(in) 'Wliero the insurer is required to maintain a separate account in respect of 
any sub-class of miscellaneous insurance business, this heading is to be split up accord- 
•jngly. 
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. 1 

FORM AA- (The First Schedule) . 

CLASSIFIED SUMFIARY OF THE .ASSETS IN INDIA OF THE 

COMPANY ON 19 • 


Class of Asset. 


o 

a lA 

is ■S' 

>5 o 5 
IS 5=^0 
A eS 



! 1! 

Bs. 

' Rs. 

i 


(1) Government of India Securities 

(2) Indian Provincial Government Securities ... .••• 

(3) Indian Municipal Port and Improvement Trust Securities including 

Debentnres ... - 

(4) Debentures of Indian Railways i ... 

(5) Guaranteed and Preference Shares of Indian Railways 
(G) Annuities of Indian Railways 

(7) Ordinary Shares of Railways in India 

(8) Other Debentures of concerns in India 

(9) Other guaranteed and Preference Shares of concerns in India 

(10) Other Ordinary Shares of concerns in India ... -■ 

(11) Loans on the Company’s policies effected in India and within their 

surrender value 

(12) Loans on Mortgage of property in India - ... . i 

(13) Loans on Personal Security to persons domiciled and resident in India 

(14) Other Loans granted in India (particulara to be stated) 

(15) Land and Hou'^e property in India ' ... ..." 

(16) Cash pn Deposit in Banks in India ... 

(17) Cash in Hand and on current accounts in banks in India ... .. 

(18) Agents’ Balances and Outstanding Premiums ... • . 

(19) Interest, Dividends and Rents either outstanding or acerned but not due|| 

(20) Other Ajssets in India (to be specified.) 



The statement ^aR show — 

(a) the value for which credit is taken in the balance sheet for each of the 

abovementioned dasses of assets, , i 

(b) the market value of such of the abovementioned classes of assets as has been 
ascertained from published quotations after deduction of accrued interest jn 
eluded in market' prices in those cases where accrued interest is inclu 
elsewhere in the balance sheet, 

(c) how the value of such of the abovementioned classes of assets as has nal 
been ascertained from published quotatioits has been arrived a^ and 

(d) the rates of exchange at which the values of the assets other than in rupw 
currency have been converted into rupees. 

The market values need not be sho'wn separStcly -where tliey are not less than 
the book values and a certificate to that effect is appended to Die statement. 

No .-imounfs on account of any of the following items may be entered ia 
Elatemsat : — 


Goodwill. 

Preliminary, formation, orgamratlon or development expenses. 
Commlsyion or discount on shares or debcntrires issued. 
Commuted Ccmmlsaion. 

Ritpcndihire carried forward to be written off in future years. 
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Form B. ^TIig Second Schedule ) . 
t'orm of Profit and Loss Account. 

PROFIT & LOSS ACCOUNT OF FOR THE YEAR ENDED. 


.194 


I, 

British Indian Taxes on the Insurer’s'' 
Profits (not apphoahlo to any 
particular Fund or Account) 
Esponsos of Mnnagomont (not ap- 
plicable to any particular Fund 
or Account)* 

Loss on Realisation of luvostmonts 
(not charged to Reserves or any 
particular Fund or Account) ...j 
Depreciation of Investment (not 
charged to Reserves or any parti- 
cular Fund or Account) ' ...I 

Loss transferred from Revenue Ac- l 
counts (details to bo given) 

Other Exjiondituro (to bo specified) 
Balance for the year carried to Ap- 
propriation Account 


Bs. 


Rs. 


a. p. 


Interest, Dividends and Rents 
(not applicable to any {i.arti- 
cular Fund or Account) Rs. 
liKfa Income-tax thereon’’ Rs. 


Profit on Realisation of InvostnientB 
(nob credited to Reset \oa or atiyl 
particular Fund or Account) 
Appreciation of Iiivostinonts (not 
credited to Rosen-es or any 
particular Fund or Account) 

Profit transferred from Rovonuo 
Accounts (details to bo given) , 
Trarfsfer Pees 

Other Income (to bo spaciffod) 
Balance being loss for the year 
carried to Appropriation Accountll 


Rs. 


• If any sum has been deducted from this item and entered on tlie assets side 
of the Balance Sheet, the amount must be shown separately, 

I 1 

FORM C. {The Second Schedule — The Third Schedule.) 

Form of Profit and Loss Appropriation Account. 

. PROFIT & LOSS APPROPRIATION ACCOUNT OF 


FOR THE YEAR ENDED 194 . 


0 

Rs. 

a. 

p- 


Rs. 

a. 

p- 

Balance being loss brought forward 
from last year 

Balance being loss for the year 
brought from Profit and Loss 
Account (as in Form B) 

Dividends paid during the year on 
ncotunb of the current year (to 
be specified and if “free of tax” 
to be so staled) 

Transfers to any particular Funds 
or Accounts (details to bo given) 
Balance at end of the year ns shown 
in the Balance Shee t 




Balance brought forward from 
last year Rs. , 

Lesi Dividends since paid 
in respect of Kist year 
(to be specified and if 
“ free of tax " to be 
so stated)* ' ^ Ra 

Balance for the year brought from 
Profit and Loss Account (ns in 
Form B) 

Balance being loss at end of the 
year as shown in the Balance 
Sheet 

N 



Es. 


= 

= 

Rs. 


= 

= 


* Note. — This item may be shown on the other side of the account if preferred. 
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ADVANCED ACCOUNTING 


form 

Form oj- Revenue Account 
REVENUE ACCOUNT OF 

IN RESPECT OP LIFE 


Business 

Trithin 

India. 


Business 
out of 
India. 
(«) 


Total 


Claims under Policies (including provision for Claims due or 
intimated) less Re-insuranofes : 

By Death 
By Maturity 

Annuities, less Re-insnrances 

Surrenders (including Surrenders of Bonus), less Re-insurances 
Bonuses in cash, less Re-insurances , 

Bonuses in Reduction of Premiums, less Re-insurances 


Expenses of Management (1) : 

1. (o) Commission to Insurance Agents [less that on Re- 
insurances) 

(6) Allowances and Commission (other than com-i 
mission included in sub-item (a) preceding) _ ... 

^ 2. Salaries, etc. (other than to Agents and those contained 

in item No. 1) 

Travelling expenses 
Directors’ fees 
Auditors’ fees 
Medical fees 
Law charges 
Advertisements 
9.' Printing and Stationery 

10. Other expenses of management (accounts to be speoified]j 
Other payments (accounts to he specified) ...! 

Rents for offices belonging to and occupied by the 
insurer 

Renta of other offices occupied by the insurer 


Rs. a.ip. I Rs. a. p. 


Bs. a. p. 


3 . 

4. 

5. 

6 . 
7. 
S. 


11 . 

12 . 

13. 


Bad Debts 

United Kingdom, British Indian, Dominion and Foreign Taxes 
Other Exiienditure (to bo specified) 

Profit transferred to Profit and LosS Account 
Balance of Fund at the end of the year as shown in the 
Balance Sheet 

Rs. 



NOTES. ' ^ 

(a).These columrm apply to business the premiums in respect of v/hich 
natUy paid outside India. If any question arises whether any promiums arp ^ 
paid outside India* the Superintendent of Insurance shall decide the auestxon ^ 
decision shall be final. " ^ .j, 

, , ly any sum has been deducted from this item rind entered on the assets ^ 
of the Eahmce Sheet, the amount so deducted must be shown separately, 

Item the ^ary jraid to the managing agent or managing director shall he 
separamjy fiom^ the total amount paid as salaries to the remaining staff. . h 

includ^^r^or Rri'hSr^ immediate or deferred, must 

Kingdom, Foreign and Dominion income-tax on lnt«g 
vidcnds and Rents must be shown under this heading, less any rebates of incovac-i^ 
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D. (The Third Schedule), 
io Life Insurance Business, 

FOR THE YEAR ENDED 194 . 
BUSINESS. 


— 

l| Business 
l| svithin 
t Indin. 

‘i 

Business 
out of 
India 
(«) 

1 

j Totnl. 

* 

'L ^ ■ 

1 11. p. 

1 ^ 

1 Ro. a. p. 

1 Its. a. p. 

Bid.mco oi Foud at tho beginning of tho y»nr 

i . 


i 

J 

I’roniiun)’', Icm Ro-insnrancos : 

(i) First yonr’a promiutni 
(«i) Ronownl piomimna 
(n'O Single promiams ^ 

Oon-iidornlion for^aunuitios granted /cn Ro-insuranoos (c) 

j 

1 

i 


1 

1 

p 

Interest, Dividends and Rents 

Loif Inoomo-tox thereon (d) 

1 

1 

! 

1 

i! 

1 

1 

Rogistrotion Fees 

Other Income (to bo specified) (c) 



1 

1 

! 

Loss tranaforrod to Profit and Loaa Aooouiit •' ... 



j 

Transferred from Appropriation Account 


f 

1 

1 

1 


V 

' 

i, 

i 

1 

! 

1 

i 

_ _ li 


P.8. 


I- 


i 'li' 



recovered from the revenue authorities in respect of expenses of management. The 
separate heading on the other side of the account is for United Kingdom, British Indian, 
Foreign and Dominion taxes, other than those shown under tliis item. 


(c) Under tlie head “other income” fines, If any, realised from the stalf must 
be shown separately. All the amoimts received' by the insxirer directly or indirectly 
whether from his head office or from any other source outside India shall also be 
shown .separately in the revenue account except such sums as properly appertain to _ 
the capital account, ^ * 

, (f) In the case of an insxirer having his principal placd of business outside Britislr ' 
India, the expenses of management for business out' of India and total business need 
not be split up into tho several sub-heads, if tlrcy are not split up in Ids own country. 
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ADVANCED ACCOUNTING 


FOEM E. (Tlie Third Schedule). 


Form o/ Revenue Account applicable to Marine Insurance Business. 
REVENUE ACCOUNT OF FOR THE YEAR ENDED ^ 

IN RESPECT OF MARINE INSURANCE BUSINESS. 


— 

c 

e: 

o 

>% 

•49 

c 

o 

L. 

s 

u 

c 

2 § 
u ^ 
H 

1= 
-H g 

c 

2 i 

il 

*5 

o 

B 


CS 

0 
>•> 

c 

1 

6 

2 1 
43 ^ 

o 

e 

o . 
o * 
*> 5 

o o 

t ^ 

*2 

o 

'Claims paid (leu Salvages 
and Re-insurances) (a) (c) ... 
'Commission 

•Expenses of Management (6) 
•Bad Debts 

United Kingdom, British 
Indian, Dominion and 
Foreign Taxes 
'Other Expandifcnre (to be 
specified) 

Profit transferred to Profit 
and Loss Account 

Balance of Marine Insu- 
rance Business Account 
at Olid of jear as shown 
in the Balance Sheet 
Balances 

Additional Reserve (if any) .. 

Bs. 

Rs. 

Rs. 

Rs. 

Rs. 

Balance of Marine Insu- 
rance Business Account 
at beginning of the year ... 
Balances - 

Additional Reserve (if any) 
* Premiums (Itm Returns, 
Re-insurances, Brotor- 
agos and Discount) (c) ... 
Interest, Dividends and 
Renta Bs, 

Lt*i Income-tax 
thereon Rs. 

•Other income (to be. 
specified) (d) 

Loss transtorred to Profit 
and-Lois Account 
Transferred from Appro- 
priation Account 

Rs. 

Bs, 

Rs. 

Bs. 

Ea 

SC ss 

== 

=:=r 

JS ss 

= = 





NOTES. 

(a) This Reading must include all expenses directly incurred in settling 

(b) If any siun has been deducted from this item and entered on the assets SJ 
of the Balance Sheet- the amount so deducted must be shown separately. 

(c) Where the account is furnished under the provisions of Section U 
Insurance Act, 1938, separate figures for daims paid to claimants in India and claims® 
outside India, and foi pr-nuums derived from Business effected in India and effec c 
outside India must bc_ given, 

(d) All the amounts received by the insurer directly or indirectly whether fro® 
his head office or from any other source outside India shall also be shovm Eepara®^ 
in the revenue account except such sums os properly appertain to the capital account 

« IVhere the account Is furnished under the provisions of clause (6) nf 
(2) of SccUon IG of the Insurance Act. 1938, by an insurer to vlrhom that Section bpP^‘^’ 
^ separate figures for business within India and business out of India must be pvcn 
the items marked with an asterisk. Against all other items the total am®®' 
business as a whole may be given. 
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Form oj Revenue Account applicable to Fire Insurance Business and to 
Accident and Miscellaneous Insurance Business including Workmen's • 
Compensation and Motor Car Insurance Business. 


REVENUE ACCOUNT OF FOR THE YEAR ENDED 194 . 

IN RESPECT OF BUSINESS. 


^Claims finder polloies ksi Be- 
iDburancos (a) (d) ; 

Paid during the year Rs. 
Total oatimated Imbility in ro- 
speot of outstanding claims 
at end of the year whether 
duo 01 intimated Rs. 

- Total Rs, 

ittjs Outstanding at end of 
previous year (6) Rs. 


’Coianiission 

'Expenses of Managomont («) 

'Bad Debts . 

United Kingdom, Foreign' and Domi- 
nion Taxes 

'Other Esiponditmo (to be."pooifiod) ., 

Profit tiausforred to Piofit and Loss 
Account 

Balance of Account at the ond of the 
year as shown in thoBalanoo Sheet : 
Reserve for Unoxpirod Risks, 
being par cent of piemium 
income of year • , Rs. 

Additional Kosorvo 
(if any) Rs. 


Ra, 


Rs. 


Poianca orAocouab at begianiaff of 
the year : 


Rs. 


Reserve for Unoxpirod 
Risks 


Rsl 


Additional Reserve 

(if any) ' Ra. 


“Premiums, ItM Ro-insur- 
nnoos (d) 

Interest, Dividends and 
Rents Rs. 

Less Income-tax thereon Rs. 


'Other Income (to be specified) (e) ... 

h* ' 1 • ’ 

•Loss transferred to Profit and Loss 
Account 

Transferred from Appropriation 
Account 


Rs. 


, NOTES. 

(a) This heading must include all expenses directly incurred in settling daims. 

(b) If in any year the claims actually paid and those still unpaid at the end 
of that year in respect of the previous year or years are in excess of the amount 
included in the previous year’s Revenue Account os provision for outstanding claims, 
then the amount of suph excess must be shown in the Revenue Account. 

(c) If any sum has been deducted from this item and entered on the assets 
side of the Balance Sheet the amount so deducted must be shown separately, 

(d) Where the accoimt is furnished under the provisions of Section 11 of the 
Insurance Act, 1938, separate figures for claims paid to claimants in India, and claimants 
outside India, and for premiums derived from business effected in India and effected 
outside India, must be given. 

f _ (M) All the amounts received by the insurer directly or indirectly whether from 

his Head Office or from any otlier source outside India shall also be shown separately 
In the Revenue Account except such sums as properly appertain to the Capit^ 
Account. , 

* Wliei'e the account is furnislied under the provisions of clause (b) o£ sub- 
section (2) of Section 16 of the Insurance Act, 1938, by an insurer to whom that section 
applies, separate figmes for business within India and business out of India must be 
given against the items marked -with an asterisk. Against all other items the total amount 
for the business as a whole may be given, ' 
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Continued from Page 921.3 „ , , 

The business of the Actuary is to estimate the “ force, 

total future premiums receivable by the company on its P° ^ 

He has also to determine the “ present value _ of the ^ of the 

bihties represented bj' the cun'ent policies in force. T r'.i •_ future 
present liability on these policies over the >' irthen 

premium income is known as Net Liability. This * x consti- 

compared with Jhe total value of the Securities and . t lability 

toting the Life Fund. Any excess of the Life Fund over Rnsiness. 

represents Hie real Surplus, i.e., tlie true profit Derived from i “ripfici- 
If the present Net Liability exceeds the Life Fund, the rrnination 

ency,” i.e., a loss on Life Business. It will thus be seen that a ^ 
consists not only of the figures embodied' in the books of accoun , c _-jaJ 
takes into accoimt a critical survey of the whole past and future . 

history of the policies then actually in force. It should also be P ^ 
mind that the figures of at least three to five years’ 
in order to ai’rive at a fair and reliable valuation of a Life Office, 

On a mirpIuS ha\nng been ascertained as above, the same will 
*^with in accordance with the Company’s Articles. In a public P 
.consisting of shareholders, a certain proportion of the surplus 
[^utilised in distribution as dividends amongst the shareliolpera.jna _ 

' mainder would be allocated towards bonuses on “with profits policie . 

ascertainment of profits of fire, rrlARINE AND ^ 

OTHER INSURANCES. 

1 ,1 ' In fire, marine and other insurance business, the policies issued are 
■^a year’s duration, and consequently, the profit or loss made each year c 
easily determined after providing for the liability on such policies as 
* not expired and are in force at the end of the financial year. 

^ The annual profit of such companies is thus ascertained by setting 
r Jtlie annual premium and other income, the claims paid and all other 
r and expenses incurred in earning such income. It is, however, the 
.^f all first-class companies to set aside usually from 30 to 40% of 
premiums as a provision for unexpired rislcs on policies running at the* 
of balancing, before ascertaining the net profits. 

THE FIRST SCHEDULE. ' - 
REGULATIONS FOR THE PREPARATION OF BALANCE SHEET. 


, Paht 1. ' 

1. _ The Balmce Sheet required to be prepared in respect of every 
of business carried on by an insurer is, in the form in which it is set o 
Part n of this Schedule (Form A), appropriate to a case where the msur 
maintains a separate fund in respect of life insurance business. 

2. The Balance Sheet of life insmance business shall be prepared as 
separate document. The Balance Sheet of any class_of business 
prepared tis a separate document instead of being incorporated by the t 
bon of columns and headings in the general Balance Sheet, but the total 
each such separate Balance Sheet (showing the total assets of the 
business, the balance at the credit of the life insurance fund or other separai 
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fund or acco.unt, the amount of shareholders’ undivided profits, and outstand- 
ing liabilities) must in any case he incorporated in the general Balance Sheet. 

3. If any combined Balance Sheet is for any purpose issued by an 
insurer, it shall be in accordance wth the Form set out in this Schedule, 
and (here shall not be included among the assets shown in any such com- 
bined Balance Sheet any amount in respect of any holding in or advance to 
any insurer whose assets and liabilities have been incorporated therein. 
Every combined Balance Sheet must" show clearly on the face thereof that 
it is a combined Balance Sheet and must set out fully the name of every 
insurer whoso assets and liabilities have been incorporated therein if the 
assets and liabilities of any person not being an insurer are included in a 
combined Balance Sheet the fact must bo stated thereon, 

4. Where any guarantee has been given by an insurer (otherwise than 
in the ordinai'y course of re-insurance business) in respect of the policies of 
any other insurer, the Balance Sheet of the insurer by whom the guarantee 
was given must show clearly the name of every insurer whose policies -have 
been so guaranteed and tlie extent of the guarantee : 

Provided that this regulation shall not apply where a combined Balance 
, Sheet is issued incorporating the assets and liabilities of the insurer whose 
policies are guaranteed, 

5. IVhere any part of the assets of an insurer is deposited in any place 
outside British India as security for the owners of policies issued in that " 
place, the Balance Sheet shall state that part of the assets has been so 
deposited, and, if any such part forms part of the life fund, shall show 
the amount thereof and the place rvhere it is deposited, '^ere any com- 
bined Balance Sheet is issued by an'insurer for any purpose" the infonnation 
required by- this regulation shall be shown in the aggregate in respect of 
all the insurers whose assets and, liabilities have been incorporated in *the 
Balance Sheet. 

6. There shall be appended to the Balance Sheet-a statement in Form AA 
as set out in Part II of this Schedule sho\ving the market value and the 
hook .value of the assets. 

Every Balance Sheet shall contain the following certificates, 
namely : — 

' (a) a certificate signed hy the same persons as are required by 

this Act to sign the Balance Sheet explaining how the values as shown 
in the Balance Sheet of the Investments in Stocks and Shares have 
been arrived at, and how the market value thereof has been ascertained 
for the purpose of comp^ison with the values so shown ; 

(b) a - certificate signed by the same persons .as are required by 
this Act to sign the Balance Sheet and signed also, so far as respects the 
value 'of any items sho\vn in the Balance Sheet under the heading of 
“ Eeversions and Life Interests ”, by an actuary,^ certifying that the 
values of all the assets have been reviewed as at the date of the Balance 
, Sheet, and that in their belief the assets set forth in the Balance Sheet 
are shown in the aggregate at amounts not exceeding their realisable or 
market value under the several headings “Loans”, “Reversions and 
Life Interests”, “Investments”, “Agents’ Balances and Outstanding 
Premiums”, “Interest, Di;vidends and, Rents outstanding”, “Interest, 
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Dividends and Rents accruing but not due ”, ” Amounts due from othCT 
Persons or Bodies carrjdng on Insurance Business ”, “ Sundry Debtors , 
“BiUs Receivable”, ‘!Casb” and tbe several items specified unaer 
“ Other Accoimts ” : 

Provided that if the persons signing the certificate are unable to 
certify that the assets set forth in the Balance Sheet are so sho\ra as 
aforesaid, a full explanation of the basis upon which the values sho\vn 
in the Balance Sheet have been assessed shall be given in the certificate , 

(c) a certificate signed by the same persons as are required by this 
Act to sign the Balance Sheet and by the auditor certifying mat no 
part of the assets of the life insm'ance fund has been directly or indirect y 
applied in contravention of the provisions of this Act relating to the 
application and investment of life insurance funds ; and 

id) certificates signed by the auditor (which shall be in addition 
to any other certificate or report which he is required by law to give 
with respect to the Balance Sheet) certifying : — 

(i) that he has verified the cash balances and the securities 
relating to the insurer’s loans, reversions and life interests, and 

' investments ; ' 

(ii) to what extent^ if any, he has verified the investments and 

transactions relating to any trusts tmdertaken by the insurer as 
trustee; and ’ ^ 

(in) in the case of a combined Balance Sheet that he has 
audited the Balance Sheet and accounts of every insurer whose assets 
and liabilities are incorporated therein, or that any such balance 
sheet and accovmts which have not been audited by him have been 
- certified by independent auditors. The said certificate shall con- 
tain a reference to such reservations, if any, as may have be®n 
made by any auditor upon any report or certifiqate given by him 
^vith respect to the Blance Sheet and accounts of an insurer whose 
assets and liabilities are incorporated in the combined Balance 
Sheet, » 

8. If the values shown in the Balance Sheet in respect of “ Holdings in 
Controlled Companies ” or “ House Property (c) in India (b) out of India 
have_ been increased since the last previous Balance Sheet, the certificide 
required by paragraph (b) of the last foregoing regulation shall state the 
amoimt of every increase not solely due to the cost of subsequent additions 
mspects holdings in controlled companies, to increased profits, and 
shall contain an explanation of the reason therefor. 


the 


9. For the purposes of this Schedule, the following expressions have 
meanings hereby respectively assigned to them, namely: — 

(a) combined Balance Sheet ” includes anv combined statement 
cif . ^^ets and liabilities in the form of a Balance 

•.ncct vmich includes the assets and liabilities of any other insurer; and 


(b) market value ” means as respects any asset the rnarket va3u< 
^ ed horn published market quotations, or, if 

seller vmluc as between a willing buj’er and n williS! 
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THE THIRD SCHEDULE 

REGULATIONS FOR THE PREPARATION OF 
REVENUE ACCOUNT. 

Part I. 

1. Form D is, as set out in Part II of this Schedule, appropriate for 

life insurance business, but a separate revenue account must be prepared 
for every class of business in respect of which the insurer is required to 
maintain a separate acco\mt. i 

2. Form F is, as set out in Part II of this Schedule, appropriate for fire 
insurance business. 'A separate Revenue Account in the same form must 
be prepared for accident and miscellaneous insurance including workmen’s 
compensation and motor car insurance. Form E is, as set out in Part II 
of this Schedule, appropriate for marine insurance business.. 

3. If any combined revenue account is for any purpose issued by an 
insurer, it must be in accordance -with the forms specified in this Schedule 
and must clearly show on the face thereof that it is a combined revenue 
account, and must set out fully the name of every insurer required to ma'ke 
separate returns under this Act whose revenue and expenditure have been 
included therein ; if the revenue and expenditure of any person not being 
an insurer are included in a combined revenue account, the fact must be 
kated thereon.'' 

4. The items on the income side of the revenue account- must relate 
to income whether actually received or not, and the items' on the expendi- 
txire side must relate to expenditure whether actually paid or not. 

5. Re-insurance premiums whether on business ceded or accepted, are 
to be brought into .account gross (i.e., before deducting commissions) under 
the -head of premiums. 

6. As respects life insurance business the following statements shall be 
furnished to the Superintendent every year showing details provided for in 
a Form pertaining thereto : — 

(a) A statement in Form DD as set forth in Part 11 of this Schedule. 

. (b) A statement in Form DDD as set forth in Part II of this Schedule. 

(c) A statement in Form DDDD as set forth in Part 11 of this Schedule. 

7. The following information shall be supplied in addition to the 
revenue accoimt, namely, the Gross premium \vritten in India for life, fire, 
marine and accident and miscellaneous insurance business. 

8. Any office premises which form part of the assets of a life insurance 
fund must be treated as an interest earning investment, and accordingly, in 
the Revenue Acco.xmt for life insurance business a fair rent for the premises 
must be included under the heading “Interest, Dividends and Rents” and 
in the Revenue Account for every class of business for which the premises 
are used proper charges for the use thereof must be included under the 
heading “ Expenses of Management 
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9. When an insurer carries on business of Life Insurance in conjunc- 
tion with any other class of insurance business, the expenses of management 
charged to the life insurance Revenue Account must not include more *haD 
a reasonable proportion of the common expenses and in particular, no suen 
account must be charged with more than a fair sum for the use of any oBice 
premises having regard to the income from the various classes of business 
carried on and to the extent to which premises are used for the purposes ot 
each class of business, 

10. Deductions from Interest, Dividends and Rents in respect of income- 
tax must include all income-tax charged on such income w'bether or not it 
has been or is to be deducted at source or paid direct ; the income-tax y 
shown as so deducted in the Life Insurance Revenue Account is Britisu 
Indian, United Kingdom, Foreign and Dominion Income-tax, but the Income- 
tax to be shown as deducted in Revenue Accounts of any other classes ot 
business is British Indian Income-tax only. 

THE SECOND SCHEDULE. 

REGULATIONS FOR THE PREPARATION OF 
PROFIT AND LOSS ACCOUNT. 

Part I. 

1. The items on the income side of the Profit and Loss Account 
- Profit ,and Loss Appropriation Account must relate to income, 

actually received or not, and the items on the expenditure side must relat 
to expenditure whether actually paid or not. 

2. Deductions from Interest, Dividends and Rents to be shown i® 
respect of Income-tax must include all amounts in respect of British Inm^ 
Income-tax whether or not it has been or is to be deducted at source or pam 
direct. 

3. The Interest, Dividends and Rents less income-tax thereon shown m 
the Revenue Accounts for any classes of business other than life insurance 
business, including annuity business may, if the insurer so desires, 
included v/ith the corresponding items to the Profit and Loss Account. 

FORMS OF SPECIAL RECORDS. 
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Premium PflJ able. 

1 

Premium Paid. 

Policy 

No. 










Nniao. 

Sum. 

How 

payable. 

Amount. 

Duo 

Date. 

Agency. 

jl038 

1 I 

loso'xoio 1041 

1 1 

1942 




1 

1 

{ 

1 

1 

1 

1 

/ 

1 

i 

i 

- 

' 

1 

a 

i 





- 

J 



CLAIMS REGISTER. 


Serial Na jj 

-'S 

O.S: 

!a; § 
3 2 
o8 

o o 
o -fl E 
43 ■« a 

s 

d 

g. 

■3 

Polioyholder'a Kama 

Olaimanfc’s Nama 

Si 

B 5 

m S 

tn 

P 

a 

0 

fA 

Date Claim 
admitted. 

Amount 

Paid. 

I°g.s- 

« 30 

i£ 

M 

u 

CS 

s 

0 







/ 

' 

' 






- 


INVESTMENT LEDGER. 


Particulars of Securities Due Dates of Interest 


Date 

Particulars. 

Pace 

Value. 

’ 

Cost. . 

lutoroat 

Diia 

Date 

PartiouJara 

Pace 

Valua 

Cost. 

V 

Interest ' 
Received. , 



• 

1 

1 

1 

1 

■! 

Ra 

o. 



p*' 

I 

i 

i 

Rs. 

a. 

p- 

1 


. 

! 

i 

! 

I 

1 

Rs. 

a 

p- 

J 

1 Bs. 

a 

r- 
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£3 O 

^ s 

o 5 

,S2 A5 

a 


nii) 

o 


(3 S 


•guBOT 


•eqnQin 

-!)B9Ani 


S 





vjaetn 


*7 

•(|S9Ani 


‘seontr^iime^ 
^oaoSv 
pnc qoqpig 


•po^aqoS 
Gej^rouay aoj 
COl^^JOpIgUOQ 


(6 

a 




•tjogiicx 

lUMonoyl 


•!}O0ai(j 

A9X 


c 

ez 

M 


•o>j 

pojKTjtinoo 


I 


© 

P 


finoontJiiGostx'f 


•eesuBdsjx 

*)09tqGStiuqi^ 

. ' > 

vj -oag 


•fiD0U9jn^-0^ 


•s&snnoa: 


•picd soiimnny 


•siBpnoJang 


Claims Paid. 

by 

Maturity, j 


.d 

* *^5 § 

Q 

' 

Policy Loans. 

a 

a 

o 

B 

< 


2^ 

' 

Investments. 

ui 

a 

a 

o 

H 

< 


Invest, 
L. P. 


je 

P 

P 

« 

i 

t *0^ aot^ouoj^ 


■ a 

! -2 

® 1 
> o > 

,! ^ 1 

i> w> 1 

1 X- 

i ^ 

i 


d 1 

tl O 1 

\ 

i 

1 

1 

! 
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ILLUSTRATION 202, 

From the following Trial Balances for the year ended 3Ist December IKU, prepare 
Final Accounts of the Indo-Burma Insurance Co., Ltd. 

TRIAL BALANCE OF THE LIFE DEPARTMENT. 


Claims by Doalh (paid) ■' 

„ „ Maturity (paid)' 

Premiums Rocoived 
Bonus in Roductioa of Premiums 
Agents’ and Canrapsors’ jUlowanoes ■ 

Salaries . 

Travelling Expenses ■ . 

Directors’ Fees 
Auditors’ Feos 
Medical Foes 
Commission 

Income-tax on Int^mopt and Dividends!^ 

Law Charges * 

Advertising 

Printing and Stationery i 
Postage and Telegrams 
General Charges 
Surrenders •> ' 

Re-assuraneo Premium • 

Interest and Dividends 
Policy Renewal and .Assignment Foes ' 

Life Assurance Fund (1-1-1037) 

Investment-s : — 

3i per cent Government Paper Deposited with Comptronur Gonoml 

4 per cent lOCO/70 Loan ... ... 

5 per cent 1945/o.'5 Bonds G .. 

5J per cent Indian War Bonds Vj,'. 

4 per cent B. P. T. Bonds 

5 per cent Bombay Municipal Bonds ... 

Furniture and Fixtures 4 
Agents’ Balances pr '' 

Gash at the Imperial Bank .... 

Cash at Office V 

Loans on Company’s Policies D- 
Annuities ‘ ^ 

Considerations for Annuities granted '''' ... 

Unpaid Drridands u 
Investment Fluctuation Fund V- > . 

Mortgage on Freehold Property in India ii- 
Sundry Creditora - 


1 

; 

Rt 

Rs. 

... 

3.88.000 

2.20.000 

22,10.e'^0 


3,000 

I 

...Ij 28,0'.'0 

...., 4r..ooo 



2 .’iOO -1 

1 

-1 

8.700 

i 

...i 

i 

...1 

f 

2,.^00 

•10,000 

2,10.000 

4,7.'>0 

1 

i 

COO 
: 4.300 

10.200 
2,100 
l.SOO 
3.7,000 
■' 30,000 

2JO.OOO 



4,700 

20,85,000 


2,00.000 
in, 00.000 

... 

10.00. 600 

5.0. 1.001) 

.3 00,000 

2.00. 000 



10,000 

40.000 

15.000 
3.500 



55.1100 
j 30,000 

73,000 


! 

12.000 


\ 

\ 

6,70,000 

««* 

i 10,00,000 

j 

17,500 

Rs. 

i 58,41.850 

58,41.8^ 


Tne following adjustments are necessary, and .you are reijuired to incorporate , 

these 


Outstanding Premium. 
Claims Outstanding: — 

By Death 
By Maturity 

Commission due to Agents 
Allowances due to Agents 


Rs. 

Rs. 



21,000 

J 

15,000, 

12,000 

- 



27,000 

8,000 



1,700 
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Rs. 

Ra. 

• 

Interest Outstanding 

.. 14,700 . 



Les.9 Income-tax 

.. 1,500 ^ 

13,200 


Interost accrued but not payable 

., 8,500 



Less Income-tax .. 

700 

7,800 


Depreciate Fixtures & Fittings by-5 per cent. 
Provide Rs. 20,000 for Investment Fluctuation 

Fund. 

’ 


TRIAL. BALANCE OF OTHER DEPARTMENTS. 




Firo T)opartniQnt — 

Premium't 

Claims Paid and Outstandiug 
Commission 

Expen'-os ot Management 
Employers’ Liability Eopartmont — 

Prominms 

Claims Paid and Outstanding • ... / 

Commission 

Expenses of Management .... 

Marine Department — 

Premiums 

Claims Paid and Outstanding 
Commission 

E^enses of Management 
Acoident Department — 

Premiums ' '• ... 

Claims Paid and Outstanding ... 

Commission ^ 

Expenses of Management ... 

Share Capital ... 

Claims admitted but not paid 
Cash at Bank 

Mortgage on Properties ' , 

Cash in hand • 

Indian 'Government Securities / ... ' 

Foreign Government Securities 

Agents' Balances ... 

Sundry Debtors 

Investment Fluctuation Fund 

, Amount duo to other companies ^ ... 

Sundry Creditors 

Doprooiation in value of Seonrities 
- File-Department Fund, 1-1-1937 

. Employers’ Liability Department Fund, 1-1-1937 

Marino Department Fund, 1-1-1937 
t Accident Dopai-tmont Fund, 1-1-1937 
Profit and Loss Account, Balance, 1-1-1937 
Interost and Dividends 
Furniture and Fittings ... 

Outstanding Interost 
Directors’ and Auditors’ Fees 


Ks. 


Ra 


1,40,000 

21,400 

1,13,800 


1.52,400 

90.000 

3,01,900 


14,16,800 

3,02,400 

8,qi,900 


4.800 

9.800 
12,400 


1,00,000 

16,00,000 

2,000 

10.05,200 

16.62.900 

12.62.900 

21,000 


1,22,400 


15.000 

12.000 

10,000 


91,00 900 


Rs. 

r* 

3,81,600 

8,02,400 

36,02,800 

62,000 


12,31,500 

9,01,400 


3.37.400 
80.000 

41.000 

1,04.200 

2.02.400 
0,21,400 

10.000 
2,92,800 
2 , 00 , 000 *' 


91, CK) 000 


You are' required to maintain a Reserve for imexpircd Rislts at 40% of. the 
Premium Income in each of the Departments. 
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Solvtion. 


THE INDO-BUBIVIA INSURANCE CO, LTD. 
LIFE DEPARTMENT. 

REV33NUE ACCOUNT. 

For the year ended 31st Dccemhcr 1937- 


To Claims paid and outstanding ; — n 

Rs. 

By Death ^ ... 3.53,000 

,, Matnritv 


2,32,000 


Surrenders ... ...| 

Bonus in Reduction of Preminms ''...i 
Annuities ■ 

Management Expenses Rs. 
Commission ... 2,18,000 ! 

Agent’s and Canvassers’ I 

Allowances ... 29,700 

Salaries ' ... 45i000 

Tiavelling Expenses^ ... 2,500 

Directors’ Fees .. ... 8,700 

Auditors’ Fees ... .2,500 

Medical Feos^ ... 40,000 

Lnvr Charges' 500 

Advertidog ' - ... .'4,.300 

Printing & Stationery ... 12,200 

Postage & Telegrams ... 2,100 

General Charges ... 1,800 


— ‘ 1 5,85,000 
...tj 35,000 


Depreciation on Furniture 
Investment Fluctuation Fund 
Life Assurance Fund at the end of 
the year 


By Life Assurance Fund, 1-1-1937 

Es. ' 

„ Preminms ... 22,31,650 

Less Re-assurance 
Preminm ... 30,000 

„ Conoidorntion for 
Annuities granted ... 

„ Interest and Dividends 3,93,200 
Less Income-tax 
thereon ... 6,950 

„ Policy Renewal and Assignment 
Fees 


- 3,07,300 - 
600 

. 20,000 
,. 42,08,800 


|26, 86,000 

22,01,650 

,"76,000 

.2,-8'6,250 

1,700 


Re. 152,49,000 


52 , 49 , 6 ^ 


FIRE DEPARTMENT. 
REVENUE ACCOUNT. 

For the year ended 31st December 1937. 


- 1 

P.S. ' 

■* 1 

1 

Ro- ■' 

To Claims Paid and Ontstanding 
< „ Comraisaion 

„ Expenses of Management < 

„ Reserve for Unoxpired Rislr5r-40% 
of Preminm Income 
„ Profit and Lo«3 A o c o a n t — . 
Transfer 

1,40,000 

21,400 

1,13,800 

-1,52,640 

: 57,960 

By Fire Fund at tho beginning of , 
tho year 
„ Premiums 

j,04,2M 

3,81,600 

Rs. 

4.85,800 

Rs. 

^,85.gg0 

___ .. 


■ 
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EMPLOYERS’ LIABILITY DEPARTMENT. 

REVENUE ACCOUNT. 

For the year ended SL-tf December 1937. 



i Ra 


Ra 

To GIniraa Pnitl and Outstanding 


By Employer’s Liability Fund at the 


„ Commission 


Commonoomont of the year 

2.62,400 

„ Exponsos of Managomonfc 

KliiiGmi) 

„ Premiums 

1 8,92,400 

„ llosorvo for Unexpirod Risl: — '10% 




of Promium Incomo ... 




„ Profit and Loss Account — 




Traasfor 




Rs. ^ 

^9 

Ra 



MARINE DEPARTMENT. 
- REVENUE ACCOUNT. 


For the year ended 31st December 1937. 



Rs. 


Ra. 

To Claims Paid and Outstanding ...’ 


By Marino Fund at the commence- 


„ Commission ... 


ment of the year 

0,21,400 

„ Expenses of Management ... 

„ Reserve for Unoxpired Bisk — 40% 
of Premium Income ... 

„ Profit and Loss Account — Transfer 

|B 

„ Premiums 

36,02,800 

Ra 

42,24,200 

Rs. 

M 


ACCIDENT DEPARTMENT. 
REVENUE ACCOUNT. 

For thd year ended 31st December 1937. 


To Claims Paid and Outstanding 
„ Commission 
„ Expenses of Manageipont 
' „ Reserve for Unoxpired Risk — 40% 

of Promium Income ... 

„ Profit and Loss Account — Transfer 

Rs. 

4,800 

0,800 

12,400 

20,800' 

14,200 

By Accident Fund at commence- 
ment of tho year 
„ Premiums 

Ra 

10,000 

62,000 

Rb. 

' C 

62,000 


Rs. 

62,000 


f 



PROFIT AND LOSS ACCOUNT. 

For the year ended 31st December 1937. 

To Daprooiation on Securities 
„ DireotoiV and Auditors’ Fees 
„ Balanoo carried to Profit and Loss 
Appropriation Account 

/ 

Rs. 

1,22,400 

10.000 

9,79,080 

-By Balanco from last year 
„ Interest and Dividends 
„ Profit trunsforret^ — 

Fire Department ... 
Employers’ Liability 
Department 

Marino Department 
Accident Department 

Rs. 

57,960 

2,63,640 

2,02,980 

14,200 

Ra 

2,92,800 ■ 
2,90,000 

i 

6,28,680 




1 

Ra 

11,11,480 


Ra ' 

11,11,480 
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THE UsDO-BURMii mSHEANCE CO^ LTD. 
BAIuANCE SHEET. 


As at 31st December 1937. 


lAeMii’u 

Es. 

Assdi 

Bs. 

Life Assnranoe Fond 

f2,OS.8O0 

^^o^tgage on Freehold Proporty in 
India * 

10,00,000 

Claims admitted or intimated but not 


Loans on Co.’b Policies VT-ithin their 

55,000 

paid 

27,000 

surrender vnluos* .. ... 
Investments : — , 

InvefitmQTibFluctur'lioxi Foud 

‘5,90,000 

1 

- 34% Q overnment Paper deposited 
•triti Comptroller Rs. 

i 

Sundry Creditors 

1' 27,200 

General ... "2,00,000 

43; 1960/70 Loan ... 15,00,000 


Unpaid Dividends 

. 12,000 

5% 1045/55 Bonds ... 10,00,000 
5i,% Indian War Bonds 5,00,000 




^ 4% B.P.T. Bonds ... 3,00,000 



\ 

0 % Bombay JIunicipal 

i 

j 


' 

Bonds . -i/ 2,UU,0CK) 

Agents’ Balances 

37,00,000 

40.000 
9,600 

21.000 
13,200 

7,800 



Famitnre and Fixtures . 



Outstanding Premiums 

Intorost Ontslanding 



Interest aoomed bat not payable 


1 

Cosh: — 


‘ 

1 

1 

At the Imperial Bank ... 16,000 
Id hand ... 3,500 

18,600 




> 

jj . .. 


48,65.000 

Ks. 

|i43,83,O0C 

Ba. 


THE INDO-BUEMA ^KSImA^XE CO.^ BTD. 

GENEPvAL BALAKCE SHEET. 

— ' As ct 31sf December 1937. 


^ ' Oap^eZ d; AfaM’iJfe 

Liabilities ot Life PudcI 
Life Food 
bbate Capital 
Firo Fund 

Ernployora’ Liability Fond 
Slanoo Fund 
Accident Fond 
Invcslmont Flnctnation Fond 
Amotmte due to other Coirpnaice 
Sundry Creditora 
Ciaiir.e adiaitted but not paid 
FroSt jiad X.o.s Appropriation 
Ac con nt — .1) alance 


II 


Ks. I 

38,5G.2()oj 
12,03,8001 
12,31,50i4 
l,52,G40i 
3,58,900! 
14,41,130) 
20,8005 
.3,37, 100- 

so,ooo) 

41,0001 
9,01, 40a> 

9,79,03':! 


] 




P.«- '1.01,08,900 


Total Life Assets 
Mortgages on Properties 
InyaHtmanfs : — 

Indian Government Seonrities 
F oreign Govemmoiit Securities 
Aguntr Balances 
Sundry Debtors 
Fumituro and Fittings 
Octstanding Interest 
Cash at Bank 

„ st OfHce , 


Ri 


48.es.m 

15,00,000 

10,03,200 
15,62,^ 
ae 62.900 
" 21,000 
16,000 
J2.0^ 
1.60.000 
2,900 
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Note.— Tlic figures in bold type at flie end of most of tlie problems 
indicate tlicir corresponding numbers in the Autlior’s “TYPICAL' 
PROBLEMS IN ADVANCED ACCOUNTING” where full solutions of 
tlicse will be found. 


1. Mention some of the important Statistical Records which a Life Assurance 
Company would usually maintain. 

2. What Registers arc now compulsorily required to be maintained by every 
Insurance Company in India, under the new Insurance Act of 1938 ? 


•/3. Give entries necessary to bring the following into accoimt, at the end of each 
financial period : — ^ 

(a) Outstanding Premiums, ^ 

(b) Outstanding Claims, and 

(c) Outstanding Interest. 

“^4. Explain what you understand by Life Fund, and where it appears in the. Final 
Accounts. 

'^5. IVliat are the important provisions in regard to Life Insurance Companies, 
under the Insurance Act of 1938 ? 

•^G. What aie the requirements in regard to the preparation of annual Balance 
Sheets and Revenue Accounts of a company carrying on Life and other classes of 
Insurance Business, under the New Act? 


7. Wliat provision should be made by a Fire Insurance Company in regard to 
Unoxpired Risks at the end of each financial period ? 

*^8. Slate what you understand by the following items and where each of them 
will appear in the Final Accounts : — 


(a) Re-insurances, 

(b) Surrenders. 

(c) bonus to Policyholders. 

(d) Fire Fund. 

(c) Claims by Maturity, and ^ 
(/) Loans on Reversions. i 


9. Explain tlio difference between Interest Outstanding and Interest Accrued. 

10. What items would appear in the Profit and Loss Account of an Insurance 
Company ? 

The following figures for the year 1937 are extracted from the General Ledger 
of the Southern Life Assurance Company, ^’rep^e a Revenue Account from them in 
the form i equired by the Indian Insurance Act, 1938 ; 


Claims by Death paid and outstotog 
Claims by Maturity paid and outstanding 

Premiums '* / 

Bonus in reduction of Pre^ums . . 
Agents’ and Canvassers Allowances 

Travelling Expenses 
Directors’ Fees 
Auditors’ Fees' 

Medical Fees 
Commission 
Rent 

Income Tax on 
Law Charges ' 




Interest and Dividends 


60 


to f 




Rs. a. 
3,38,467 0 
2,18,417 0 
20,66,115 14 
1,025 12 
26,419 10 
44,224 4 
1,261 
8,740 
1,000 
52,324 
2,18,505 
2,860 
5,745 


204 13 
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'Ky 


\ 


I 




14 

9 

0 

13 

2 

4 

8 

7 


1 

0 

0, 

5 

7 

0 

0 

4 


Advertising 

Printing and Stationery 
Postages and Telegrams 
O -Becsipt Stamps 
' 'oyBank Charges 

■ii^vGeneral Changes . 

__<i)b^Surrenders 

'Cj) "Be-assurance Premiums 

^j-slnterest and Dividends 
^ Vv Policy Renewal Fees 

y>Assignment and Altetation Feest^ 

<- ^V»Enddfsement Fees ' 

^>^’Transfer Fees 

The Life Assurance -Fund at the beginning of the year was Rs. 

Provide Rs. 1,200, -for depreciation on Fimiiture and Rs. 2,00,000 for depreciati 
Investments, 

(Amount of Life Assurance Fund at the end of the year Rs. i n \ 

Total of Revenue Account Rs. 86,37,853-8-0.1 


ry 


Rs. 

' 4,340 
13,936 
' 14,323 
2,390 
1,609 
2,080 
47,617 
40,962 
2,74,686 
9,630 
545 
695 
1,450 


a. p. 

13 5 


0 0 
O' 0 
0 0 
0 0 


12. From the following particrilars, make out the Balance Sheet 
Life Assurance Company, Limited, Bombay, as on 31st December 1937, 
auditors’ certificate, as well as the directors’ declaration, in accordance with the req 
ments of the Insurance Act, it being given that the actuarial valuation is to be ma 
on that date. 

The company has deposited 3J per cent Government Paper of the face 
lakhs of rupees with the Comptroller-General, and has on hand 4 cem 0 ° , 

Port Trust Bonds of the face value of Rs. 1,50,000 and 5| per cent Indian War " , 
of the face value of Rs. 3,00,000 and has lent Rs. 45,000 on the security of 
values of the Compariy’is Policies. The securities are valued at the market rates w . ' 
December 1937, viz. per cent Government Paper at Rs. 70, Port Trust Bonds at n*. ^ 
and War Bonds at Rs. 99 ; the Directors create an investment reserve fund to provia 
full for the depreciation of the securities. ’ 

The company’s Agents' collect premiums Rs. 2,50,000, deduct therefrom Rs. 25,^^ 
on account of commission due to them, and remit to the company in 1937 Rs. 
and the balance in 1938. - 

The company’s Furniture and Fittings were worth Rs. 10,000 on Slst Decern er . 
1937 and they had cash on hand Rs. 2,250 and cash in bank Rs. 15,000. 


Premiums due in December 1937, but collected in Januaiy 1938 .. 
Commission due on the above paid in February 1938 .. > 

Premiums received on Policies in 1937 after the expiry of the days 
of grace , . . . . . . ' 

Commission earned by Agents in 1937, but paid in 1938 .. 

Salaries and charges of 1937 paid in 1938 .. 

Half-yearly interest on Securities : — 

Due on 1st December 1937, collected in January 1938 
Due on 1st March 1938, collected in March 1938 . . ' • • 

Due on Ist April 1938, collected in April 1938 . . . . - • 

Due on 1st June 1938, collected in June 1938 . . 

Shareholders’ Paid-up capital (5,000 shares of Rs. 100 .each on which 
Rs. 50 per diare has been paid up) ... 


Rs. 

50,000 

5,000 


3,500 

15,000 

12,500 


3,000 

8,250 

■'3,500 

3,000 


4*' 


. . 2,50,000 


Particulars of claims ;- 


Intimated in 

Admitted in 

Paid in 

'Rs. 

1936 

1936 

1937 

17,000 

1936 

1937 

1938 

15.000 

1036 

1938 

1938 

10', 000 

1937 

1937 

1037 

V '50,000 

1937 

1937 

1938 

25,000 ' 

1937 

1938 

1938 

18,000 


46S 


(Amount of Life Assurance Fund Rs. 

Balance Sheet Total Rs. 8,<«,u 
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’Given below is the Trial Balance abstracted from the Books of the Madras 
Mutual \Life Assurance Asspeiation, Limited, on 31st December 1937: — 


Charges met out of life Assurance Fund — 
Claims Paid and Outstanding 
S urronder values paid ' 

Reversionary bonus paid and outstanding 

Charges met out of Reserve Fund — 
Establishment Charges 
Commission to Agents 
Medical Fees 

Directors’ and Auditors’ Fees 

Stationery and Printing 

Postages and Telegrams ■' ... 

Office Rent 

Sundry Expenses 

Bank Charges and Commission 

Investments 
Loans on Policies 
Ontstandiog Interest 
Outstanding Premium ' 

Cash at Bank 

Fines and Foes received 

Interest and Dividends received and accrued ^ 

Premium received and outstanding, 

Premium leoeived m advance 1— 

Claims admitted but not paid i_ 

Claims intimated but not admitted U 

Sundry Creditors 

Funds— 

Life Assurance Fund 
Reserve Fund 


Rs. 


11,520 

330 

... / 1,230 


Rs. 


13,080 


Rs. • 


2,350 
4 850 
1,010 
2,400 
480 
105 
420 
80 
95 


Rs. 

,3,38,000 

40,001 


Rs. 



11,790 

4,04,740 

17,470 

6,980 

2,320 

2,960 


30 

22,530 

33,080 

900 

21,000 

2,000 

1,800 


' 3,78,000 


4,59,340 


4,69,340 


■f* _ It is provided in the Articles of Association that the Reserve Ftmd shall be credited 

with Interest at 5 per cent per aruium, from the Interest and Dividends on Investments, 
and with one-fifth of' the net premium (i e., after deducting from premiums. Claims paid 
,and outstanding. Surrender Values paid, and Reversionary Bonus paid and outstanding), 
and debited with all the expenses to be met out of the Reserve Fund as stated in tiie 
•Trial Balance. 

1 

“ Four-fifths of the net premiums, .the Fines and Fees received, and the balance of 
the Interest and Dividends from Investments, are to be credited to the Life Assurance 
" Fimd, from which are to be met out the various charges as stated in the Trial Balance. 


Prepare the Revenue Account of the Association for the year ended 31st December 
1937, and the Balance Sheet as on that date (in the form prescribed under the Insurance 
Act, 1938) showing full details of apportionments between the Life Assurance Fund and 
'S the Reserve Fund as stated above. 469 


(Amount of Life Assurance Fund at the end of the year Rs. 3,74,560; 

Total of Revenue Account : Life Assurance Fund Rs. 3,87,640, 
r Reserve Fund Rs. 46,000 ; Balance-Sheet Total Rs. 4,34,470.) 

14. Tlie Revenue 'Account of a Life Insurance Comply shows the Funds at the 
end of ^e year 1937 at Rs. 48,78,000 before taking into account the following items : — 




(a) Claims intimated but not admitted Rs, 65,500. ' 

(b) Bonus utilised in reduction of Life Insurance Premium Rs. 6,500. 

(c) Interest accrued on Securities Rs. 19,500, t'V 

(d) Oufsiahding.Premiums Rs. 18,000. 

(c) -Claims Covered under rc-insurance Rs. 37,000. < ' * : ' ’ 




A 



.-A 
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Pass tile necessary Journal Entries, giving effect to the above omissions and 
the Funds at the end of the year 1937, after making the above adjustments. 4iU 

■ ^ (Balance of Life Assurance Fund on 31-12-1937 Rs. 48, <<,000.) 

15. The follo^ving figures are extracted from the General ^fedger of the Swadeshi 
Life Assurance Co., Ltd., for the year 1937 : — 

Es. 

■‘'British Government Securities 5,69,517 
I'-- Annuities due but not paid .. ^7 

-l^emiums received in advance _ 
1-Development Loan Q. . . y^-r72?'75>000 

Stamps in hand rV .. ^ 

Mortgages out of British India 3,39,obU 


not 


Es. 
1,900 
9,020 
55,56A48 . 
1,00,000 


Cash in hand 
Cash at Bank 

• Life Fund on 1st January 1937 

Share Capital 
Interest accrued but 

recavable ft . . . . 69,613 

Investment Eeserve Fund . . 88 000 

Outstanding Premiums r-' .. 77,651 

.Premiums (less Ee-assurance) ft 3,55,674 
Loans on Secmity of Policies ,C.-'4,25,360 
.Jlonsideration.- for annuities 

panted .. .. (<.. 11338 

Hallway Shares and Debentures 20,42,477 
•Interest & Dividends,.^ (less tax) 2,23,533 
Municipal Securities . . fV ‘ . 8,50,320 

• Fines for revival of Policies . . 358 ' 

Foreign Government Bonds .... 1,72,760 
Claims announced but not paid ^ 76,135 
Bank Loan .. .. 50,000 


Claims by death \ . . . . • 

, Claims by sumdvance - , • • no n-c 

Mortgages in British India '•• .. 9,02, 9ab 
'Surrenders ■' .. •• 

. income-tax on Profits - ^ 

.Anniiities 

tjDonus in 'reduction of premiums 
. Commission . . • • 11)417 

//''Interest and Diyidends to Share- 
holders 1'-^ . . 

Expenses of Management 
Interest outstanding on 
Investments •' .. /. 


9,878 

40,070 

f 

3,700 


You are required to make out the Eevenue Account of 'the Company for the year 
1937 and the Balance Sheet as on Slst December 1937 from the above figures after making 
adjustments .for the following: — - 

v(a5 Further Bonus utilised in reduction of Life Insurance Premium, Es. 6,500. 

• (b) Claims covered imder re-insurance, Es. 27,000. •+ ' 471 

-■ (Amount of Life Assurance Fund on 31-12-1937 Rs. 56,46,766 ; Total of 

Revenue Account Rs. 61,53,553 ; Balance Sheet Total E,s. 59,61, w3.; 


' — ICr'IfVom the following figures relating to the Devonshire Life Assurance Cu, 
compile its Eevenue Account and Balance Sheet for the year ending 31st December 183ft 
in the presenbed form ; Shareholders’ Capital, 5250,000 in 2,500 shares of £100 ezc. 
with £10 paid up on each; — < 


Shareholders’ undivided Profits' L. 33,786 
D'fo Assurance Fund on 1st Jan. 

1937, including paid up Capital 
and UndMded Profits 

• Claims by death 
< Claims matured by suivivance 

• Surrenders 

• Commission .. .j 

- Pi emium 

. Interest, Dividends and Rents 
rtceived 

• Mamgemcnt fE'tpenses 
•Divdends to Shareholders , .. 

•Fines and Fees 
'Jneome-tax 

• Written off Securities upon 
t Eevalualion 


1,825.412 
93,067 
47,466 
8,636 
- 8,224 
134,872 


1,218,310 

5,846 


• ^ ' Mortgages in U. K. t . _ ' ' - 472-^ 

1 • Loans on Companj-’s PoEt^S-.-'r’ 
i ^^iFreeiiold- Ground Reijts ' 

jv-Ciaims admitted but not psjti’j.. 
j . Claims announced 'but no^ 

1' - - admitted • * .. . -7 

} /.Crlonial Government Securities 
',Ralhvc&’ Shares, -etc. -t jl 


72,563 


. • House^^ Property 
'*Agen^. Balances outstanding 
•'Outstanding Interest and Rents 


22,846 

147.259 

..74,145 

105292 

19,976 


25,860' It * receivable ti 


■% 


3,265' 

201 

3,525 


17,089 


OntEt-mding Premiums — ^Head 

^ Office 
Sundry Creditors 
I —Cash in band and at Bank .. 
'Furniture and Fittings 




'16968 

■‘•1,465 

142 

5994 

2,657 


-(Naiion dl Uni on of T^aclter^jnx" 


J 


^ 

"^•^niourA of hife Assurance Fund at the end of the 
Total of Revenue Account £1,974962; Balance Sheet Total 


the follovnng figures, make onf the Revenue Account and Balance Sheeb 
the Commomveal Life Assurance Co, for the year ended Slat December 1937 . 
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Funds at beginning of year 
llns amount includes Share- 
holders’ paid up capital 
£87,500 and Investment Re- 
serve Fund £40,000 
Fiemmms less Re-assurances .. 
Consideration for annuities 
granted , 

Inierest and Dividends 
Fines for Revn#al of Policies . . 
Claims announced but not paid 
Annujties due but not applied for 
Bank Loan 

Premiums paid in advance . . 

Claims by deatli 

Claims by survivancO 

Surrenders 

Annuities 

Commission . . _ . . 

Frpcnses of Management 


£ 

5,744,148 


355,67^ 

11,338\ 
223,535 ‘ 
358 
76,135 
427 


Interest and Dividends to 
Shareholders 
Bonuses m reduction of 
Premiums 
Income-tax 

Mortgages in United Kingdom 
Mortgages out of United 
Kingdom 

Loans on Company’s Policies .. 
Colonial Government Securities 
Foreign Government Securities 
^ Colonijil Municipal Securities . . 
50,000 L Rail viay Shares and Debentures 
575V^ Loans on Security of Public 
337,955 Rates 

32,226 Outstanding Premiums 

37,303 Interest accrued but not yet 

38,688 payable 

11,417 Ca^h in hand and on Current 

43,770 Account 
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£ 

9,878 

11,156 

8,594 

902,956 

394.360 
415,269 
569,517 
172,760 
850,320 

2,042,477 

425.360 
77,651 

69,613 

10,920 

473 




‘ (National T^nion of Teachers), 

(Arno%mt_of Life Assurance Fund at the end of the year £5,676,566 ; 

Total of Revenue Account £6,198,959 ; Balance Sheet £5,931,203.) 


■V/ 

of the "L A 




Tiial Balance, prepare Balance Sheet and Revenue Account 


Mortgages on property within the United Kingdom 
Mortgages on property out of the United Kmgdom 
Loans on Life Interests ^ 

), Reversions F 

„ ' Society’s Policies within their surrender 

values yS. 

Investments; — 

i United Kingdom , 

‘ Government Securities 

Freehold Ground Rents /? 

Reversions ...... 

Outstandmg Premiums 

„ ^ Interest, Dividends and Rents i' 
Surrenders, on business within the United Kingdom Y\ 
Surrenders on busmess outside the United Kuigdom/"^. 
Cash in handr f?- 


Cl-’' 

C 

C-'! 

Pm 

A » 

3\i. 

T>* . 


O'* 


-I Iv 


ff 


I' '• 


\\: 

o;!’ 


r-o United K^dom.7 , 
' -I.'' United Kingdom” 

i■|•'•|.l : beginning of year . 

’. ■! i’’'" United ICingdom,. 
ii'ii lb' United Kingdom’ . 


• £ 

400.000 
^ 50,000 

100.000 
200,000 

600,000 

! 

500,000, 

1,000,0001 

800,000 

500.000 

50.000 

10.000 
20,000 

1,000 

50.000 

200,000] 

io,ooo; 

i 

I 

20.0001 


£ 


n 


r 


4,511,000 


10,000 


15,000 

4,000,000 

480,000 

6,000 

4,511,000 


Note.— £10,000 Indian and Colonial Government Securities have been deposited 
with die Govetnment of the Cape of Good Hope in respect of Life Assurance Business. 

(Incorporated Accountants). 474 
K (Amount of Life Assurance Fund at the end of the year £4£35,0Q0 ; 
TothLof Revenue Account £4,486,000 ; Balance Sheet Total £4,260,000.) 

19. Prepare ^Revenue Account and Balance Sheet of the Spark Fre Insurance Co., 
as on 31st December 1937, from the following ; — " ' 
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Dr. Balances: — * 

Re-assurances (representing premiums which have been 
paid to other companies with the object of Glaring the 
losses ; the amount mtist be deducted from the Premiiuns 
received) paid and outstanding . . , . . • 69,000 

Losses by Fire ..... .. .. •• 480,000 

ExpMises of Management .. .. •• 

, Commission . . . -y . • . . • • 

Foreign State Taxes . . . . . . . • 

Shareholders’ Dividends paid and payable . . . . 12,500 i 

Mortgages within U. K. I . . . . . . . . • 100,000 

Mortgages out of U. K, . . . . . . . . 10,000 

Britida, Colonial and Foreign Securities . . . . . • 155,000 

Railway Debentures and Stock . . . . . . . • 150,000 

f\ Railway Preference Shares' .. .. .. 33,000 

' ^ Municipal and County Counbil, etc. Loans . . . . 17,000 

^ Bank Deposits for period . .. .. .. ^..20,000 

in. Deposit with Foreign Companies . . . . . . 17,000 

Jr Deposit with United States Trustees . . . . . . 11,000 

Agents’ and Branch OfSce Balances . . . . . . 105,000 

Outstanding -Premiuids at Head OfBce . . . . . . 1,500 

Cash at Bank .. .. .. * .. .. 10,500 

Cr. Balances : — 

Premiums . . . . . . . . . . . • 770,000 

Losses Recoverable (in respect of re-assurances and must 
therefore be deducted from Losses by Fire in the 
Revenue Account) .. .. .. ,. ,. 60.000 

Profit & lioss Accotmt . . . . . . . . . . 3,500 

Fire and General Reserve Funds .. .. .. 280,000 

Interest and Dividends (of which £5,000 has not been •*’ 

received) . . . . . . . . . . 13,500 

Capital 250,000 

• Outstanding Fire Losses . . 63 OOO 

* » Outstanding Dividends . . . . . . . . 6,500 

{Chartered Accountants) . 

{Profit carried to Balance Sheet £44,500 ; Total of \ 

Account £714,500 ; Balance Sheet Total £635,WWrJ 

20. From the following figures relating to the Cosmopolitan Life Insurance 
pan 5 % prepare its Revenue Account and Balance Sheet for the year ended 31st Decemo 
1937 in the prescribed form and append your certificate as an auditor as per the require- 
ments of the Insurance Act, 1938 : — ^ 


i^*v'Shareholders’ Capital, Rs. 5,00,000 in 20,000 Shares of 

Rs. 25 each Rs. 10 per share paid up . . . . 2,00,000 

Os Claims under policies paid and outstanding less received 

on Re-assurance .. .. .. .. 45,00,000 

t-^,Life Assurance Fund on 1st January 1937 .. .. 4,80,00,000 

( .j^Investment Reserve Fund on 1st January 1937 .. 50,00.000 

.Expenses of Management .. .. .. .. 15,00,427 

1 Ainvestments , ,. .. .. .. 5,10,00,000 

Freehold and Leasehold Property . . . . 25,00,000 

'Unpaid Dividends . .. 51,790 

.'vfi Outstanding Premiums (Net) . . , . 6,03200 

’vA-Clanns admitted or intimated but not paid . . . . 30,00,000 

AOutstanding Interest fi . . . . . . . . 5,90,000 

^Surrenders .. .. .. „ .. 338,950 

,'Aamuitics .. .. .. .. 30,000 

Premiums less Re-assurances .. .. .. 75,00,000 

Consideration for Annuities granted . . . , . , 50,500 

Bonuses in reduction of premiums . . ' . . . , " 4,000 

Gain on Redemption of Debentures (to he carried to 
Investment Reserve Fund) .. ♦ .. .. 20,000 

r Interest, Dividends and Rents received . . . . 32,00.337 

Interest Accrued but not Payable . 3,17,000 
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Income Tax •• n 

Transfer and other Fees R- . . 

/I Agents’ Balances outstanding- A- . . - . . ^ . 

A Furniture gnd Fittings 

^^Loans on the Company’s Policies within their surrender 
values ^V' 

Cash in hand and at Banks . . 


Stamps m hand 






Cheques paid into Banks and in course of realisation 

l^-Cheques issued but not presented for payment 

i^Simdry Creditors .. •• 

^Premiums received in advance . . . . V 


Rs. 

2,80,149 

6,430 

1,45,904 

90,500 

49,00,000 

3,64,000 

7,322 

49,000 

66,520 

44,875 

1,00,000 


476 


(Amount of Life Assurance Fund at the end of the year Rs. 5,20,83,741 ; 

Total of Revenue Account Rs. 5,87,57,267 ; 

^ Balance Sheet Total Rs. ^5^0;406^ 

21. Prom the following Trial Balance, prepare Revenue Account foirt^^'yea^ 
ending Slst December 1937 and Balance Sheet as at that date of the Progressive Life 
Assurance Co., Ltd.; — 




assurance 


(I 

claims) 


Life Assurance Fund . . V 

Contingencies Reserve Fund u.. 

Investment Reserve Fund . . 

Buildmg Fund 

Shareholders’ Capital (Paid up) V- 
''Dividend (for the year. 1936) 

Bonus in cash- ^ 

Bonus in Reduction of Premiums <l .. .. „ 

Gratuities and Special Allowance to ex-employees '' 
Premiums k' . . . . - • • , , 

Re-assurahee Premiums 'i 

Consideration for Annuities granted < 1 , 

Annuities ? 

Interest and Net Rents , /I . 

Profit on Sale or Redemption of Debentures 
Surrenders 

Claims paid and outstanding (less re-; 

By Death i 

By Maturity ,, .. 

Income-tax and Super-tax f*-.. 

Transfer and other Fees >\ 

Commission 

Agents’ and Canvassers’ Allowances . . ,, 

Salaries (including Bonus and Allowanced IZ .. 
Company’s Contributions to Staff Pension FunclRM^i' 
General Charges ; - 
Travelling Expenses 
Directors’ Fees 
Auditors' Fees 
Medical Fees 

Rents of Company’s Offices s 
Law Cliarges 
Advertising 

Printing and Stationery < 

Postages arid Telegrams 
Receipt Stamps it. 

■policy Stamps , - 
Agency Remittance and Bank Charges 
Depreciation on Furmture fi -’i/A, 

Bad Debts (for Rents) " . 

Premiums, etc., Deposits 
Outstanding Claims 
Unclaimed Surrender Values <•. 

Unpaid Dividends 


Dr. 

Rs. 


f 22,500 
5,930 
1,500 
18,070 

'20,660 

12,130 

1,88,570 

14,55,510 

12,65,410 

1,70,000 

2,93140 
54,220 
3,55,560 
I8,09O' 
17,380 
11,170 
14900 
,6,000 
73,770 
22,520 
1,490 
5,860 
30,200 
22,310j 
" 4,380 
3,780 
10,700 
6,190 
1,080 


Cr. 

Rs. 

2,84,02,550 

1,72,160 

19.23.300 

38,930 

75,000 


42,02,620 

• 1,02,310 

16,59,54(1 

5,160 


2,200 


78,640 

13,45,700 

29100 

2150 
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■ tV 

Outstanding Premiums (Net) 

Outstanding Interest \V 
Sundry Creditors t .. 

Sundry Debtors (including Doubtful Es. 720);. . 

Interest accrued but not payable " 

Security Deposits .. 'f,. 

Cash and Stamps in hand f'i" .. c- 

'/^ Security Deposits in Bank and in Government Paper 
\// Cash in Bank on Current Account > 

Agents’ Balances .. .. .• .. • . 

Boans on Co.’s Policies within their Surrender values . 
Furniture, Fittings and Safes 

Deposit with the Controller of Currency (3J% Govern 
ment Paper of Rs. 2,00,000) ' 

Other Investments (to be specified) 

Freehold House Property in India 
Freehold House Property out of India . . 

Leasehold House Property in India -< • 


Dr. 
Rs. I 
3,01,390 
3,75,710 

12,530 

2,05,380 

5,570 

14,380 

77,630 

26,060 

29,11,010 

55,710 

1,40',000 

2.84,80,610 

10,23,310 

45,120 

2,97,280 


Rs. 3,80,84,710 


Cr. 

Es, 


30,970 

14,380 


3,80,84,710 


The amount of Shareholders’ Capital and the credit balance of Contingencies Reserve 
Fund remain unaltered at the end of the year. The investment Reserve. Fund is to bs 
reduced to Rs. 10,25,000 and the Building Fund increased to Es. 45,250. The balance 
of the Total Fund will stand to Life Assurance Fund Account ' " 


(Amount of Life Assurance Fund ot the end of the year Rs. 3,11,53,340 . 

Total of Revenue Account Rs. 3,65,63110 ; 

Balance Sheet Total Rs. 31^71,690.) ■ 


A Life Assurance Company allows as Sxmrender Value 40 per cent of tb® 
ipremiums paid on pobcies in force for three years or more, no such value being allowetl 
on those of less than three years’ duration. The policy contracts provide that if the 
premiums due be not paid before the expiry of the days of grace, the policies ‘WiD 
lapse subject to the Non-Forfeiture danse whereby it is provided that “ If a poli^ has 
acquired a surrender value and such surrender value has an uncharged balance sufScient 
to cover the premium due, that policy wifi, not be allowed to lapse by reason of non- 
payment of such premium but will be kept autoriiatically in force subject to the charge 
of the unpaid premium with interest at 6 per cent per annum.” 

_ The following information is extracted from the books of the Company and yoh 
are required to m&e the necessary adjusting entries as at 31st December 1937 in respect 
oflthe same giving explanatory narration for each; — 


i 

Policy I 

- j 

Sum 

1 Assured. 

Date of j 

Gommencoment 
oi policy 
risk. 

i 

Number 
’ of Pre- 
miums 
paid. 

Annual 

Premium. 

i 

1 

Debt on 
policy 
on Slsfc 1 
December ^ 
1936. 

Kemarlcs. . ' 


1 i 

Bs. 



Bs. 

Ba 


10 

1,000 

1 7-23 

10 ! 

50 1 

200 

1 1937 premium due. 

370 

i 5,000 

t 7-10-24 

11 

150 ' 

300 

Do. 

1030 

t 1,000 

j 6- 5-26 

9 

40 

80 

Do. 

1507 

G,Q00 

1 7- 8-31 

i 

6 

260 

Nil 

1 1937 parmium due and claim 

I on 22nd August lOo/. 

2010 

1 7,000 

1 2- 2-36 

1 

300 

Nfi 

1937 permiutn doa 


NB. — Interest on the debt against the respective policies is paid as it became 



CHAPTER XXVI. 


SOLICITORS’ ACCOUNTS, CONTRACT ACCOUNTS, VOYAGE 
ACCOUNTS, INVESTMENT ACCOUNTS, FIRE CLAIM 
, ■ ACCOUNTS, Etc. 

SOLICITORS’ ACCOUNTS. 

Solicitors usually receive money from their clients either as an advance 
against a law suit or other legal matters, or for the purpose of being used 
in a specific manner, e.g., an advance to he paid to vendors for the purchase 
of business or property from them.. Soficitors are in the position of Trustees 
for all such moneys received from their clients, and as such, it is necessary 
that they should maintain separate records for all cash received from their 
clients as distinct from their own office cash. It is evident, therefore, that a 
separate Bank Accoxmt called “Clients’ Bank Account” should be opened, 
and all cash received from the clients as advance should be banked in this 
accotmt. 'Payments on behalf of the clients should be made by cheques 
drawn on this account. Transfers may sometimes be made from the Clients’ ' 
Bank Account to the Office Bank Accoimt in regDect of actual out-of-pockets 
expended on behalf of the clients as also in respect of settlement of accounts 
with clients. 

• The following books of account should be kept : — 

i (1) A Cash Book ; (2) Petty Disbursements Book ; (^) Bills of Costs 

Book; (4) Journal; (5) Clients’ Ledger; (8) Clients’ Disbursements 
Ledger ; and (7) Genered Ledger. 

Cash Book. — ^The following are the rulings for the Cash Book : — 




CASH BOOK. 


Receipts. 


Payments. 


C5 

R 


Partiou- 

]ara. 






OtFice 

Bank 

Aooonnt. 


Clients’ 

Bank 

Account, 


Partion- 

lars. 


O^co 

Bank 

Aooonnt. 


Clients’ 

Bank 

Aooonnt. 


in- ' 


'i * It should be a rule that all cash received should be banked intact from 
?! day to day, and all payments above a certain amount should he made by 
cheques. Daily small and sundry disbursements would be made from Petty ' 
1 Cash h^ance maintained in the office on the hnprest System, 

^ f - 



Petty dislsuTsements made on account of the clients and chargeable o 
them will he entered in the special column headed “ Clients’ Dishursemen 
kept for the purpose, and the postings from this column will be made m 
\ddually to the accounts concerned in the Clients’ Disbursements Leag • 
The postings of the other columns will be made in monthly totals, ° 

the Sundry Accounts column the items from which will be posted 
ally. As and when the cashier issues cheques for Petty Disbursements, 
Petty Cashier or &e Disbursements Clerk will enter the amounts 
receipt column. A Petty Disbursements Account will be opened^ 
General Ledger, which will be debited from the Cash Book each .u ^ 
cheque is issued for Petty Cash. At periodical intervals, the totals oi 
nominal columns will be debited from this book to their respective accoun , 
and the total Petty Cash expended will be credited to Petty Disbirrsemen 
Accoxmt. 

Clients’ Disbiuscments Ledger. — ^In this Ledger \%dll be 
accormt for each separate matter entrusted by the clients so that if t 
are three or four different matters appertaining to one client, there 
three or-'fom* separate accoxmts in the Clients’ Disbursements Ledger, 
accounts in this Ledger will be debited with the actual out-of-pocket „ 

incurred on behalf of the clients from the “ Clients’ Disbursements 
in the Petty Disbursements Book. It is thus possible to see at a --o 

amounts have been expended on account of each matter. There will o® 
credits on these accoimts except in respect oPrectificaffon or transfers. 

When a Bill is required to be delivered in respect of any 
matter, the debit side of that narticular account in the Clients’ Dish , 

ments Ledger wU be added up and the details of this account will be « 

in the Bill of Costs. The account in the Ledger vdll be closed by 
reference to the particular Bill number in which such out-of-pock^ 
included. The Clients’ Disbursements Ledger is, therefore, only useful 
assembling under proper heads all the innumerable out-of-pocket 
mcmred from day to day in respect of the different matters, and it 
indicates the Bill numbers in which these expenses are embodied. ^ 

Bills of Costs Book. — ^This book will be ruled with various columns ^ 
loUoivs ; — 
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soucrrons' accounts 


BIU^ OF COSTS BOOK. 




OtK'ntj*' 

KntiiO, 


! i 


Mhtf/jr. 


»!. !«■ 
9 o 

:: u 

O g. 



Vinoutit 

pni(L 


Bob'vtfi 

nllowcd 


« 


The Bills rendered to the Clients wll have two columns, one for out-of- 
pochets and the other for fees. The out-of-poclccts column will be written 
up from the Clients’ Disbursc!nent.s Lodger as slated above. The Bills are 
usually submitted when the mailer is completeTl, but in case of long matters, 
they may bo submitted at intermediate stages. Each Bill of Costs will bo 
given a consecutive number and no Bill is allowed to be issued before being 
entered in tlio Bills of Costs Book. 


The posting from the Bill of Costs Book would be to debit tlie amount 
of each Bill to the account of the Client concerned in tbo Clients’ Ledger. 
'The periodical total of the “ Fees ” or " Costs ” column will bo credited to 
tlic Fees or Costs Account in the General Ledgerv At the time of balancing 
the books, tlie Fcc.s or Costs Account wall be transferred to Profit and Loss 
Account as the chief source of income. 


Clients’ Ledger. — In this Ledger there will bo an account for each client, 
and it will bo ruled with three money columns on the debit side, viz. (1) 
Out-of'pockcts, (2) Fees, and (3) Total. Tlie debit side of each account 
svill bo posted from the Bill of Cbsfs Book, while on the credit side will 
appear cash received from die client either by way of advance or in part or 
full settlement of the bills rendered. If any rebate or allowance is made to 
a client, a Journal Entry will be made debiting Allowances or Rebate 
Account and crediting tlie Client’s Account. At the time of balancing, the 
debit or credit balance on the various accounts in this Ledger will be 
shown as an asset or a liability respectively in the Balance Sheet. 

The General Ledger will contain the accounts of all assets and liabilities, 
Capitals of the partners, and all oilier Nominal Accounts, which will be 
treated in the usual way. 

Outstanding Balances in Clients’ Disbursements Ledger. — At the time 
of balancing the books, there will be several debit balances on the various 
accounts in the Clients’ Disbui-somenls Ledger, representing Out-of-pockets 
which have not been billed. A list will be prepared of all such balances and 
the total of die list will bo shown as an asset in the Balance Sheet under 
the beading of “ Out-of-pockets Recoverable ” or “ Clients’ Disbursements 
Lodger Balances ”. 

Incomplete Matters. — At the time of preparing tbo Final Accounts, gene- 
rally the Fees earned in respect of incomplete matters for which no bills 
have been rendered ai-e not brought into account. ^But if any change in the 
constitution of the partnership is in view whereby the profit-sharing pro- 
portions of the partners are likely to be altered, it is absolutely necessary to > 
make an adjustment as regards Fees earned on incomplete matters. A bst 
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will then have to be prepared of all pendin?; jaattcn> aiirl the entiniated Fcc5 
earned on each such matter will have to be ascertained. A Journal i-n rj 
would then be made with the total of the list debitinn OuLsfandjng J_cef. 
or Oulstanding Costs Account and crediting Costs or l*ec'> Account, me 
former account v-dll appear as an asrol in the Balance Sheet# 

ILLtlSTKATlON 203. 

Tlic following ore tho b.-jlnncM extocU'd from the Ivtole' <<( 

Solicitorr ns on 31st Mnrch J03S. Tlie p.nrtnm. .'liarc profit.': end lo''c\ln the 
tions A 3'r.tlw nnd B 2l5lhs. Propnre n Profit L Jy >' : Account tor tot yenr enow 
31sl MnrcU 103S nnd n Bnlancc Sivccl ns nt th.nl dntc, llw pnrtncr.s Invc a.grcW lo 
chringc their profit-sharinsj proportiosw as from that date. ^ _ 


Bnlsnco at Bml, (Olfir'i) 

„ „ „ (Ghent.-) 

Bills of Costs rondered 
Di«lnirfomunt“ J.o'lger Bnlnnros 
CliontC l.'d"©- Bnlsncos 
Ofilco rarnitnni nnd PiUings 
Libmry Booh- 
Rent, Taxes, etc. 

Gcnoml Offico Bxpfto-os 
Prinliii'j nnd Sf.ilionerj" 
Snhrics nnd Wnges 
Potty Ca-sIi 
A’ s Cspitsl 
B s 

A's Drawing 

n’8 „ 

Creditors for Eipeii'os 


erf.no'i 

.l.l'W 

l.-TM 

(,200 f 
14 ,.3'*') i 
iJOO 


; 1,400 
l.t^.-Wil l.OO.-lM. 


Costs not msdc up on 31st March 1938 amounted to Rs, 21,000. Tlic Portiwr.^^ 
entitled to interest on Capital at 593. Write off depreciation on Furniture and r** 
at 5% and on Library Books at 10%. 


Solution. 


A. B. & CO., SOLTCrrORS. 
PROFIT & LOSS ACCOUOT. 
For the year ended 31st March 1938. 


To .Salaries and Waj-os 
„ Printinft and Sfaitionory... 

„ Rent, Taxes, etc. 

„ General Office Expen-os 
„ Depreciation on 
Furniture 
Library Boohs 

„ Interest on Capital : 

A 

B 

„ Not Profit transferred to : — 
A 
B 


i Bi’ Costa 


1 72,010 

Rs. 90,000 i 


.. Si 90,000 


Rs. I 96,000 
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BALANCE SHEET. 


As at 31st March 1938. 


LiabSkies 

Croditora : 

For Exponsos 

CUenta’ Lodger. 

Bs. 

1,400 

18,100 

Rs. 

19,600 

Aa-^cis 

Petty Cash ■ ... 

■Balance .at Bank (Office) ... 
Balance at Bank (Clients) 

Rs. 

200 

6,800 

12,100 

Rs. 

/ 

18,100 

29.000 

21.000 

A’b Capital: — 

Add Intoiost 
,, NotTroGfc 

4,000 

200 

43,200 

Debtors ; — 

Clients’ Lodger 
Disbursements Lodger ... 

23,000 

6,000 

Asm Drawings 

47,400 

12,000 

34,800 

Costs not made up 

Library Books 

Jjets Depreciation 

4,200 

420 

B’s Capital 

Add Interest 
„ Profit 

2,000 

100 

28,801 

3,780 

6,130 


Eurnituro and Fittings 

Acs'! Doprooiation 

5,400 
270 1 

Xtis Drawings 

30,904 

8,200 

22,704 


J 







Rs. 

77,010 


Rs. 

J1,010 








CONTRACT ACCOUNTS. 

Wlien. a contractor has several contracts on hand, he would naturally 
be anxious to know how each contract has resulted, and in order to ascer- 
tain the profit or loss on each such contract, it is necessary to open a separate 
account for each contract undertaken. Each contract account should he 
debited with the cost of matei'ials purchased specifically for the purpose or 
supplied from .stores. The wages and other direct expenses incurred on each 
particular contract should also be debited to that account. If any special 
plant and tools have been supplie'd for the purpose of the contract, the full 
value of such plant and tools should be debited to the contract account. On 
completion of the contract, if the pjant and tools used thereon are still''useful 
for other purposes, they^will be revalued, and that value toII be credited 
to the contract account, the corresponding debits being given to Plant Account 
and Tools Account with their respective values. Thus, the Contract Account 
will stand debited with the depreciation in the value of the plant and tools 
due to their use. The amounts received from the contractee on account of 
the contract should be credited to the Contractee’s Personal Account. 

If the contract is completed in the same accounting year in which it is 
commenced, the full contract price ‘wiU he credited to the Contract Account 
as soon as the contract is completed, and debited to the Contractee’s Personal 
Account. The balance on Contract Account will now show profit or loss 
on the completed Contract, which will be transferred to Profit & Loss 
Account. 

It needs to be pointed out that no entries need be passed i» regard to 
the values of the Certificates received from the Architect from time to time 
except when it is desired to ascertain profit or loss on a Contract. These 
Certificates on account of each Contract should be numbered consecutively 
and filed carefully for reference. The usual arrangement in this^ respect is 
that the work done by the contractor is measured by the contractee’s architect 
at fixed intervals, and the contractor is to be paid by the contraCfee 80 or 
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90% of the value of each such Certificate, the balance being retained as a 
guarantee against fulfilment of the Contract within the stipulated time and 
to be paid on completion. Entries will, therefore, be made by the contractor 
only in respect of the actual cash received from the contractec, which amounts 
will be credited, not to the Contract Account, but to tiie personal account 
of each contractec. 

The Contractce’s Account being credited from time to time with the 
amounts received, and debited with the full contract price on completion ot 
the contract, will now show a debit balance representing the balance due by 
him to the Contractor.. 


Profit on Incomplete Contracts. — ^Wherc some contracts are not com- 
pleted in the same accounting year in which tliey are commenced, a question 
arises whether or not profit on incomplete contracts should be taken into 
accoimt at the time of closing the books for the year. Theoretically, it may 
not be adwsable to take into consideration profit on incomplete contracts, 
but in practice, this rule cannot be rigidly followed inasmuch as some con- 
tracts may take several years to complete, and it will not be 
take credit for the profit only in the year in which the contract is finishim- 
As such, the profit on incomplete contracts is ascertained hy one of the 
following methods, and the Profit & Loss Account is credited with the amoun 
of profit thus disclosed. 


In the first place, it must be noted that when only a very small portion 
of the work has been done, it is neither desirable nor sound to take imo 
account profit on the work done, and the Contract Account must then be 
closed by balance. In such a case, the amount expended on account of ibe 
contract to the date of balancing will be shown as Work-in-Progress on me 
assets side of the Balance Sheet, and any cash received from the contractee 
on account of the work, as shown hy the credit balance on the Contractee s 
Account, ivill be sho^vn by way of deduction therefrom. 

If a contract is nearly complete and’ only a small portion of the work 
remains to be done, an estimate will be made of the further expenditure 
on the portion remaining to he -done, and an allowance will also be 
for the margin of profit on that portion. This estimate should be added to 
the amount already expended to the contract, and the total will represen 
the cost of finishing the whole work. This cost should be' compared wm 
the contract price, and, if the latter exceeds the former, the excess wn 
represent profit on the completed portion of the contract. 


" If a contract has not reached a sufficient stage as to enable one to make 
a reasonable estimate of the remaining portion of the work, the profit or loss 
on the portion already completed is ascertained thus. The cost of the work 
completed vfiU be represented by the total of the debit side on the Goutract 
Account, less theyCost of stores, materials and plant on band. This net cos 
should be compared with the amount of work certified by Contractees 
^cffitect plus the cost of work done but not certified. If the latter excee<^ 
me former, the excess represents profit and may be taken into account. W 
IS not advisable, bowever, to take full credit for the whole of the prom 
-mus ascertained, but to reserve a portion of it for contingencies, such as a 
Ukely rise m the price of materials or labour. A sound method, therefore, 

^ Account only two-thirds or three-fourths of 

aclo^f w ^or^vard the balance to the next years 
account by debiting Contract Account and crediting Work-in-Progress 



CONTRACT ACCOUNTS 959 , 

Account, At the commencement of the next year, the above entry will be 
reversed. . ^ 

No definite rule can he laid down as to at what stage of the work it 
would he safe to take credit for the profit on incomplete contracts, as so 
much would depend on the nature of the contract and the actual facts and 
circumstances. The general rule, however, that can safely be laid down is 
that no profit should be ascertained unless at least one-third of the whole 
work has been completed. 

There are several adjustments which are always required to be made 
before ascertaining profit or loss on a Contract, and they are as under : — 

Materials lying on Site unconsumed. — (a) Where it is desired to find out 
profit or loss on an incomplete contract, and there are materials (already ' 
charged to the Contract) lying 'on site unconsumed, these wiU have to be 
valued at cost and brought into account by debiting Work-in-Progress Accoimt 
and crediting the particular Contract Account. The entry will be reversed 
immediately at the commencement of the succeeding period. 

(b) In the case of completion of a contract, if there are any such mate- 
rials, the entry necessary to adjust these would be to debit Materials Accoimt 
(as these will have to be returned to the Stores), and credit the Cqntract 
Account. 

The excess debit to the Contract Account in regard to the materials 
supplied and not utilised will thus be' adjusted. 

Certificates received from Architects showing Value of Work done. — 

(a) In the case of an'' incomplete contract, when it is desired to bring into 
account the profit or loss rnade on the portion of work done, the total value 
of Certificates received to the date of balancing wiU be ascertained and 
adjusted by means of an entry debiting''Work-in'Progress Account and credit- 
ing the particular Contract Account. The entry wiU be reversed at the 
commencement of the succeeding period. 

(b) In the case of a completed contract, the total value of the Certifi- 

cates representing the fuU contract price wiU be brought into account by 
debiting the Contractee’s Personal Account and crediting the Contract 
Account. , ' 

(c) No entries need be passed in respect of these Certificates as and ■ 
when received. Their values will only be brought' into adjustment at the 
time of ascertaining profit or loss on a Contract. 

Additional Work done subsequent to Last Certificate. — ^It may be that 
the last Certificate measuring and valuing the work done may not coincide 
with' the date of balancing, and a substantial amount of work done on an 
incomplete contract may have remained uncertified. Before ascertaining the 
profit on such incomplete contract, "it wiU be necessary to value the work 
done and not certified *on a conservative basis and bring the same into 
account by debiting Work-in-Progress Account and crediting the Contract 
Account. The 'entry will then be reversed at the commencement of the 
next period. 

Special Plant or Tools employed on a Contract — (a) The full cost of 
such plant or tools is debited to the Contract Account in the first instance. 

At the time of balancing, when it is desired to bring into account profits on 
an incomplete contract, such Plant and Tools wiU have to be revalued, and 
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with the depreciated value thus ascertained, Work-in-Progress Accoi^t will 
be debited and the Contract Account will be credited. The Contract Accouru 
will thus stand charged with the depi'eciation on plant and tools occasione 
by their use on the contract. As the same plant and tools would shll be 
used on the contract, the above entry* will be re%’ersed at the commencemen 
of the succeeding period. 

(b) In the case of a coni'pleted. contract, the depreciated value 
specific plant and tools will-be adjusted by debiting Plant Account and 
Account with their respective values (as these will now be retiurned to the 
works), and crediting the Contract Account concerned. 

Transfer of IVIaterial from One Contract to Another. — When any 
transfer talres place, the contract transferring such material wiU be credited 
with the cost thereof, and the contract receiving the same w'ill be debited. 

INIaterial once supplied returned to Stores. — ^In case any material once 
supplied and charged to the contract is retiuned to the Stores, the same 
must be adjusted by debiting Materials Account and crediting the particular 
Contract Account. 


Adjustment of Profit on Incomplete Contract — With the amount of profit 
in respect of an incomplete contract which it is decided should be 
credit for, the adjustment would be to debit the Contract Account and credit 
the Profit & Loss Accoimt. 

It need hardly be mentioned that the profit on an incomplete contract 
should always be brought into account on most conser\'ative basis leaving 
sufBcient amount to meet unforeseen 'ontingencies that m’ght arise in res- 
pect of the portion of work remaining to be done. Such a contingency i- 
usually provided for by not taking credit for the full amount of profit asce^ 
tained but taking only two-thirds or three-fourths of it and carrying forward 


the balance in the next year’s accounts. 

The adjustment in regard to the portion of profit on an incomplete com 
tract, which it is decided is not to be taken credit for but to be carried 
iorwmrd in the next year’s books, -wo'ald be made by debiting the ContrM 
Account and crediting Work-in-Progress Account. This entry will then be 
reversed immediately at the commencement of the succeeding period. 


Work-in-Progress Account. — ^To this account wifi, be made all the several 
adjustments in regard to incomplete contracts at the time of balancing! 
provided it is desired to bring into account profit or loss on the portion O) 
work done. These various entries will then be immediately transferred to 
the respective Contract Accounts at the commencement of the next period, 
as already explained. 


'There %vill he only one Work-in-Progress Accoimt on which all 
above adjustments will be made. This accoimt will generally show a debi 
balance, and will appear on the assets side of the Balance Sheet after deduc- 
tion therefrom of the amounts received from the contractees on account o 
incomplete contracts, (■which amounts will be appearing on the credit of tne 
respective contractees’ personal accounts), 'thus; — 


Work-in-Progress Accoimt 

Less Amount received on account* 


Rs. 


Rs. 


Note.— I t needs to be pointed out that no adjustment should be 
m respect of depreciation on specific plant and took or in regard to materials 
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on site, or additional work done subsequent to receipt of Architect’s Certifi- 
cate, when it is net desired to ascertain profit on an incomplete contract. 
In such a case, the debit balance on the Contact Account will be added to 
the debit balance on the Work-in-Progress Account, and the whole total will 
appear under the latter heading on the Balance Sheet. The Contract Account 
will then be closed by balance, and the same will be its opening debit balance 
of the succeeding period* 

ILt-USTKATION 204. 

Swami & Co. undertook a contract on 1st January 1932 for Rs. 3,00,000 and com- 
pleted the same on 30th April 1934. The Contract Account diowed the following at 31st 
December of each year. The amount of work certified at the end of 1932 was Ks. 75,000 
and at the end of 1933 Ks. 2,25,000. 80 per cent of the certified work was received in cash. 

Prepare Accounts in respect of the contract at the end of each year showing the 
proportion of profit the Company would be justified 'to take to the ■credit of Profit & Loss 
Account. Show also how the Work-in-Progress will appear in the Balance Sheet from 
year to year, and give the necessary Journal Entries for each of the years. 

Depreciate' Plant at 10 per cent on the original cost annually. 

On 31st December 1932, Materials issued were valued at Rs. 35,000 ; Wages 
Rs. 25,000 ; Other direct charges Rs. 2,000 ; Materials on sate Rs. 5,000. 

On 31st December 1933, Materials issued were valued at Rs. 75,000 ; Wages 
Rs. 45,000 ; Other direct charges Rs. 4,000 ; Special Plant Rs. 90,000 ; Materials on site 
Rs. 15,200 ; and ^ork completed but not certified was estimated at Rs. 25,000. 

On 30th April 1934, Materials issued were valued at Rs. 5,000 ; Wages Rs, 12,250 ; 
Direct Charges Rs. 1,270. , 


Solution, 


JOURNAL ENTRIES, 


1932 


L.P, 

Ra. 

1 Ra 

Dec. 31 

Contract Account •> ... ... ... Dr. 


62,000 



To Materials Account 



35,000 


„ Wages „ 



25,000 


„ Direct Charges Account 



2,000 


(Being the inatenals supplied and the wages and direct 





ohavges expended on the contract during the year).^ 


/ 



Work-in-Progress Account ... ... ... Dr. 


80,000 



To Contract „ 



80,000 


(Being the value of Aiohiteot’s Certificates received 


! 



during the year and the value of matorials lying 





unoonsuined on site at the end of the year). 


i 



Contract Account .. ... ... Dr. 

1 

4,800 ! 

■■ 


To Profit and Loss Account 


1 

4,800 


(Being on9-th,rd of the profits taken credit for, on 


i 


■» 

cash basis). 


t 

i 



Contract Account ... ... ... Dr, 


13,200 ! 



To Work-in-Progress Account 


1 

13,200 


(Being the balance of profit not brought into account 





but carried forward to next year’s booke). 


1 

J 


, 1933 





Jan. 1 

Contract Account ... ... Dr. 


80,000 



To Woik-in-Progress Account 



80,000 


(Being the reverse entry in respect of work certified 





and materials on site token credit for last year). 





Work-in-Progross Account ... ^ .r. ... Dr. 


13,200 ‘ 



To Contract Account 



13,200 


(Being the reverse entry in regard to the .portion of 





profits brought over from previous year). 



^ 
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JOURNAL ENTRIES.— (CoTitd.) 




"1933 1 
Dec. 31 j 

1 

f 

Contract Account ... ••• ••• 

To Matonals Account 
„ Wages Account 
„ Direct Charges Acoonnt 

(Being the materials supplied and the wages and direct 
charges expended on the contract during the year). 

L.P. 1 

t 

,i 

1 

'i 

Bs. 

1,24,000 

f Es. 

75,000 

1 45,000 

1 4,000 

1 

i 

} 

1 

11 11 

Contract Account ... -• ... Ut. 

To Plant and Machinery Account 
(Being the cost of specific plant taken for use on the 
contract). 

'i 

1 

! 

1 

90,000 

! 

1 

! 

j 90,000 

) 

1 

*1 51 

) 

J 

Work-in-Progress Account ... ... ... Dr. 

To Contract Account 

(Being the value of the Architect’s Certificates received 
up-to date, the work done and not certified and the 
value of materials lying unconsumed on site at the end 
of the year). 

‘ (■ 

t 

1 

1 

1 

2,65,200 

12,65,200 

11 11 

Work-in-Progress Acoonnt — — ... Dr. 

To Contract Account 

(-Being the depreeiatod value of the special Plant 
transferred to Work-in-Progress Account). 

t 

! 81,000 

i 

81,000 

f 

39,240 

11 11 

Contract Account ... ... ... Dr. 

To Profit and Loss Account 

(Being ^ths of the Profit taken credit for on cash basis). 

1. 

! 

i 

‘ 39,240 

’ 1: 

1 

1 ^ 

11 31 

1934 

Contract Account ... ... . ... ... Dr. 

To Work-in-Progress Account 
(Being the balance of Profit pot brought into account 
but carried forward to next year’s books). 

i 

; 26,160 

’ f 

, ! 

1 

’ I 

26,160 

Jaa 1 

Contract Account ... ... ... Dr. 

To Work-in-Progress Account . /“• 

(Being the reverse entry in respect of work certified as 
well as uncertified and materials on site taken credit 
for last year). 

i 

1 

! 

1 

] 

,2.65,200 ; 

i i 

i i 

i ! 

2,65,200 

1 

11 1} ' 

Work-in-Progre«s Account ... — ... Dr. 

To Contract Account 

(Being the reverse entry in regard to the portion of 
profit brought over from previous year). 

1 

T 26,160 1 

i : 

\ 

26,160 

11 11 

Contract Account — — ... Dr. 

To Work-in-Progress Account 
(Being the reverse entry in respect ot the special plant). ' 


1 81,000 

1 

1 1 

81,000 

April 30 

Contract Account ... ... Dr. 

To Materials Account 

Wages 

„ Direct Charges Account 

(Being the value of farther materials supplied and 
direct charges and the wages expended on the 
Contract). 


1 18.520 j 

! I 

1 

l 

! 

1 

J : 

1 

t ; 

5,000 

12,250 

1270 

11 »» 

Plant and Machinery Account ... ... Dr. 

To Contract Account 

(Being the entry to record the transfer of Plant on 
completion ot the Contract). 


1 78,000 ! 

1 

1 

! 

78.000 

»» t1 

Contract Account *' ... ... Dr, 

To Profit and l-oss Account 

1 (Being tho Cii.al balance of Profit made on the Contract 

1 transferred to general Profit and Loss Account) 


, 39,440 

! 

1 ^ 

39.440 
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1932 

CONTRACT ACCOUNT,* 


1932 1 


Rs. 

1932 


Ka 

Dec. 31 

To Materials issued 


Dec. 31 

By Work-in-Pro- 



„ Wages 



gross : — 



„ Other Direct Charges 



Work certified... 75,000 



„ Profit & Loss A/c.— Jrd 

• 


Materials on 


. 

ofProfit on cash basis ... 

KKliBl 


site ... 6,000 



„ Work in-Progress — 




80,000 


Balance of Profit not 






taken credit for 



1 



Rs. 

80,000 


Rs. 

80,000 








WORK-IN-PROGRESS ACCOUNT. 


1932 ] 

Rs. 

Rs. 

1932 



Dec. 31 

To Contract 


Dec. 31 

By Contract Account : — 



Account ; — 



Balance of Profit not 



Work certified ... 75,000 

* 


taken credit.for 

BEyyiiB 

« 

Materials on site ... 6,000 


it 

„ Balance c/d. 



— 

80,000 

- 


Hi 

1933 

Rs. 



Ra 

80,000 





uj — uu 

Jon. 1 

„ Balance b/d. 






CONTRACTEE’S ACCOUNT. 



To Balance o/d. 


1932 

Deo. 31 

By Bank 

ilii 

■ 



1933 
Jan. 1 

„ Balance b/d. 

60,000 


(Note. — As only one-fourth of the Contract has been certified for, it will not be 
sound to take credit for more than l|3rd of the profits ascertained on the Cash Basis). 

The debit balance of the Work-in-Progress and credit balance of the Contractee’e 
Account will appear on the Assets side of the Balance Sheet as follows : — 


... Rs. Rs. 

Work-in-Progress . . • • . . . . 66,800 

Less Cash received on account .. 60,000 

, 6,800 

1933 

" CONTRACT ACCOUNT. 


1933 

- 

Ra 

Jan. 1 

To Work-in-Progress 



transfer : — Re. 

j 


Work certified ... 76,000 



Materials on site ... 6,000 




80,000 

Doc. 31 

„ Materials issued 

75,000 


„ Wages 

;i 46,000 


„ Otlier Direct Charges 

! 4,000 


.. Special Plant 

1 90,000 

Tlpfi 31 

, Profit A Loss A/c. — Jths 

'1 


of Profit on cash basis ... 

1 39,240 


„ Work-in-Progress — 



Balance of profit c/£ 

1 20,100 


Rs. 

3,60,400 


1933 


1 Ua 

Jon. 1 

By Work-in-Progress trans- 
fer : — 

Balance of Profit not 



token credit for 

13,200 

Doa 31 : 

1 

„ Work-in-Progress : — Ks. i 
Work certified 2,2.7,000 
Materials on site I6,200| 

1 Work completort j 

1 but not corti- i 

fled ... 25.000, 


’*■ 

Plant las de- 1 


; 1 

1 procinlion ... 81,000 

3,40,200 

i 

Ba 

3,60,400 
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WORK-IN-PROGRESS ACCOUNT. 


1933 
Jan. 1 


Deo, 31 


1931 
Jan. 1 


To Balance b/d. 

,, Contract Acconnt trans- 
fer — Balance of profit 
not taken credit for 
„ Contract Account- 
Work Rb. 

certified 2,25,000 
Materials on 
site 

Work com- 
pleted but 
not certified 
Plant fsvs de- 
preciation 


15,200 '! 


Rt 

60,800 

13,200 


25,000 


81,000 


3,46,200 


Ra. 


To Balance b/d. 


4,26,200 


3,20,040 


1933 


Ra 

Jan. 1 

By Contract Account 
transfer : — 

Work Ra 



certified 75,000 

Materials on 
site 5,000 

1 

80,000 

Dec. 31 

„ Contract Account 
— Balance of 


profit c/t 

26,160 


„ Balance c/d 

3,20,040 

1,26,200 


Rs. 



- 

> 


CONTRACTEE’S ACCOUNT, 


1933 
Dec. 31 

To Balance o/d 

... 

1 ' 

Ra 

1,80,000 

1933 
Jan. 1 

By Balance b/fd 
„ Bank 

... 

Ra 

60,000 

1,20,000 





193'4 
Jan. 1 


Ra 

1.80,000 



i 

Ra 

1,80,000 

By Balance b/d 

. ... 

jl, 80,000 


Profit xMee-io^ttis of the Contract is certified for, three-fourths of the 

Sh S taken to the credit of Profit and Loss and that too on the 

^ntteSes ® ^ provision against 


contingencies. 

-AccouS‘ wfll^inn^ofr Work-in-Pro^ess and the credit balance of Contractee’s 

Account wiU appear on the Assets side as : 

Es. • 


Work-in-Progress 

Less Cash received on account 

1934 

CONTRACT ACCOUNT. 


Rs. 

3,20,040 

1,80,000 


1,40,040 


1934 
Jan. 1 


Doc. 31 
April 30 


To Work-in-Progress ' 

transfer : — Rg_ 

■ Work certified 2,26,000 
Materials onsite 15,200 
W ork complotod 
batnot certified 25,000 
Plant feisDep 81,000 

„ Materials issued 
„ Wages 

„ Direct Charges ", 


■D 1 jiccon 

UalancQ transferred. 


Rb. 


i Ra 

1 

1934 
Jan. 1 

By Work-in-Progress 
transfer : — 

Ra 

1 

1 

1 


„ Balance of Profit not 
taken credit for 

26,160 

1 

3,46,200 
5,000 
. 12,250 

. 1,270 

April 30 

Contractee’s Account — 

Total contract price... 

„ Plant /ess depreciation ... 

3,00,000 

78,000 

. 39,440 


- 

; 

4,04,160 


Ra 

il 
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WORK-IN-PROGRESS ACCOUNT. 


~ 1934 
Jnn. 1 


1 

i 


To Bolnnoo b/ftl. 

„ Coiitr.ict Account 
trnn'for — Profit not 

taken credit for 


Rs. 


it 

1934 

_ __ _ 

Ka 

13,20,010 

Jnn. 1 

By Contrnot Account 




transfer : — , Rs. 




Works certified 2,2o.OOO 


i 


Mntorinisonsito 15,200l 


20,100 


Work complotocl 


1 


but not certified 20,000 


1 


Plant less Dep. 81,000 


|< 



3,40,200 

'|3,40,200 


Rs. 

3,40,200 


CONTRACTEE’S ACCOUNT. 


' 1934 


Il 

1934 

■- 

Rs. 

April 30 

To Conlmot Account — 


Jan. 1 

By Balance b/fd. 

1,80,000 


Total Contract Price .. 

i 

3.00,000 


,1 Bank 

1,20,000 


R". j 

,.3 00,000 

1 


Ks. 

.3,00,000 


VOYAGE ACCOUNTS. 

When a steamship company owns one or more steamers, the profit or 
loss from carrying on the business as a whole can be ascertained by pre- 
paring a regular Profit & Loss Account for the period in question. But in 
order to obtain the exact result of each voyage made, it will be necessary to 
open a separate account for each voyage, and know each voyage by a conse- 
cutive number. 

f 

Each voyage Accoimt will be debited' witli expenses incurred in connec- 
tion with that voyage and will be credited with the freight, passage and 
other income attributable to that voyage. There are certain indirect 
expenses of the business which cannot be wholly attributed to any particular 
voyage, such as Insurance Premium, Manager’s Salary, etc., and these will 
have to be apportioned on the basis of time. The balance on the Voyage 
Accoimt will represent Profit or Loss made on the voj'age, and will be 
transferred to General Profit & Loss Account. 

ILLUSTRATION 205. 

The South Coast Steamship Company, Ltd. has got several steamers, of which one 
steamer “ Hawaii ahaj ” was chartered on 17th January 1938, as foUows: — 

From Chandranagar to Yanon with Copra at Rs. 11-8-0 per ton (address com- 
mission 2% on the freight and brokerage at 5%). 

Yanon to Panjim with Maize at Rs. 9-8-0 per ton (address commission 2% on 
the freight and brokerage at 5%). ’ ‘ 

The voyage commenced on 23rd January and the following particulars are available 
- from the books in respect of the voyage : — 

< Copra loaded 'from Chandranagar 2,900 tons 

Maize „ „ _ Yanon 2,750 tons 

Coal supplied 59 tons at Rs. 20 per ton at Chandranagar, and 52 tons at Rs. 18 


per ton at Yanon. i 

' Rs. - 

Stores supplied .. .. .. 2,100 

Port Charges — Chandranagar .. ,. 700 

Harbour Wages, etc. .. .. .. 350 

Discharging at Yanon .. .. .. 425 

Captain’s Account for expenses at Yanon .. 150 

^ Agents’ Disbursements — Yanon .. 250 

Loading Charges, 2,750 tons Maize at Yanon 1,625 
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advanced accounting 


Rs. 

850 

250 

228 

40 

2,700 

750 


Despatch money 
Port Charges— Yanon _ 

Captain’s Expenses, Panjim .. 

Interest on Advance 
Discharging and Despatch money at 

Captain’s Portage Bill •• " *• o 

The steamer is insured for one 

was Rs. 7,200. The Mana^ng Director is c^dl^ . 

freight. The voyage termmated on 16th of l«toch “ • apportionments m 

Prepare a Voyage Account from the above particulars, making appo 

months. 


Solution. 


s.s. HAWAIJAHAJ. 

VOYAGE NO ACCOUNT. 

nth January 1938 to IGth March 1938. 


Rs. 


Rs. 


To Coal supplied : 

59 Tons @ Rs. 20 
52 „ @ Rs. 18 


1,180 

936 


•It 


"1 


Stores supplied 
Poit Charges — Chandranagar 
Harbour Wages, etc. 
Jlisohargingat Yanon 
I Captain’s Account — 

Expenses at Yanon 
, Agent’s Disbursements at 
Yanon 

„ Loading Charges at Yanon 
„ Despatch Money ^ 

„ Port Charges at Yanon . 

„ Captain’s Expenses at Panjim 
„ Interest on advance 
„ Discharging and Despatch 
money at Panjim 
„ Captain’s Postage Bill 
„ Address Commission : — 

2% on Ba 33,350 G67 

2% on Rs. 26,125 522-8 


2,M6 

2,100 

700 

330 

425 


150 


230 

1,625 

850 

250 

228 

40 


By Eroight : — 

2,900 ton<= oi Copra trom 
Chandranagar to Yanon 
@ Rs. 1 1/8 per ton 


2,750 tons of Maizo from 
Yanon to Panjim ® 
Rs. 0/8 


2,700 

750 


1,189-8 


Brokerage : — 

6% on Rs, 33,350 
5% on Re. 26,125 


1,667-8 

1,306-4 


Insuranco Premium for 2 
months, 1/6 x 7,200 
Managing Director’s Gom- 
mlssioD, li% on Bs. 59,475 
, Net Profit transferred to 
General Profit and Loss A/c. 


Rs. 


2,973-12 

1,200 

892-2 

40,685-10 


59,475 



INVESTMENT ACCOUNTS. ^ 

In the case of concerns holding a large number of is 

desirable that a detailed record of these should be ™amtamea. 
done by having an Investment Ledger in whach a separate would be 

opened for each class of Securities dealt in. Each such Acco _ .^ 1 .,^ 


irities dealt in. Each sucb Account 

ruled xviA three columns 'on either side : (1) for nominal • j and 

Securities dealt in, (2) for the actual amoimt of cash received or p > 
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(3) for Income received. The three columns will be thus headed Nominal, 
Capital and Income. 

The object of having Income columns is to enable one to see at a glance 
the periodical interest or dividend received from each particular Investment'. 
Wliere the interest or dividend is payable on fixed dates, such dates are 
usually recorded at the head of the Investment Account. , 

On the purchase of Securities, an entry would be made on the debit 
side, the face value thereof being shown in the fii’st column and the actual 
amount paid in the second column. When, however, Secimities are pur- 
chased “ Cum. Div.” or “ Cum. Int.”, the purchase price paid will have to 
be carefully apportioned between Capital and Revenue, In the Capital 
Column will then have to be shown the actual market price of the Invest- 
ments, and in the Income Column would be shown the amount paid for the 
Interest or Dividend that had accrued due and that was included in the 
purchase consideration. 

Similarly, when Investments are sold “ Cum. Div.” or “ Cum. Int.”, the 
Dividend or Interest that has accrued to the date of sale and that has been 
included in the sale price "will have to be credited in the Income Column of 
the Investment Account and the balance only will have to be credited in 
the Capital Column. 

Expenses by way of Brokerage, Stamps, etc. represent an additional 
charge against the capital value of the Investments pirrchased and must, 
therefore, be considered as part of the purchase’ price and debited in the 
Capital Column. 

On receipt of Income out of any investment, the amount is posted from' 
the Cash Book to the credit of the Investment Accoimt in the Income column. 

At the end of each financial period, the Interest accrued and not received 
from each such Investment will have to -be brought into account by debiting 
an account called Outstanding .Interest Account and crediting the amount 
in the Income column of each such Investment. The debit to the Outstand- 
ing Interest Account will be shown as an asset in the cui’rent year’s Balance 
Sheet and will be carried forward in the next year’s books. Immediately at 
the commencement of the next period, a reverse entry will be passed, debit- 
ing the Income column of the particular Investment Account and crediting 
Outstanding Interest Account. 

The balance as appearing from, the Income Column of each Investment 
Account at the close of the period will be credited to an Accoimt called 
Interest and Dividend Account, the corresponding debit being given in the 
Income column of the particular Investment Account. 

When the whole of an Investment has been sold, the difference between 
the Capital columns will represent profit or loss on the transaction. When 
only a part of an investment is realised, the balance of the portion on hand 
must be brought down at cost. Any difference then shown by the Capital 
columns will represent profit or loss on the sale. 

Any profit or loss on sale of Investments is trairsferred to an Account 
styled “ Profit or Loss' on Sale of Investments ”, which account is closed by 
transfer to Profit & Loss Account, 

ILLUSTRATION 206. 

\ The Universal Insurance Co. had on hand on 1st January 1937 Rs. 50,000 of Gov- 
ernment of India Loan 5% (Free of Tax), the cost of which as shown in the books is 
Rs. 53,000. The interest on these securities was last received upto 30th September ' 
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On May, the Company purchases Rs. 36,000 worth of Loan at 6% premium. On 
30th June Rs. 20,000 worth of Loan is sold at 7% premium and on 31st At^st a 
further Rs. 24,000 worth is sold at 7i% premium. A brokerage of 4 as. on tis. iw 
has to be paid while buying and selling, interest is receivable on 31st March, and 30 tn 
September. On 31st December 1937, the market price was Rs. 107. 

Prepare a Ledger Account for the year 1937, cS it would appear in the Investment 
Ledger, making apportionments of Interest in months. 

f 

Solution. 

GOVERNMENT OF INDIA LOAN FIVE PER CENT (FREE OF TAX). 


(Interest payable 31st March and 30th September). 


Date. 

Partioiilara. 

.H a 

Eo 

d 

E 

o 


Date. 

Pnrtioulara 

C 

.2 3 
2'tf 

E 

O 

•e 




a 

C5 

o 




a 

M 

O 

1937 


Rs. 

Rs. 1 

Rs. 

1937 


Rs. 

Ra 

Ra 

Jan. 1 I 

L'o Balance b/fd. 

50,000 


53.000 

April 4 

3v Bank — Inte- 










rest on Rs. 





„ Ontatanding 










Interest A/o. 





able Slslj 





— Transfer ... 


625 


Juno 30 

March 

Bank — Sale 




May 31 

„ Bank— Cost at 





proceeds of 





6% premium 










of 36,000 pita 


• 








brokerage 

36,000 


38,250 


/esj bro- 

kerage 

20,000 


21,-350 

» l> 

„ Bank — Inte- 





„ Bank — Into- 


1 


rest to date of 




ft ^ ft 

rest to date ofi 



1 


purchase 


■1 





■u 


Dec. 31 

„ Profit on In- 




Aug. 31 

Bank — Sale 





vestment 



360 

proceeds of 
Rs. 24.000 at 





)t ft 

„ General Inte- 










rest A/o. — 





fC5S bro- 



,25,740 


Balance trans- 





fcerage 

24,000 



ferred 


KKrijii 



„ Bank — Into- 


I 







rest to date 
of sale on 
Rs. 24,000 ... 


■ 

1- 






Oct 3 











payable 30th 
September ... 









Doa 31 

„ Outstanding 










Interest A/a 
Interest on 












625 








„ Balance c/d. — 










at Cost 6% 
premium 

42,000 


44,620 


Be. 


1 3,57S 



Rs. 


3,675 

91^6^ 

1933 
Jan. 1 

To Balance b/d. 



i44.62( 

1 






»» 11 

„ Outstanding 

} 







Interest A/c. 


! 






( 

- 

— Trauafer .. 

■1 

f 

- 
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FIRE CLAIM ACCOUNTS. 

The following Illustrations will serve to explain the necessary,, entries 
to be made and the accounts to be opened in respect of claims under iiwurance 
arising f'-om destruction of Stock, Fixtures, Plant, Building, etc. “as also 
claims relating to Loss of Profit resulting from fire. 

ILLUSTRATION 207. 

/ 

A severe fire occurred on 21st May 1937 in the factory of Narandas & Co., Ltd. The 
following particulara are obtained as regards tlie costs and book values of tte various 
assets affected by the fire, the amounts claimed and admitted by the Peoples’ Insurance 
Co., Ltd. 



Book Value. 

Claimed. 

Admitted, 


Rs. 

Rs. 

■ Rs. 

Buildings 

.. 50,000 

60,000 

45,000 

Plant and Machinery 

. . 70,000 

75,000 

60,000 

Fittings 

.. 12,000 

15,000 

13,500 

Stock damaged 

.. 28,000 

30,000 

17,000 

Stock destroyed , . 

.. 45,000 

50,000 

40,000 

Loss of Profit 


55,000 

37,000 

Fire Expenses , . 


1,200 

2,200 . 


The Buildings, Plant and Machinery and Fittings were completely destroyed by fire 
and most of the stock lying in a godown adjacent to the factory was' also destroyed. The 
damaged goods saved were sold for Bs. 13,000. The claim made for Loss of ifeofit was 
Rs. 9,000 in respect of the profit for the remaining portion of the year ended 30th Sep- 
tember 1937, and Rs. 28,000 for the 6 months thereafter when a new factory was built. 
The actual fire expenses incurred were Rs. 1,200. The Insurance Company paid the' 
amount for all claims on 27th September 1937. 

Make Journal Entries and open the necessary Ledger Accounts in the books of 
Narandas & Co., Ltd. to record the above particulars, including Cash entries. 

Solution, 


JOURNAL ENTRIES. 



Peoples’ Insurance Co,, Ltd ... ... ... Ur. 

To Bnildings Account 
„ Plant and Machinery Account 
„ Fittings Account 
„ Damaged Stock Account 
„ Stock Destroyed Account 
„ Profit and Loss Account 
„ Profit and Loss Suspense Account ' 

„ -Fire Expenses Account 

{Being the amount of claims admitted by the 
Insurance Company), 

L.P. 

1 Ra 
2,1.3,700 

Ra 

45.000 

60.000 
13,600 

17.000 

40.000 
9,000 

28.000 
1,200 


Stock Destroyed Account ... — Ur. 

Stock Damaged Account ... — „ 

To Trading Account ' ... j l , 

(Being the cost of damaged and destroyed stock 
brouglit into account at book values in order to 
show normal trading results). 


46.000 

28.000 

1 73,000 


Fire Expenses Account ... — ... Dr. 

To Bank 

(Being fire expenses paid). ' 


1,200 

1,200' 


Bank Account • 

To Damaged Stock Account , . , , 

(Being the sale proceeds of damaged stook). 


13,000 

13,000 
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JOURNAL ENTRIES.— (Confd.) 


i 

Damaged Stock Account ... ... — 'Lr. 

To Profit and Loss Account 

(Being profit on Damaged Stock Account transferred 
to the latter account). 

L.F. 

Bs. 

2,000 

Bs. 

2,000 


Profit and Loss Account ... ... ... Dr. 

To Destroyed Stock Acconnt 
(Being the loss on stock destroyed, transferred to Profit 
and Los^ Account). 

; 

1 

1 

■ 

5,000 


Loss by Fire Account ... ... Dr. 

To Buildings Acconnt 
„ Plant and Machinery Account 
(Being the loss on fixed assets represented by 
Bmldings and Plant and Machinery destroyed by 
fire, transferred to a special account). 


' 15,000 

- 

, 

1 


Fittings Acconnt ... - ... ... Dr. 

To Loss by Fire Account 

(Being the credit balance on the Fittings Account 

1 transferred to the latter Account thus rodneing the 

1 loss on other fixed assets). 


' 1.500 1 

'i 1,500 

!! 

! ^-1 
it 

1 Bank Account ... ... ... ... Dr. 

i To Peoples' Insurance Co., Ltd 

( (Being the nmonnt received from the Insnxanco Com- 
1 P^ny in fall sottlomeafc of the claim). 


2,13.700 

i 

^,13,700 

1' 

1 


Notes. — ( 1) Rs. 28,000 of the claim in respect of the Loss of Profit ..-nt 

created to Profit and Loss Suspense Accoimt, as the amount relates to the {he 

period and should not be credited to the Profit and Loss Account of this year. ^ ' 

neoct year, an entrj- will be made transferring this amount from Profit and hoss ausp 
Account to Profit and Loss Account. , , 

(2) In order that the percentage of gross profit on the turnover of the 
30th September 1937 may not be affected by the loss of stock by fire, it is 

credit the Trading Account with the cost of Stock damaged and destroj’ed, ana _ 
separate accounts for damaged and destroyed stock with the relevant ' mit 

profit or loss on the latter accounts will be transferred directly to Profit and I»oes AC 

(3) ^Tho profit on Fittings Account will not be credited to the Profit 
Account as it is a profit on a fixed asset, but should be utilised in reducing m 
suffered on other fixed assets. 

(4) The loss on Buildings and Plant and Machinery Accounts has been -.ij 

to a separate account called “ Loss by Fire Account ”. This Accoiml is then creoim 

the profit on Fitticigs. The net loss should be spread over two or three years, 
represents a capital loss. 


PEOPLES’ I17SURANCE CO.. LTD. ACCOUNT. 


ToScotln"; — 

Itai' iin"« Account 
Ph'-1 -sal Msnbin'>rj' Account 
I'lUittT* 

Dvi vreti K'oek Accemt 
Fr-.i t I^«.i AccoaM 
Frc’it n'l'i AceoeTit 

Iko-Jr-nje-t Atcoant 


K«. “ 

45.0:10 

13.500 

IT.OW 

9,000 

2<^0.V) 

4oy<cyi 

1,-^ 




Uv Ban!: 


■ I " ir^ 

. 12,1.7,700 




'2 is.fiy 
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BUILDINGS ACCOUNT, 



Rs. 

- 

Rs. 

To Balance b/fd. 

50,000 

By Peoples’ Insurance Co., Ltd. 
Account 

„ Loss by Fire Account 

46,000 

6,000 

Tls. 

60,000 

Rs. 

50,000 


PLANT AND MACHINERY ACCOUNT. 


To Balance b/fd. 

✓ 

Rs. 

Ra 

70,000 

By Peoples’ Insurance Co., Ltd. 
Account 

„ Loss by Fire Account 

Rs. 

Ra 

60,000 

10,000 

70)000 

70,000 



FITTINGS 

ACCOUNT. 



1 Ra 

- 

Ba 

To Balance b/fd. . . 

12,000 

By Peoples’ Insurance Co., Ltd. 


<, Loss by Fire Account 

1 1,500 

Account 

1.3,500 

Bs. 

! 1.3,500 

Rs. 

13,500 


STOCK DESTROYED ACCOUNT. 


1 

Ra 

< 

Ra 

To Trading Account; 

45,000 

By Peoples’ Insurance Co., Ltd. 



I 

Account 

■10,000 

♦ 

1 

„ Profit and Lo'sActQiint — 



i 

Transfer 

5,000 

Ra 

i 

t 47,000 

1 

Ra I 
1 

45,000 

i 


DAilAGED STOCK ACCOUNT. 


To Tnclin" Account 
„ Profit and Lo-*s i\ccoiit!l- 
Trati'fcr 


R-. 

2S,000 

2,000 


Rf ."O.fKtO 


By I’poplos Tn«urfinco Co , Ltd. 

Acroont 
„ BnnU 


( R«. 

17,000 

. . 13,000 

n«. I .30.000 


To Bank 


FIRE' EXPENSES ACCOUNT. 



I! 


T.«*. 

1,200 ByPcop1e»’ In'iimn* a Co,, LiA 
Account 


li^ 

1,200 
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LOSS BY FIEE ACCOUNT. 


1 

To Buildings Account ,..| 

„ Plant and Machinery Account ...j 

Rs. 

5,000 

10,000 

By Fittings Account ^ 

,, Balance 

... 

Bs. 

1,500 

13.500 

Ra 

15,000 


Ra 

15,000 


Note. — ^The net Loss on Fixed Assets of Rs. 13,500 as indicated by the accoui^ 
Capital Loss inasmuch as it arises from under-insurance of fixed assets. It should ^ 
•fcej^ore, be transferred bodily to Profit and Loss Account but must be spread ovct 
period of two or three years. The annual amount thus charged to Profit ^d 
Account must, however, be shown imder the distinct heading “Loss on Capital^ Ass^^ 
so as to indicate its nature. The imwiitten off balance which in the me_^time w^ 
appear in the Balance Sheet will also have to be shown on the assets side thus.-' 
“Loss on Capital Assets — ^balance not written off.” 


BANK ACCOUNT. 


To Damaged Stock Account 
„ Peoples’ Insurance Co., Ltd. 

Account^ 

H 

By Fire Exponsos Account 

fl 

TRADING ACCOUNT. 

‘ il 

il 

By Stock Destroyed Account 
,, Damaged Stock Account 

H 


Note. — As a result of the closing stock figures having been brought in here at ^ 
values, the above Trading Account when fiUed in with other usual items of 
credits will serve to indicate normal gross profit, which will be useful for comp^“ 
purposes. 


PROFIT AND LOSS ACCOUOT. 



1 

!| Bs. 


To stock Destroyed Account 

. 5,000 

By Peoples’ -Insurance Co , Ltd. 

- Account 

1 

fl 

,, Damaged Stock Account 


Bs. 

9.000 

2.000 


AOTE— me aocri'e items wuu get merged vrith all the other items or 
credits which usually find their place in the Profit and Loss Account and the ulum 
net gain or net loss will be thus arrived at. 


PROFIT AND LOSS SUSPENSE ACCOUNT. 


To Bilanco c/fd. 


ii ' 

1' Bs. 

... 2S,000 

By Peoples’ Insurance Go., Ltd. 
Account 





UXUSTRATION 20S. 

On Sth May 1238, the premises end stock of Bchramji and Jagjivan 
d^»lToy^d by. fire, the boota o£ accounts hccAm’er being saved. In order to mahc 
on ilicir Fire Policies in respect of the stock, thej- ask your advice and you arc a 
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obtain the following infonnation. The Stock on hand has always been valued at 5% 
less than cost : — 


— ^ 

1935 

1636 

1937 

1938 

Opening stock as valued 

Purchases /ess retains ... ... • ... 

Sales less returns 

Wages 

Closing Stock 

■ 's.' ■ ■ 

Rs. 

22,800 

91,000 

1,40,000 

28.400 

30.400 

t 

Rs. 

30,400 

1,10,000 

1,70,000 

31,200 

36,'100 

Rs. 

36,100 

1,20,000 

1,80,000 

34,200 

39,900 

Rs. 

39,900 

41.000 

75.000 

12.000 


Prepare a Statement for submission to the-'Fire Insurance Company in support of 
the Claim for Loss of Stock. 


Solution. 

STATEMENT OF CLAIM BY MESSRS. BEHRAMJI AND JAGJIVAN. 


To be submitted to the Insurance Company for Goods lost by fire on 8th May 1938 

.. Rs. 

Stock on hand on 1st January 1938 .. .. .. 39,900 

Add l/19th of Rs. 39,900 to make up the cost .. 2,100 


42,000 

„ Net Purchases from 1st January to 8th May 1938 41,000 

„ Wages .. .. .. .. 12,000 


Rs. 95,000 


The Percentages of Profit on Sales, 

For the year 1935 .. .. .. 20.4% 

„ „ 1936 20,5% 

„ „ 1937 19.2% 


60.1% 

^ : 

Note. — ^The percentage in each case has been calculated after adjusting the Stock 
figures. 

The average percentage would therefore be about 20% on sales. 

' Rs. 

Net Sales from 1st January to 8th May 1938 .. .. 75,000 

Less Estimated profit at 20% .. .. .. 15,000 


Cost of Goods Sold Rs. 60,000 


Rs. 

Stock on hand on 1st January 1938, purchases less returns 
upto 8th May 1938, and Wages .. .. 95,000 

Less Cost of Goods sold .. .. 60,000 


Stock on 8th May 1938, lost by fire ' Rs. 35,000 


Consequential Loss Insurance. — Consequential Loss Insurance or Loss of 
Profit Insurance is a type of insurance^under which the underwriters agree 
to indemnify the insured against any fall in or entire loss of profit suffered 
by the insured consequent on the destruction or damage of business pro- 
perties by fire. 

Under an ordinary Fire Insurance, the insured is indemnified against 
the loss of property, machinery, stock, etc. resulting from the fire, and 
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consequently, the insured can only recover the actual damage suffered by h™ 
as a result of the fire. But usually after a fire, a loss is suffered due 
entire or partial stoppage of worlc until such time the business is established 
in new premises. This loss of profit is not recoverable under an ordinary 
fire insurance, and a separate insurance covering this consequential loss « 
therefore effected. The insured is able to recover the whole of the profit 
that he may have lost as a result of the fire, and the insurance also extends 
to certain standing expenses, like Rent, Salaries, Wages, Directors’ ^d 
Auditors’ Fees, Ijoan' and Debenture Interest, Cost of Removal, etc. whicfi 
have to be paid in any case. By effecting this insurance, the proprietors ot 
a business are assured of their normal dividends or profits even if the busi- 
ness is temporarily brought to a standstill on account of a fire. 




LOOSE-LEAF AND CARD SYSTEMS. 


As every day finds additions to the number of firms adopting Loose-Leaf 
and Card Systems in connection with their business records, it has be^ 
found necessary to give a short description of what these systems consist ot. 

t 

Loose-Leaf Ledger. — ^The Loose-Leaf Ledger or the Perpetual Ledger, ^ 
it is sometimes called, consists of a substanti^y made cover or binder, witn 
means provided for e:^anding the back so as to hold a'varying number ^ 
leaves. A wide margin is provided on the left-hand side of each leaf 
pimched holes by means of which the leaves are bound together in the bindfir- 
There is a great variety of such binders upon the market, but each and all o 
them provide a means of locking the Ledger, so that a leaf or accoimt c^~ 
not be taken out or put in without the knowledge of the person possessing 
the key of the binder. 

It ^vill thus be clear that althotigh the word loose-leaf unfortunately 
suggests a state of continuous looseness in the leaves forming the ledger, mey 
are for all practical purposes, as firmly boimd together as the leaves of an 
ordinary boimd Ledger. 

Any form of Ledger ruling can be utilised. A separate she'et is gi''^®l 
to each account and larger accounts can certainly be made to run on severa 
sheets. The accounts can be arranged and re-arranged in any order desun 
— alphabetical, nmnerical, or geographical, and Index Sheets can be inserte 
where desired. 

A transfer binder is used with- each Ledger, for the purpose of tranrfo^' 
ring thereto filled leaves as well as all dead or closed accounts, and_ 
transferred accounts are so indexed as to take the same position in the 
transfer binder as they occupied in the Current Ledger. 

If 'vill he seen from the above that the chief characteristic of *' Loose- 
Leaf ” System is' that any and every leaf can be readily taken out and auy 
number^ of mew leaves may be inserted whenever desired, and once the 
ledger is securely locked, no leaf can be removed except by tearing or unions 
the Ledger be unlocked. 


Card Ledger.— The Card Ledger 

on edges m a tray or series of trays, or m xne drawers oi a specictn.^ '"'’ i 
cabinet. Each card is used for writing up a separate account. Any 
i^nlmg suitable to the business may be used. For convenience of handfinj 
size of the cards is usually smaUer than the pages of an ordinary Ledgei 
tach card has a hole punched through it, and the trays or drawers sX 
ntted with a metal rod which can be' inserted through the cards an 
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automatically locked into position, so that when the Ledger is not in use, the 
cards cannot he removed by unauthorised persons, and so get lost or mis- 
placed. The cards may be arranged in any suitable way, either alphabeti- 
cally, numerically or geographically. For the purpose of indexing and sub- 
indexing, extra cards with projecting tabs of different colours are provided. 

Cards as have been filled or which relate to accounts, which have been 
closed, are transferred to a separate tray or drawer kept for the purpose, 
and these are indexed in just the same manner as the current drawer of 
cards. 

Advantages of Loose-Leaf and Card Ledgers. — ^The following are the 
advantages of Loose-Leaf and Card Ledgers : — 

'(1) Dead or closed accounts may be removed at any time, thus keeping 
only active accounts in the Current Ledger. 

,(2) The Ledger is not burdened with unnecessary blank leaves, as 
would be the case in the bound books. New leaves are inserted as and when 
necessary. ~ 

(3) The Loose-Leaf Ledgers are continuous and permanent, and it is 
not necessary to open new Ledgers and Index at the commencement of each 
balancing period. 

(4) The order of arranging accounts in the Ledger when once fixed is 
not disturbed in spite of frequent insertions of new leaves or removal of dead 
and closed accoimts. 

(5) At the time of balancing, the Ledger may be divided between several 
clerks, so that the work of extracting balances may be expedited. This is 
not possible in the case of bound Ledgers. 

(6) Since dead and old accounts 'are removed from the Ledger, the 
work of extracting balances and submitting statements of accounts is much 
facilitated., 

(7) As -a transfer binder is used for keeping old records, and if the 
order oi arrangement of accounts is the same as in the Current Ledger, a 
continuous record of each accoxmt is thus obtained for the whole period’ of 
its existence. This is not posssible in the case of bound Ledgers, and when 
it is desired to refer to the complete records of an account, reveral old 
Ledgers will have to be turned up, wherein the record is distributed in 
widely separate pages. 

There are, however, certain disadvantages of Loose-Leaf or Card 
Ledgers as follows: — 

(a) The leaves or cards may be lost or misplaced unintentionally, in 
which case it would be necessary to re-write the records from the Subsidiary 
Books. 

(b) The leaves or cards may be intentionally destroyed or substituted 
in order to commit some fraud or conceal some fraud already committed. 

Precautions against Misuse. — ^In order to prevent or minimise these dis- 
advantages, the following precautions may be taken : 

(1) The key of the binder or the card locker should be kept by the 
principal or some responsible o’fficial, so that it may not be possible to 
remove or insert a leaf or card without the loiowledge of the person keeping 
the key. It is also necessary that the principal or the re^onsible ofiicial 
should be present at the time of removal or insertion of leaves or cards. 
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(2) If possible, the name of the business should be printed or water- 
marked on the face of each leaf or card, so that any substitution by lewes 
or cards sold on the market may be detected. Tlie printers or manufac- 
turers of the leaves or cards should be instructed not to supply new leaves 
or cards used by the particular business, excepting on an order signed jy 
one of the principals or a responsible official. 

(3) The Stock of unused leaves or cards should be kept under the 
control of the principal and complete records of their issue or return should 
be kept under his supervision. 

Card System for Costing Purposes. — ^In large undertakings, tire Card 
System of Costing Records is now utilised to a considerable extent in place 
of bound books, due to the enormous saving in time in the compilation ot 
the necessary data from specially tabulated cards. Specially printed C^ds 
are employed to record the data required, e.g., stores requisitions, time 
cards, job cards, stock cards, etc., such cards being made to embody the 
necessary information for costing purposes. 

As a result of the Card System being employed in costing, the ^b- 
division of work between members of the staff is greatly facilitated, th^ 
*•' considerably expediting the work. Besides, the costing records are easily 
capable of being referred to by several members of the staff simultanecusly 
for different purposes, which is not practicable when boimd records are 
utilised. The carfs recording each type of information are then duly filed 
and serve as a ready means of reference. 


SUSPENSE ACCOUNT. 

A Suspense Accoimt is an accoxmt to which items , in suspei^e are 
temporarily posted pending the ascertainment of their correct destination. 

It happens sometimes that an amount is received, but the name of the 
remitting the amount cannot be ascertained, or an amoimt is expended bn 
ffie account to which the same should be charged is not decided upon, ^ 
in either case, Suspense Account may^ be found useful. Further, when < 
there is a disagreement in the Trial Balance, the difference may be terop^' 
rily debited or credited to Suspense Account In order to agree the Trial 
Stance, until the error has been discovered. 

The following entries ^vill serve to illustrate the mode of dealing with 
Suspense Account: — 


Bank Acconnt 

To Suspense Account ^ 

(Being tke receipt of the aznount unaccompanied by 
explanatory letter, temporarily credited to this 
acconnt), > 


Suspense Account 
' To Ram Ratah & Ca 

(Being the adjnstment of the amount now ascertained 
to have been received from the latter). 


SUSPENSE ACCOUNT 
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(2) The Trial Balance having disagreed byl 1^. 140 wanting on the 
credit, Suspense Account is credited by a single entry for ,the time being 
to help towards the temporary balancing of the books. Subsequently,, on its 
being ascertained that an item of Rs. 140 received on account of commission 
was omitted to be posted, the rectifying entry would be : — 




1 

L.F. 

Ks. 

Es. 


Suspense ’Account ... ... ... Dr. 


140 



To Commission Account 



140 




L.P. 

Ka 

Ea 


Suspense Account (Legal Charges) ... ... Dr. 

To Bank 

(Being the costs in connection withHhe Law Suit No... 


200 

200 


temporarily held over). 

y 




The amount having been finally ascertained, as a result of the above Law 
Suit, to be recoverable from James & Co., the following entry will be made : — 



Jamos&Co. 

To Suspense Account (Jjogal Charges) 

. Dr. 

L.P. 

Ea 

200 

Ea 

200 

( 4 ) 

' 

Advertising Suspense Account 

To Bank 

(Being the total amount expended on an advertising 
propaganda, to be spread over a number of years). 

Dr. 

1 

Ea 

3,600 

1 

Ea 

3,600 


On its being decided that the above expenditure should be distributed 
equally over a period of three years, the following entry will be passed at 
the end of each financial period — 



L.P. 

Ea 

Advertising Account ... ... ... Dr. 


1,200 

To Advertising Suspense Aceonnt 
(Being the adjustment of one-third of the total amount 



expended ns pot Eosolution dated .). 


9 


It needs to be pointed out -that the balance on Suspense Accoimt will 
always appear in the Balance Sheet in accordance with whether it is a debit 
or a ci-edit balance, imtil it is finally dealt with. 

62 ' O 
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EXAMINATION QUESTIONS. 

Note. — ^Th& figures in bold type at the end of most of the problems 
indicate their corresponding numbers in the Author’s “TYPICAL 
PROBLEMS IN ADVANCED ACCOUNTING” where full solufions of 
these will be found. 

1. Mention the principal books of accounts to be maintained by a firm of solicitors. 

2 . Explain the double-entry ■working of the C3dents’ Disbursements Xiedger. 

3. Explain the working of the Clients’ ledger and the Bills of Costs Register. 

4. Under what circumstances should Fees on matters outstanding and not billed 
be brought into account, while preparing periodical accounts? 

5. Describe the working of each Contract Account in the books of a contractor. 

G. How should special Plant utilised on a contract be dealt with ? 

7. How are moneys received from the contractee, f^om time to time, brought 
into record, and what adjustment should be made on the Contractee’s Personal Accoun 
on completion of a contract? 

8. How would you deal with values as sho-wn by the Architect’s certificates front 
time to time ? 


0. How is profit on an Incomplete Contract brought into account ? 

.10. Explain fully the working of the Work-in-Progress Account, describing the 
adjustments to be made in respect of (a) depreciation of special plant, (b) further wo^ 
done since last certificate, (c) materials lying on site unconsumed, and (d) proportion t 
profits not taken credit for but carried over to next year’s accounts, in case of a paruy 
completed contract. 

11. Discuss the desirability or __ otherwise o'f bringing profit on an inconjpld® 

contract into accormt. ' _ 

12. What is a Suspense Account and where would it appear in the Final Accounts ? 


13. Describe the advantages of Loose-Leaf or Card Ledgers, over boxmd books. 

14. What is the best method of recording Investments in a concern where they 
largely dealt with ? 

13. How would you deal with interest accrued duo to the date of the purchase 
Investments? 


1C. Slate briefly what you understand by “ Loss of Profits Insurance.” Wliat is 
main advantage and what items would normally be covered by such an insurance? 

17. Daw.'cn, Ltd., suffered loss fay fire. Follov,*ing is a statement of claims mao- 
against and admitted by the Progressive Insurance Co., Ltd., and of expenditure incurreo:"- 


Lo~s of Profits 
Stock damaged 
Stock dectroyrd 
Builciing d^^a.^gf’•d 
IktUagf. de'-troyed 
Hire cxpea.'cr. 


Claimed. 

Its. 

.. GO.OOO 
. . 40,W)0 

.. 50,000 

.. laooo 
.. 10.000 
.. £00 


Admitted, 


Rs. 

40.000 

20.000 

40.000 

10.000 
0.000 

soo 


rop.iirs cost Rs. 11,050, 
renewal cost Rs, 0,500- 
cost Rs. £00. 


and admitted for loss of Profits were h.rif in rerpect 
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dale Ulc expenses also were paid. Tlie amount admitted was paid by the Insurance 
Company on 1st November 1935. 

Journalise tlie above in the books of Dawson, Ltd. 480 

18. A severe fire occurred on the 1st March 1938, at the factory of Byramji & Co., 
Ltd., by which practically the whole of tlie buildings and contents -vyere destroyed, with 
tlic exception of the ofTiccs. 

The Insurance Company paid a lump sum of Rs. 1,00,000 in respect of the Buildings, 
Rs, 15,000 for the Machinery and Plant, and Rs. 1,20,000 for the Stock, the Salvage being 
.sold to Byramji & Co., Ltd., for Rs. 10,000 and deducted from the insurance money on 
settlement. Byramji '& Co., Ltd., realised Rs. 20,000 from the Salvage. 

In Byramji & Co’s books, Land and Buildings stood at Rs. 1,75,000 and the value 
of tlie buildings not destroyed was Rs. 10,000, the land being valued at Rs. 50,000. 
Machinery and Plant stood at Rs. 16,000 and was all destroyed. The Stock at the date of 
the lost Balance Sheet, 30lh June 1937, stood at Rs. 1,35,000. 

The sales for the eight months amoxmtcd to Rs. 3,00,000 and the purchases and 
expenses for the period to Rs. 2,00,000. Expenses in connection with the fire claim 
were Rs. 2,000. 

Show how the above matters should be dealt with in the books of Byramji & Co., 
Ltd. 481 

■■ (Trading and Profit & Loss Account Total Rs. 4,40,000 ; Net Profit Rs. 17,000.) 

19. J. Karaka has fully insured against all loss by fire. A fire occurs on part of the 
premises, and the Insvuance Company settles the claim for Rs. 19,400 as follows : — 


Plant and Machinery 

Rs. 

.. 5,000 

Buildings 

7,000 

Stock Destroyed 

3,000 

1,800 

Stock Damaged 50% of value 

Consequential loss : 

Rs. 

Wages paid to retain men 

700 

Incidental outlay 

400 

Loss of Profit 

.. , 1,500 


2,600 

Rs. 19,400 


The Plant and Machinery lost was old, and had been entirely written off. Karaka 
decided not to replace it, as has other machinery was ample for his trade. The Buildings 
were repaired at a cost of Rs. 4,500. By expending Rs. 500 on the Damaged Stock, he 
was able to sell it at the full price. Set out tlie accounts to record the above, showing 
how you would finally deal with tlie various differences. 4g2 

20. Mr, Richardson undertook a contract for Rs. 75,00,00(1 on an arrangement that 
80 p6r cent of the value of the work done, as certified by the architects of the Contractee 
should be paid immediately, and that the remaining 20 per cent be retained until tte 
Contract was completed. 

In 1936 the amoomts expended were Materials Rs. 9,00,000, Wages Rs. 8,50,000, 
Carriage Rs. 30,000, Cartage Rs. 5,000, Sundry Expenses Rs. 15,000. The work was 
certified for Rs. 18,75,000 and 80 per cent of this was paid as agreed. 

In 1937 the amounts expended were: — Materials Rs. 11,00,000, Wages Rs. 11,50,000. 
Carriage Rs. 1,15,000, Cartage Rs. 10,000, Simdry Expenses Rs. 20,000. Three-fourths of 
the Contract was certified as done by the 31st December and 80 per cent of this _was 
received accordingly. The value of the unused stock and Work-in-Progress uncertified 
was ascertained at Rs. 1,00,000. ^ 

In 1938 the amounts expended were Materials Rs. 6,30,000, Wages Rs. 8,50',000, 
Cartage Rs. 30,000, Sundry Ejcpenses Rs. 15,000, and on 30th Jime the whole contract 
was completed. _ „ 

Show how the Contract Accoimt, Work-in-Progress Accoimt and the Contractee’s 
Account would appear eaph of these years in the books of tRe Contractor, assuming that 
the balance due to him was received on completion of the Contract. _ ^ 
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21. The following vras the expenditure on a Contract for Rs. 6,00,000 commenced 
in February 1937 ; — 


Materials 

■Wages 

Plant 

Business Charges 


Rs. 

1 , 20,000 
.. 1,64,400 
, . 20,000 
.. 8,600 


Cash received on accoimt to 31st December amounted to Rs. 2,40,000, being 80 pw 
cent of the work certified ; file value of materials on hand at 31st December was Rs. 10,0w. 
Prepare an account showing the position at the end of the year and the proportion of the 
profit which mi^t reasonably be taken to Profit and Loss Account after allowing 10 per ' 
cent depreciation on plant. 

22, Manufacturers, Ltd., began to trade on 1st Janua^ 1937. During 1937 the 
Company was engaged on only one contract, the contract price of which was fixed m 
Rs. 1,50,000. Of the plant and materials barged to the contract, plant which cost 
Rs. 1,500 and materials which cost Ite. 1,200 were lost. 

On 31st December 1937, plant which, cost Rs. 1,500 was .returned to the stores ; the 
cost of work done Wt imcertified was Rs. 600 and materials costing Rs. 1,200 were m 
hand on site. 

Charge 10% depredation of plant, reserve one-third of profit received and prepMe 
Contract Accoimt and Balance Sheet from the following Trial Balance as at 31st 
December 1937 : — 


Share Capital 
Creditors 

Cash received on Contract (80% of work certified) 
Land and Buildings 
Bank Balance 
Charged to Contract: — 

Materials 

Plant 

Wages 

Expenses 


Rs. 99,000 


(Total of Contract Account Rs. 84,900 ; 

■- Total of Balance Sheet Rs. 39,660.) 

23. Three Contracts, beginning on 1st January, 1st July and 1st October respec- 
tively, were undertaken by the Contractors, Ltd., in 1937. Their Accounts on 31st 
December showed the following position ; — ^ 


Contract Contract Contract 
No. 1. No. 2. Ko. 3. 



'Contract Price 
Expenditure — Materials 
W’ngos 

Oonora! Erpansas 
Plant Installed 
Slateriala on Hand 
W cg« acemed 
General Expetitea accrued 
Work eertilled 

Cosi Revived in rospoct thereof 
Work ti.ni.‘l)ed but nnccrtiliod 


Rs. 

4.00. 000 

72.000 

1,10,000 

4,000 

20.000 

4.000 
3,400 

600 

2 . 00 . 000 

1,60,000 

6.000 


Rs. 

2.70.000 

68,000 

1,12,400 

2,800 

10,000 

4.000 
3,600 

400 

1.60.000 

1,20,000 

8.000 


Rs. 

3,00,000 

20,000 

14.000 

1,000 

12.000 

2,000 

1,000 

COO 

30,000 
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On respective dates of the Contracts, the plant was installed, depreciation tliereon 
being taken at 10% per annum. You are required — 

(o) to prepare accounts in the Contract Ledger; and 

(b) to give suitable entries in the Compans^’s Balance Sheet. Use Columnar 
Forms and omit dates. s 486 


24. The following particulars are drawn out from the Costing books of a Contrac- 
tor, for the month of March 1938 ; — , 


(1) Stores Abstract : — 

Balance, 28th February 

Purchases 

From Job 751 

To Job 755 


Rs. Es. 

52,865 
10,900 
855 

64,620 

5,280 


Balance, 31st March 1938 Es. 59,340 


(2) Wages Abstract : — 

Job 751 .. .. 575 

Job 755 . . . . . . 7,190 

7,765 . 

Establishment . . . . 640 


Es. 8,405 


The respective Job Accounts showed the foUowing balances in the Contract Ledger 
on 28th February : — 

^ Rs. 

Job 751 3,21,580 

Job 755 1,41,865 

A certificate of completion was obtained for Job 751 ; of the balance on this account 
standing on 28th February, Rs. 61,500 was in respect of Plant and Machinery, the remain- 
der consisting of Wages and Materials. A machine costing Rs. 5,500, specially bought for 
this contract, was sold during March for Rs. 2,000. Of the remainder of the balance on 
Plant and. Machinery, Rs. 40,000 worth had been utilised on the Job for eight months 
and the resTfor six months. Of the former, half was transferred to Job 755, and the 
b^ance .thereof returned to Stores. The Contract price for Job 751 was fixed at 
Rs. 3,75,000. 

Prepare Contract Accounts and state the profit made on Job certified as com- 
pleted, allowing depreciation on machinery at 15% per aimum. Assume 10% for 
Establishment Charges on Wages and Materials. 487 « 

fTofoI of Contract Account No. 751 Rs. 4,28,655 ; Profit Rs.“ 80,520 ; 

Total of Contract Account No, 755 Rs. 1,72,335.) 



CHAPTER XXVn. 
HINTS TO EXAMINEES. 


As the author has had fairly long experience as a feacher and examiner 
in Advanced Accounting, it has been thought that the following few sugges- 
tions from him might prove helpful to examination candidates, firstly 
acquiring the necessary knowledge of the subject, and secondly in utilismg 
the knowledge thus acquired to best advantage in the examination room. 

It cannot be too strongly urged, at the very outset, that in order to pass 
the test of advanced examinations on the subject, of any body of recognized 
standing, the student should set himself to work earnestly and methodically 
from the commencement and should always supplement his studies by the 
expert guidance of a qualified teacher^ 

Length of Preparation . — ^The length of time to be devoted to preparation 
is a matter upon which it is difficult to give an opinion, as so much would 
depend on the individual intellect and capacity of each student. Spewing 
generally, however, \vith regard to average intelligence, and taking the B. Com. 
examinations of the Bombay University for a standard, I should recom- 
mend, for the Inter at least six months’ study at the rate of two hours a day 
increasing it to three hours a day dinring the last two months, and for the 
Final, one year’s work at the Tate of three hours a day increasing it to four 
hours a day during the last three months. ^ • 

Reading . — The selection of text-book would naturally rest with yo^ 
teacher, but I would advise you not to confine yourself to one prescribed 
text-book. You should study two or three standard treatises dealing wth 
this subject. It is not desirable to read hurriedly right through a treatise 
from beginning to end. Take each chapter at "a time, say Partnership 
Accounts, and study it thoroughly. Study the chapter devoted to the same 
subject from other standard works before you pass on to the. next. . By 
comparing the different -ways adopted by different authors^ in stating 
same thing, a flood of light would be thrown on a number of points that 
would otherwise remain obscure. • 

^ Do not be a passive reader, but take an intelligent interest, and make 
a constant effort to understand the reason underlying every phase of the 
subject you handle, Once the principles underlying the subject are graced 
in this ^manner, you ivfll find yourself capable of working out any problem 
without much difficulty. 

A critical study of every printed statement of accounts that comes under 
lus notice, as also a regular reading of lectures and articles in such publit^ 
tions as the Accountant, and the Incorporated Accountants’ Journal, wc^d 
prove of incalculahle benefit to -the serious student who means to taste 
success in the fullest measure. 

Notes . — The best method 'of digesting the contents of each chapter ^ , 
to take full notes of what yoii read. Summarise the essential points of 
chapter in your ovm words under their appropriate heads and sub-heads. 

’ These notes, if complete and carefuUy prepared, will be found of great 
value v/hile revising the subject. This method of note-making will also tend 
to give you the requisite practice of putting dovm in writing a clear and 
concise answer that wiU carry good marks upon examination. 
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Text-Book Problems . — Pay particular attention to the illustrative prob- 
lems in “the text-book. These should not merely be read but must be 
actually worked out and the results must then be compared. Many points 
would arise in course of actual worldng which would otherwise be totally 
missed. 

Test QuestioTis. — text-book would, no doubt, discuss certain principles 
and show in a limited way the application of those principles. But a thorough 
and comprehensive knowledge and grasp of the subject would only be 
acquired by working the numerous problems relating to each chapter. Work 
out, therefore, as many problems of different types as you can secure the 
time for, so that the practice will not only give a clear understanding of the 
subject, but will also give you the necessary confidence in the examination 
room and will considerably help you to complete the examination paper in 
time. In the author’s opinion, at least haff the time set apart for the prepara- 
tion of Accounting shoiild be devoted to the solution of practical problems. 

Revision. — No matter how carefully and systematically the subject has 
been studied, the last two months before the examination must be devoted 
absolutely to revision. The revision work should be, of course, combined 
with practical work, consistmg of the working out of the papers set at the 
previous examinations. 

In answering these papers, it is advisable that you should note the 
length of time occupied, so that you may increase your speed, if it should be 
^ necessary. These questions should be answered with the same care and 
pams as they would be in the examination room, and attention should be 
paid to neatness and accuracy in your own work; by doing so, you wffl 
be acquiring orderly methods and habits ; and neatness, accuracy and quick 
work are aU chiefly a matter of habit. 

It is also useful to form the -habit of using concise narration in jnaldng 
- Journal entries, of always heading and dating accounts and statements pro- 
perly, of grouping the assets and liabilities m Balance Sheet and making the 
division between Trading Account and Profit & L&ss Account on a logical 
and intelligent plan. 

There seems to be a general belief amongst examinees that an examina- 
tion paper is, as a rule, unfairly long. In the author’s opinion, such a con- f 

viction ist in a majortiy of cases, unjustifiable, and the inability on the part j 

of a very large percentage of candidates to complete their paper within the 
time limit is chiefly due to lack of methodical study. 

^Examination Room.— In order that the acquired knowledge may be used 
to best advantage in the examination room, it is of the utmost importance 
that tlie examinations sl^ould have no terror for. the examinee. On the con- 
trary, the examinee should enter the examination room with the fullest 
confidence in Ws ability to satisfy the examiners, and he may rest assured 
that', whether he passes or fails, he will be justly and even generously 
dealt with. ^ 

Examination Papers . — ^Read through the whole paper first carefuUy to 
find out what you are required to do. Select the questions about which you ' 
feel most confident and answer them first. It, is preferable to do the short 
and easy questions Jfirst, since they carry proportionately more marks than 
the longer and more difficult problems. Every question answered will make 
you more confident, and having once got over nervousness, you can tackle 
the more difficult questions with better chances of success. On the • ■ ■ 
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hand, should you commence with the long and difficult questions on 
'the ground that they carry more marks, and should you fail to do them 
\vithin the allotted time, or should they prove to be much more troublesome 
than you anticipated, then you are bound to lose some of your nerve, and you 
cannot afford to do this at examinations. 

Read each question thoroughly and carefully. Make sure that you 
imderstand the question before you start answering it. Do not omit to com- 
pletely answer all the points covered by the question, at the same time 
do not drag in irrelevant matter. Your answers should be full, yet concise 
and to the point. Before attempting to answer any question not involving 
figures, always plan the exact order in which you porpose to discuss the 
various points. 

A mere “ yes ” or “ no ” for an answer would not be entitled to any 
marks at all, as it might be taken as the result of a pure guess on the part 
of the student. Do not “ have a shot ” at questions of which you have no 
definite knowledge, as this might sometimes prejudice the remainder of the 
paper. 

NeatTiess and Legibility. — Some candidates seem to think that neatness, 
legibility and a methodical arrangement of answers are unnecessary. In the 
opinion of the author, tidiness and a methodical lay-out of the work are 
essential. They would certainly carry more marks than the slovenly and 
disconnected answers so often sent in by examinees. 

Where any question is ambiguous so that two different interpretation 
can be placed upon it, state your reading, and append a note to show how the 
question would have been dealt with in me light of the other interpretation.' 

Where differences are asked for. — Where differences between two 
accounts or statements or methods are asked for, define these first before 
you draw contrasts. 

Questions involving differences of opinion. — Where a student is asked W 
state his opinion on a question on which strongly opposed views are j’ 
the best way to answer would be to discuss it from both the standpoints, and 
then to ej^ress his own opinion giving reasons why he favours a particular 
view. It is not necessary that the views of the student should coincide with 
1 those of the examiner, but if the former has expressed himself sensibly and 
with moderation, there is no reason why his answer must not *barry the 
fvfll marks he is entitled to. 

Where a question merely asks for entries required in the boolcs^ 
Where a question asks for entries in the books, it really becomes doubtfm 
as to whether Joirmal Entries or Ledger Accoimts, or both are requir^- 
There can be little doubt that a complete answer to such a question would be 
to give Joiumal Entries as well as Ledger Accounts. The student, however, 
should not attempt such a full answer unless he has solved the other 
tions to his satisfaction. In such a case, Journal Entries would quite suffice 
as they would serve to show the student’s knowledge of all the points covered 
' by the question. It is not necessary to give Ledger Accounts unless yon 
are expressly required to do so. 

Again, where a question asks for entries, the student is rqther puzz^ffi 
^d does not know whether to give Journal entries or the entries in subsi- 
diary records. It may safely be assumed that unless entries in subsidiary 
records are particularly asked for. Journal entries are all that the examiuer 
requires. 
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'Where a question aslcs for Ledger Accounts. — Where Ledger Accounts 
are required, only the more important ones should be given. Thus, if the 
question relates to dissolution of partnership, Realisation Account, Bank 
Accoxmt and Capital Accounts would quite suffice. Under no circmnstance, 
should Journal Entries or entries through subsidiary records he given, where 
only Ledger Accounts are asked for. 

Do not leave the examination room until the last minute, even if you 
have answered all the questions you are able to do to your satisfaction. Read 
and re-read yonr answers, and in so looking over the work you might dis- 
cover some serious errors, or omissions of important points, or it might occur 
to you that a certain answer can be considerably improved by re-writing. A 
careful revision of your work before handing over the papers will, in any 
case, help considerably to your success. 

Conclusion. — In conclusion, it need only be said that if the examinee 
has studiously worked upon the lines above indicated, and has dealt justly 
and fairly with himself and the subject he has set ffimself to study, he may 
have the author’s "assiurance that he will be equally justly and generously 
dealt with by his examiners. 
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Note. — ^The figures in bold type at the end of each problem inficates 
its corresponding number in the Author’s “TYPICAL PROBLEMS IN 
ADVANCED ACCOUNTING” where full solutions of these wiH be found. 

KECTIFICATION OF EEROES 

1. The Trial Balance of the Hopeful Co., Ltd., having disagreed, the (Merence was 
temporarily placed on a Suspense Accoimt. Subsequently, the foUowtag errors were 
discovered, and you are requested to pass the necessary rectifying entries : — 

(1) A sale of Rs. 30 'was wrongly entered in the Sales Returns Book, hut the 
posting therefrom was correctly made to the debit of the customer’s account. 

(2) A sale of Rs. 12-9-6 was posted to the customer’s account as Rs. 9-12-6, 

(3) The additions of the Sales Day Book for the month of June were xindercast 
by Rs.'lOO. 

(4) An item of Rs. 40 was wrongly credited to the supplier’s account from ttie 
Returns Outwards Book. 

(5) An item of Rs. 105-10-0 was posted as Rs. 110-5-0 from the Purchases Book. 

(6) A Cash discount of Rs. 20 had remained unposted to the Customer’s 

from the receipts side of the Cash Book. ^ 

SELF-BALANCING SYSTEM 

2. In the absence of Self-Balancing System, you are requested to compile Total 
Debtors’ and Total Creditors’ Accounts from the following information: — 




Dr. 

Cr. 

Balances on 1st Ofctober 1942 


Rs. 

Rs. 

Debtors’ Ledger 


35,700 

500 

Creditors’ „ 

•• 

300 

27,800 

Figiures for the year ended 30th September 

1943 

— 


i 



Rs. 

Cash received from Customers 



1,60,400 

Discount and Allowances allowed 

to them 

4,500 

Bad Debts written off 



6,000 

Tansfers from Debtors’ Ledger 

to Creditors’ 


Ledger to settle Customers’ Accoimts 


,4,00^ 

Payments to creditors 



95,000 

Discounts and Allowances by them . . 


2,700 

^ Payments to ci:i^mers 



125 

Credit Purchases 



1,10,000 

Credit Sales 



1,85,000 

Piurchase Returns 



1,400 

Sales Returns 



2,600 

Bills Receivable received 



7,m 

Bills Payable granted 



s.m 


3. Assuming that the system of Self-Balancing has been introduced, show how 
General Ledger Adjustment Account will appear in the Debtors’ as well as the 
Ledgers, from the same figures as given above. 

CONSlGNhlENT ACCOUNTS 

-O Perfect Sound Boxes, Ltd. of Calcutta, dispatched 1,000 Radio Sets costing 

, Ks. CO each to Hamlal & Co. of Bombay, on 25th March 1943. The foUowing expenses 
were paid by the Company on the consignment: ' 
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Freight Rs. 750, Cartage Rs. 45 and .Insurance IJjji ^50,' Pro-fonna Invoice to 
the Agents was for Rs. 90,000 and the remuneration 'was fixeu'^t 5% on the gross Sale 
Proceeds, The Agents accepted a Bill for Rs. 20,000 drawn ’them as an advance. 

On SOth June 1943, 100 sets were totally dcstroycctcy fire and Rs. 900 were duly 
received by the Consignors from the Insurers in full scttlelnpnt of the claim. On 31st 
December 1943, the Company received an Account Salti ^rony^ the Agents as under: — 
* , 


Sale Proceeds 600 Sets 

less Custom Duties 

Dock dues and clearing 
Warehousing and Insurance 
Sales Expenses 
Agents’ Commission 




Rs. 

10,000 

500 

450 

600 

3,000 


Rs. 

60,000 


14,550 


Net Proceeds = Rs. 45,450 


Hiey remitted a Sight Draft for the balance after deducting the amount of the 
Bill already accepted. It was reported by the Agents that some of the Sets had got 
damaged and the cost of putting them in repairs was estimated at Rs. 600. 

Show the Ledger Accounts as they would appear in the books of the consignors as 
also the consignees. * 491 

5. From the following Trial Balance of the Swadeshi Education Society as at 
31st December 1943, prepare on Income and Expenditure Account and a Balance Sheet; — 






Rs. 

1 . Rs. 

Furniture £. Fittings 


« • 


.. 10,000 

1 

„ „ „ — Additions 



2,500 


Library Books 

^ .. 

« • 


.. 15,700 


„ „ — Additions 


* • 


3,500 


Society’s Building 




. . 75,000 


General Investments 




.. 2,00,000 


Investment Fluctuation Fund 




20,000 

Sundry Debtors & Creditors 




;. 3,000 

12,500 

Entrance Fees 



* , 


4,600 

Examination Fees , 




, , 

2,200 

Subscriptions received 



« • 

. • 

18,000 

Certificate Fees 




• , 

600 

Hire of Society’s Hall 




• , 

5,600 

Interest realised on Investments 


, , 


7,300 

Sundry Receipts 

, , 


• • 

. . 

400 

Rent from subletting of Building 




3,600 

staff Salaries 

. . 



. . 12,800 

Printing, Stationery & Advertising 


• • • 

. . 1,100 


•Taxes & Insurance 



... 

900 


Examination Expenses 




750 


Subscriptions to Periodicals 

, , 



. . 1,200 


Prize Trust Fund 

, . 


, , 

18,000 

„ „ Investment 




. . 17,875 


„ „ Income 





850 

Prizes awaided 




600 

r 

Prize Trust Fund, Bank Balance 


- * 1 

. . '375 


Donations received (to be capitalised) 




16,000 

General Expenses 




475 


Capital Fund 





2,43,825 

Cash at Bank , 




7,500 


Cash in Office 

•• 



200 


* 




Rs. 3,53,475 

3,53,475 


I 
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The following furiie’^ infoi^agtion is supplied to enable you to make the necessary 
adjustments : — ' 

Subscriptions to be ^ received 

„ _ received in advance 

Interert om General Investment accrued 
Taxes & Insurance paid in advance 
Staff Salaried outsta n di n g _ 

Library 'Books to be depreciated by 

Furniture &‘T'ittings „ „ 

Building „ „ 

The market value of General Investments on 31-12-1943 was Bs. 1,70,000, but 
are not required to bring down the book value to this level. Ignore fccome-tax. 


Ks. 

2,400 

350 

450 

250 

1,200 

15% 

5% 

1J% 


SINGLE ENTRY 

6. The books of Swan and Simpson showed the following figures: 

' 31-12-42 31-12-43 
Rs. Rs. 

19,950 

25.000 

35.000 
18,500 


The Capital of Swan on 31-12-1942 was more than that of Simpson by Rs. 2,000. 
On 31-12-1943 an analysis of the Cash Book for the year showed as under: — 


Cash at Bank and in hand 

.. 3,400 

Stock-m-Trade 

. . 22,000 

Sundry Debtors .. • 

.. 30,000 

„ Creditors 

.. 23,400 

Fixtures & Fittings 

. . 2,000 

Office Car 

.. 1,000 


Rs. 


Receipts from Customers 


1,35,000 

\ „ from Cash Sales 


16,000 

Discount allowed to Ctistomers 
Further Capital brought in by 

1,400 

Simpson on 1-7-43 


2,000 

Salaries to 30-11-43 


11,000 

Office Rent to 30-11-43 .. 


2,200 

Advertising 

. , 

900 

Motor up -keep 

.. 

1,350 


Printing & Stationery .. 
Drawingsi—Swan 
„ Simpson 
Payments to Trade Creditors 
Discount allowed by them 
Travelling Expenses 
Samples 

General Expenses 


Rs. 

800 

3,600 

3,000 

1,12,000 

1,200 

700 

300 

600 


There were bills outstanding for Petrol Rs. 25, Advertising Rs. 75 and Rrin^g 
Rs. 45. Reserves of 5% on Debtors for Doubtful Debts and 2J%i on Creditors forJJ:sco:m 
are to be provided, and Motor Car and Fixtures are to be depreciated by 20% ‘ 

respectively. 5% Interest is to be calculated on the Capital of each partaer. 

_ From the above information, you are required to construct a Cash 
Trading and Profit & Loss Accotmt and a Balance Sheet as at 31st December 1943. 

7. The following facts and figures have been obtained from the books of 
Bhagwan, which were maintained rmder Single Entry, and you are required to prepay 
the necessary statement to show his business position, as on 30th June 1943 : — • 

(1) The Sales Receipts _ were aU banlied after meeting business and 
penses, and aU burfncss payments were made fiirough the banlc. There 

^ no cash piirchases and cash sales. 

(2) His Bank Pass Book showed that he had paid in Rs. 80,500 and ■wifl'drawn 
Rs. 65,700 during the year ended 30th June 1^. 

(3) He had placed Rs. 5,000 at Fixed Depoat on Ist August 1335, at 6% interest 
which he realised on 31eI July 1942. 

(4) He had bou^t 5% Free, of Tax Bonds of Rs. 10,000 on 1st October 

prenaitim, Interest on same 1301X16 receivable on 31st lAarcn 
September^ 

C») OSlce Hcnt paid 1^ ciicques for the year amounted to Rs, 1^00 
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(6) On inquiry, the assets and liahilitics on 30th Jime 1943, were ascertained as 
under: — 


Rs. 

Bank Balance .. .. .. 15,500 

Stock-in-ritode .. .. .. 12,400 

Sundi-y Debtors .. .. .. 20,500 

„ Creditors .. .. .. 7,800 

Freehold Property .. .. .. 35,000 


You are further given to understand that: — 

(1) The Sundry Creditors on 1st July 1942 were Rs. 4,500, the Sundry Debtors 
Rs, 16,000, Stock Rs. 10,000, and Cash at Bank Rs. 700. 

(2) The Business Expenses amounted to Rs. 4,500 and Personal Expenses to 
Rs. 3,600 during the year, and 

(3) The Net Rent from Freehold Prope^ Rs. 1,500 was also utilized by him to- 
wards his Personal Expenses in addition to the above amount, ^4 

JOINT VENTURES 

8. A and B entered into a joint venture for the purchase and sale of Rs. 20,000 

worth of hosiery goods. Profits and losses were to be shared equally. A financed the 
venture and B undertook the sales on a commission of 7i% on the sale proceeds, A paid 
for the goods, less 33% cash discount, and advanced Rs. 400 to B for expenses. He 
received from B cheques on account for Rs. 5,000, Rs, 10,000 and Rs. 3,000. B expended 
for Travelling Expenses Rs. 1,450, Packing & Carriage Rs. 516, Storage Rent Rs. 300, 
Advertising Rs. 1J.40, and Sundries Rs. 128. He sold the whole of the goods for Rs. 16,000 
and placed the proceeds in his bank account. Show how the transactions would be 
recorded in the books of both the parties. 495 

9. P. Krishna bought fancy goods for Rs. 23,000 which he consigned to S. Sitaram 
for sale, the profits to be shared equally. Krishna spent Rs. 400 for carriage and insur- 
ance on the goods. He drew a three months’ Bill on Sitaram for Rs. 10,000 and ^counted 
the same for Rs. 9,880. 

On receipt of the goods, Sitaram paid Rs. 200 for freight and Rs. 50 for storage. 
He sold the whole of the goods for Rs. 30,000, his disbursements in connection therewith 
being Rs. 150. Immediately on realization of the sale proceeds, he renderd an Accormt 
Sales to I&isima enclosing a sight draft for the amount due to him. 

Write up the accounts in the boolts of both the parties. 496 

10. Messrs, P and Q agreed to enter upon joint adventtue to promote and under- 
write a public issue of shares in connection with a limited company to be called the 
Investment Trusts, Ltd, 

The company was formed' and duly registered on the 1st of January 1943, with a 
Share Capital of Rs. 14,00,000, divided into 1,25,000, 6 per cent Cumulative Preference 
Shares of Rs, 10 each and 15,000 Ordinary Shares of Rs. 10 each. It was agreed between 
the partners that they should share the Profits and Losses of the venture as to three- 
fifths and two-Mths respectively. 

Messrs. P and Q contracted with the company. 

(1) To bear all expenses of registration of the company, 

(2) To bear all expenses of the public issue of the Preference Share Capital except 
the underwriting commission due to them, 

(3) To rmderwrite the whole of that issue, 

the consideration for such services being an aUotment to the partners of 15,000 Rs. 10 
Ordinary Shares as fully paid at par, and an underwriting commission of 8 annas per 
Share in connection with the Preference Share issue. The Ordin^ Shares were duly 
allotted to the partners on 2nd January ' 1943, and the underwriting conrmission was 
paid to them on 15th March 1943. 

As between themselves the partners agreed to finance the partnerdiip as follows : — 

P provides the cash necessary to meet the expenditure entailed by the public 
issue as follows: — 
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1943. 
Feb. 1 
1 

„ 26 
Mar. 1 
„ 5 


Bs. 

Printing and Despatdi of Prospectuses .. •• 3,^ 

Advertising Prospectus . . . . . • • -> 

Professional Charges re : Expert’s Report and Valuation *>^ 
Printing Allotment Lettens and Share Certificates .. 450 

Solicitors’ Cljargcs re : Prospectus and Public Issue of 

Capital 5.2^ 

Brokerage of 4 annas per share on 75,000 of the Preference Shares. 


Q provided the cash for all otlier expenses as follows : 


1943. 

Jan. 


Bs. 


34.000 

1,050 

350 

950 

500 

2,500 

350 


1 Capital Duly .. 

„ 1 Solicitors’ Charges re : FominUon of Company 

„ 1 Printing Memorandum and Articles ^ 

„ 20 Printing Books of Accounts and Statutory Books 
Mar. 31 Office Rent and Rates to 31st Marcli 1943 
„ 31 Salaries of Office Staff to 31st March 1943 
„ 31 Sundry Petty Expenditure to 31st March 1943 .- 

The issue of Preference Shares was Vmder-subscribed by the public and Me^ra. 
P and Q were called upon, under the terms of their Underwriting Agreement, to 
up the balance of 5,000 Preference Shares in respect of whidi on tiic 1st of March 1^ 
P provided cash for the payment of 3,000 of Uie Shares and Q paid for the balance. The 
5,000 Preference Shares and 15,000 Ordinary Shares held by the partners were sold m 
Rs. 8 and Rs. 9 each respectively, and the sale expenses amounted to Rs, 500. 

Joint Venture Account, Cash Account, and the Capital Accounts, assuming that ^ 
venture terminated on 31st March 1943. 
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U. P, Q and R were partners in a firm, the Trial Balance of 
December 1943, was as follows : — 

Rs. , 

38,0001 
IG.OOOi 
4,000 1 
J, 600 , 
3,400l 
6001 
36,000' 
2,800 i 
240, 
1,200 1 
4001 
lOOj 

11,280 > 
2,400) 
1,600) 
2,320, 


Sales 
Purchases 
Wages 
Salaries 

Bent, Bales &• Taxes 
General Expenses 
Discounts 

Stock, 1st January 1943 . . . . . . ^ 

Life Policy (Surrender Value 31st December 1942) 
Life Premium 
Office Fixtures, etc. 

Bank 
Cash 5 

Sundry Creditors 
Sundiy Debtors 
Drawings Accotint (P) 

•I i> (Q) . 

„ >' » (R) 

Capital Accocmt (P) 
jf „ (Q) 

>i » (R) 


whidi on 31st 

Rs. 

82,000 


15,940 


Rs. 1,21,940' 



Interest on Capital and drawings, taking six months as an average, 
calculated at 5% per annum. 

Stock in hand. 31st December 1943, was Rs. 38,000. , i 

Surrender value of Life Policy, 31st December 1943, was Es. 2,960, and Profits and < 
L,osses were divided equally. 

Intcrn?"&?® required to pi'epare Trading and Profit and Loss Account for the ye|J 
Drav,mgs Account of each partner, and Balance Sheet at 3^ 
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12. A, B and C were in partnership, and towards the end of 1943 most of their 
books and records were destroyed in a fire. The Balance Sheet at 31st December 1942 
was as follows : — 


Liabilities 

Rs. 

Rs. 

Assets 

Rs. 

Sundry Creditors 
Capital Accounts: — 

•• 

11,000 

Cash at Bank .. 
Sundry Debtors 

co'co 
o o 
o o 

A 

.. 9,000 


Stock-in-Tradc 

. . 13,000 

B 

.. 6,000 


Machinery & Plant 

.. 2,880 

C 

Current Accounts: — 

. . 3,000 

18,000 

Fixtures & Fittings 
Advance Payments 
Current Account : — 

.. 1,200 
70 

1 

A 

B 

.. 290 

.. 200 

490 

c 

• 340 

1 

Rs. 

29,490 

t « 

Rs. 29,490 


The partners' drawings during 1943 were A, Hs. 2,800 ; B, Rs. 2,000 and C, Rs. 1,30Q. 
On 31sl December 1943, the Cash at Bank was Rs. 6,400 ; Debtors Rs. 8,050 ; Stock 
Rs. 11,800; Advance Payments Rs. 50 and Creditors Rs. 12,080. Machinery is to be 
depreciated at 10 per cent per annum and Fixtures and Fittings at 74 per cent. Five per 
cent Interest is to bo allowed on Capital, and Partners share pro&s in the respective 
proportions of one-half, one-third and one-sixth. 

You are required to prepare a statement showing. the Net Trading Profit for the 
year 1943, and the division of same between the Partners, together with the Balance 
Sheet as at 31st December 1943, and the Partners’ Current Accounts for the year."' 499 

13. Sen, Das ^d Roy were in partnership sharing profits in proportions of half, 
one-third and one-sixth respectively. They had taken out a joint-survivorship Policy 
for Rs. 15,000 on 1st January 1942, the annual premium of Rs. 600 on wliich was charged 
off to Revenue each year. 

The Balance Sheet of the firm on 31st December 1941 was as under : — 


Liabilities 

Rs. 

Rs. 

• Assets 

Rs. 

Sundry Creditors 

Current Accounts : — 

• • 

22,000 

Cash at Bank 

Sundry Debtors 

. . 6,000 
.. 30,000 

Sen 

2,000 


Stodc-in-Trade 

. . 25,000 

Roy 

1,000 

3,000 

Premises 

Current Account : — 

. . 50,000 

Capital Accounts: — 

Sen 

Das 

Roy 

40.000 

30.000 

20.000 

90,000 

Das 

.. 4,000 


Rs. 

1,15,000 

1 

Rs. 1,15,000 


) 


. It was provided by the Partnership agreement that on the d6ath of any of the 
partners, his share of Goodwill was to be computed at twice the average of his share of 
the previous three years’ profits as shown by the Profit and Loss Account. The payment 
of the deceased partner's share to his Executors was to be extended over a period of 
three years as under Rs. 12,009 each at the end of the first and second years respect- 
ively and the balance at the end of the third year, 5% interest being calculated on the 
unpaid balance in the mean time. The Premises to be revalued on death. 

Roy died on 31st December 1943. The net Profits and the Drawings of the partners 


were as under: — 


/ 






Net Profits. 

Drawings. 

■* 




Sen 

Das 

Roy 



Rs. 

Rs. 

Rs. 

Rs. 

, Year 1941 


.; 24,000 

10,000 

6,500 

3,500 

Do. 1942 


.. 30,000 

15,400 

9,000 

4,000 

Do. 1943 

. . 

.. 18,000 

8,500 

5,000 

2,500 
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ADVANCED ACCOUNTING 


On December 1943,' the assets other than Bank 'balance . were— Debtors 

Rs. 30,000, Stock Es, 35,000 and Premises Rs. 50,000. The Creditors were Rs. 27,000. The 
Premises were valued at Rs. 59,000 and the Capitals remained ^dtered. 

Show^e Balance Sheet of the firm as at 31st Decemb» 1943, prior to adjustment 
arising from Roy’s death, Roy’s Capital Accoimt and Ro^s Executors Accoimt ^summg 
that Jl the payments were duly made. No interest is to be calculated on Capitals 
Drawings. 

14 D and M are in partnership sharing profits and losses in proportion to their 
Capitals On 31st December 1943, the following balances stood to the creit of the 
partners: — 


Capital 


Current 

A _X 


Rs. Rs. 

L .. 12,000 720 

M 6,000 360 

P was admitted into partnership, and a new partnership deed was executed which 
provided that : — ' 

(o) At 31st December in each year the following partnerriiip Salaries were to 
be credited : — 

M .. Rs. 800; P .. Es. 500. 

(b) P was to be entitled to one-twelfth of the profits after charging salaries and 
interest, such share to be borne by L. 

(c) Interest at 5% per annum was to be allowed on Capital and Current 
Accounts. 

On 1st January 1944, L paid Rs. 6,000 further Capital into the business. 5^ 
partners’ drawings were : — L, Rs. 1,600 (Interest to be charged thereon Rs. 80) ; 

, 1,000 (Interest to be charged thereon Rs. 20) ; P, fe. 300 (Interest Nil). The net 

profit for the year 1944, before charging interest on Capital and partnership Salaries, 
was Rs. 5,744. 

Prepare an accoimt riiowing the division of profits among the partners as at 3lst 
December 1944. 


15. Jayker, Gupte and Modi are partners, sharing profits in the proporUons 2_. 
3:1 respectively. At 31st December 1943, they decided to dissolve partnership, their 
Balance Sheet at that date appearing as imder: — 


Liabilities Rs. Rs. 


Assets. 


Rs. 


Sundry Creditors ' 

Bank overdraft (Guaranteed 
by Jayker) 

Capital Accounts; — 

Jayker .. 4,800 

Gupte .. .. 6,000 

Modi . . . . 4,000 


Jayker’s Current Account 


18,000 

8,000 


14,800 

3,200 


Es. 44,000 


Freehold Property 
Plant & Machinery 
Stock-in-Trade - 
Debtors 

Current Accounts: — 
Gupte 
Modi 


8,000 
14,400 
■■ ' 9,600 
■■ 2,400 



Rs. 44,000 


c. , ^e^eehoia Property realised Rs. 5,600, the Plant and Machinery Rs. 10,800, the 
Stock-m-Trade Rs. 6,000 and the Debtors Rs. 2,400. Jayker paid off the Bank Overdraft. 

of realisation amounted to Rs. 480 ; Gupte and Modi both become bankrupt, 
the estate of the lonner paying 4 annas in the rupee and of the latter 1 aima in the 

, Make the necessary entries in the hooks of the partnership in respect of 

transactions refened to, including the dosing entries of the partnerriiip. 

Re 9 /mi o partners in a Radio business with Capitals of Rs. 4^800, 

respectively and sharing profits in proportions to Capitals. They 

N, Wireless Dealers, with a total 

'-apiuu ol Rs. 3,200 and sharing profits equaUy. 
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In order to equalise llic future position of all the partners in every respect, P 
agreed to transfer to R, M and N.cach one-sixth of Iiis share in P, Q and R, on the basis 
of three years' purchase of his share of the firms’ average profits calculated on'tliose 
of the four previous years. R, M and N, on their part agreed to bring in Cash equally 
in Older to pay P, for file sale of a part of his sliarc to them. ' 

Tlie profits of P’s firm for the previous four years were Rs. 15,000, Rs. 12,500, 
Rs. IGOOO and Rs. 14,008. The profits of the new film at the end of the first year were 
Rs. 20,000 and the drawhigs of each partner during tlie period amounted to Rs. 2,500. 

You are required to prepare Capital and Curr.»nt Accounts of each partner, assum- 
ing that the required Cash passed through the new firm’s books. 503 


17. X, Y and Z were partners in a glassware business and shared profits in half, 
one-third and one-sixth respectively. On l&t January 1943, their Balance Sheet showed 


as under: — 

Liabilities 

Rs. 

Rs. ’ 

Assets 

Rs. 

Sundry Creditors 

. • .. 

3,000 

Goodwill 

. . 10,000' 

Capital Accounts : — 


i j 

Sundry Assets 

, . 12,000 

X 

.. 14,000 


Cash at Bank 

.. 11,000 

Y ■ .. 

Z , ... 

.. 10,000 
6,0{j0 




/ 

30,000 

• 



Rs. 

33,000 

» 

'■ Rs. '33,000 


Immediately after the preparation of the above Balance Sheet, the following 
changes took place: — 

(1) Z retired from the business, and his Share valued at Rs. 8,000 was taken 
over by X and Y who paid the former in tlieir profit-sharing proportions, 
from their personal resources. 

(2) S .was then introduced in the business as a one-sixth partner on condition , 
that a further sum of Rs. 0,000 is allowed to be credited to X and Y in 
their rc^cctive proporlions, and that he contributed such a sum as would 
make his ^Capital equal to onc-fourth of the total Capital’ of X and Y 
after all ‘he above adjustments. 

(3) The new finn was converted into a Company named the Enterprisers, Ltd. 
which took over>the whole of the assets cxcejit cash and no liabilities for 
Rs. 34,000 payable in fully paid Ordinary Shares of Rupee one each. 

Tlie Bank B.alance of the finn was utilised in payment to creditors and tlie partners. 
You are required to show the Capital Accounts of all the partners. 504 


18. X and Y were equal partners as hosiery manufacturers, and they arranged 
to sell 'their business do X and Y, Ltd., at 31st December 1943, at wliich date their 


Balance Sheet was as follows; — 


Liabilities 

Rs. 

Rs. 

llortgage on Freehold 


27,500 

Property 

. . 

Trade Creditors 

^ • 

22,100 

Bank Overdraft 

Capitals — X „ - . 

2g,o66 

9,400 

Y 

21,500 

47,500 


■ Rs. 1,00,500 


Assets 

Rs. 

Sundry Debtors 

. . 35,000 

Stock-in-Trndo 

. . 8,400 

Motor Veliiclcs 

.. 7,500 

Plant Sr Machinery 

. . 25,000 

Freehold Building 

. . 30,000 


Rs. 1,00,500 


The authorised Capital of X and Y, Ltd., was Rs. 1,20,000 divided into 12,000 shares 
of Rs. 10 each, and the sale agreement provided tha^ the Company should purchase the 
freehold buildings (subject to the mortgage), plant, motors, stock and goodwill for 
Rs. 80,000, to be satisfied by an allotment ^of 7,500 fully paid shares and Rs. 5,000 in cash. 

The ^Company undertook on behalf of the vendors to collect the book debts and 
pay the creditors,, including the overdraft, the net proceeds to be applied in taking up 
shares. The Compimy issued 7i% mortgage Debentures for Rs. 20,000 and. 1,000 shares 
i to the public.' The debentures and shares were fully 'called and the amount duly received. 
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ADVANCED ACCOUNTING 




You are required to prepare a Realization Account of the old business and the 
commencing Balance' Sheet of the Company, assumii^ that all the arrangements 
been completed and that the debtors and creditors are cleared at the figures at 
December 1943. Reseirve ^ould be made for expenses amounting to Rs. 2,500 payable 
by the new Company. 

Open also the necessary accounts in the books of the Company dealing -vrith the 
realization of book debts and payments to creditors of the vendors. S05 

19. E and F, partners, took out a partnership policy for Rs. 18,000 without profits 
at an annttal premium of Rs. 700. The premium was charged against the Firm’s profit, 
which were shared as to E two-thirds and as to F one-third, E died on 31st March 1943. 
Three years’ premiums had then been paid. E’s share of profits from 1st January 1943 
was Rs. 1,500. Partnership Deed provided for;-^ 

(a) Interest at 5yo on the balance of Capital at the date of last Balance Sheet 
(E’s Capital was Rs. 12,000). 

, (b) GoodwiE (in case of death) on basis of two years’ purchase of average profits 

of the lart three years, after changing interest on Capital, but excluding 
the insurance premiums. 

The net profits for the three years, after charging interest on Capital and insurance 
premiums, were Rs. 6,000, Rs, 7,600 and Rs. 7,400. E’s drawings for the three months to 
31st Martii amounted to Rs, 1,800. 

t Prepare E’s Capital Account as at the date of death for a settlement with his 

Executors. 506 

20. Jack and Jones having Capitals of Rs. 16,000 and Rs. 10,000 respectively and 
sharing profits in proportions to Capitals, admit Brown into partnership .upon his 
introducing Rs. 8,000 as Capital and paying Rs. 8,000 for his share of goodwill ; the latter 
amoimt is not to be brought into the Sna. The profits of the new fira are to be distri- 
buted in proportions to the new figures of Capital, and each partner is to receive i% 
interest on Capital. The profits of the first year (before charging interest on Capital) 
amounted to Rs. 6,800, and the actual drawings were as follows : — Jack Rs. 3,200, Jones 
Rs. 2,000 and Brown Rs. 1,600. At the end of the first year Jack retired bom tlie firm 
and was paid his Capital -and Rs. 20,000 for Hs share of goodwill by Jones and BrouTi, 
who found money in proportions of their respective Capitals. 

Prepare the Distribution Account for the first year and the necessary Journal 
entries for the opem'ng Balance Sheet of the new firm of Jones and Brown at the 
beginning of the second year. - 507, 


21. The Balance Sheet of Gupta and Asar, practising as dentists, at 31st Decemhe'^. 
1913 was as under: — 


LAabiliiics 

Sundry Creditors 
Current Accounts: — 
Gupta 
Asar 

Capital Accounts : — 
Gupta 
Arar < 


Rs. 

Rs. i 

Assets 

Rs. 

17200 

5 630 

800 1 
\ 

22230 1 

i 

Lease (at cost) 

Sundry Debtors 

Cash at Bank 

Cash in hand 

4,000 
" 45,000 

4200 
!’ 150 



i' 

20,000 

30,000 

\ 

30,000 ' 



Rs. 

53,650 

• 

Rs. "SiS 


Profits are shared in the ratio of 2/3rds Gupta and l/3fd Asar. At that d.-itcGupta 
rctcrctj from Astvt docided to continue T:*ith Hoy, his acsktant, as 

dissoluUon, it was decided to adjust the values of tht 

(r.) Rr.s«rve Ra 5,000 for Bad and DotAtful Debts, 

' Werfc-in-Prorress r,t ZUl December l&tS at R& 

-*> of Goodwill ct ns, 50,003, 
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Gupta agreed to leave his share in the business for the time being as a loan at 5% 
per araiTO interest. Roy bought one-quarter share of the profits from Asar for Rs 10 000 
and fte Goodwill Account was adjusted accordingly. He introduced Rs. 5,000 in cnigTi as 
working Capital. They then agreed to eliminate Work-in-Progress from their books. 

Give the Capital Accounts of Gupta, Asar and Roy and tlie opening Balance 
Sheet of Asar and Roy. jOg 


_ "22. Shanker ^d Shiva were equal partners and their partnership deed provided 
for interest on Capital at 5%, and for a valuation of goodwill on death at two years’ 
purchase of the average profit for the last three completed years. 

An Assurance Policy for Rs. 16,000 on their joint lives was taken out for the 
.purpose of paying out a deceased partner, and at the date of Shankcr’s deatli on 30th 
November 1343, the surrender value appearing in the Balance Sheet was Rs. 5,800. Tin- 
profits for the three years ended 30th June 1943 were Rs. 6,000, Rs. 7,200 and Rs. 5,700 
respectively. 


At 30th June 1943 Shanker’s Capital was Rs. 4,800 and his share of profit since %vns 
ascertained to be Rs. 1,800 and his drawings Rs. 4,000. 


Prepare Shanker’s Capital Account and show the amoimt due to his E.'cecuiors. 509 

ft 

23. Kumar and Binod sharing profits equ^y in a srmdry manufacturing business, 
wanted, to convert their partnership into a Limited Company. Their Balance Sheet, on 
31st December 1942, was as under: — 


Liabilities 
Sundry Creditors 
Loan Creditor 
Bank Overdraft 
Reserve Fund , 
Capital Accounts: — 
Kumar 
Binod 


Rs. Rs. 

.. 24,000 

.. 20,000 

.. 8,000 

. . 3,000 


20,000 

20,000 

40,000 


Assets 


Rs. 

Sundry Debtors 


30,000 

Bills Receivable (Exclusive 

of 


Bills discounted amounting 

to 


Es. 1,000) 


5,000 

Stock-in-Tiradc 


18,000 

Patents . . • . 


4,000 

Plant and Macliinery 


8,000 

Land and Buildings 


30,000 


Rs. 95,000 


Rs. 95,000 


(1) The goodwill of the firm was to be valued on iho basis of twice the average 
profits calculated on the previous tlnree years’ profits. 

(2) The Loan Creditor of the firm has agreed to take up 757t> Redeemable Prefer- 
ance Shares to the value of tlie Loan. 

(3) The Land and Buildings and Plant were t.akcn over at a re-valuation of 
Rs. 50,000 and Rs. 12,000 respccUvely. 

(4) 8% First Mortgage Debentures of Rs. 1,00,000 were ksued to a Syndicate at 
a discoimt of 

fSl The nast working results of tlie partnership .showed the follossfing profits:— 

'' ^ Rs. 15000 in 1940, Es. 18,000 in 19 J1 and Rs. 21,000 in 1942, after setting aside 
Ks] 1,000 to Rcscn-c Fund each year and charging Rs. 1,000, R«, 1,200 and 
Rs. 1,400 respectively in rc.spcct of Income-tax. 

(6) Trade Creditors and Bank Overdraft are paid off. 

You arc required to give : — 

(a) The statement showing how tlie purchase consideration is arrivTd at; 

(b) The opening Balance Sheet of the Company, assuming that all tlie tran'^eciion'’ 
arc duly completed ; and 

(c) The Realization Accotmt SfO 

24 Smifift, K-apadia and Chinqj- entered 'info partacrdiip on Ist October lOlt, 
sharing profits in proportions of 4, 3 and 2 respectively and with CapllnU of Es, 39.C00, 
R^ 20,000 and Rs. 10,000. 

Their nsrets and Ibbaitlcs on Isl October 1342. the date on which they dcrfdrd to 
wind up Uicir nfiairr, were as follow-^:— 

OCice Fixtures Rs. l,tX>0, Dchtors Rr. 23 090, BQb Rcceiv.ahle R.-!. 5.000 w*d «teck-trs- 
TVade Rs. 45,1^. Sundry Creditors were Rs. i^.COO. E33i Pcyablo Rs. 4000. 
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advanced accounting 


Smitli agreed to take over the Stock at a discount of 10% and pay off the BiUs 
Payable. > . 

Kapadia agreed to take over the Book Debts at a discount of 20% and pay off 
the Creditors. 

Chinoy took over the Bills Receivable at Rs. 4,877 and Office Fixtures at a 
depreciation of 10%. 

5% interest is to be credited to each partner on his Capital. 

Prepare Realization Account, Bank Account. Capital Accounts of the partners ^d 
a statement showing adjustment of profit or loss in the busmess. 

25 Sorab and Rustom carried on business as merchants in partnership sharing 
profits mid losses in proportions of 2/3rds and l/3rd respectively. They ^solved part- 
nership as on 31st December 1943, when their Balance Sheet was as under:— 


Liabilities & Capital Rs. Rs. 


Trade Creditors 
Perfumery Dept. 
Drugs Dept. 


Less Reserve for 
Discount 

Lean Creditor 
C.“.pitals ; — 

Sorab 

Rustom 


8,000 

6,000 

14,000 

350 


26,400 

20,270 


13,650 

1,400 


46,670 


Rs. 61,720 


Assets 

Cash in hand 
„ at Bank 

Debtors : — 
Perfumery Dept. 
Drugs Dept. 


Less Reserve for 
Discount 

Bills Receivable 
Stock : — 
Perfumery Dept. 
Drugs Dept. 

Fixtures : — 
Perfumery Dept. 
Drugs Dept. 


Rs. 

60 

7,000 


Rs, 


' 7,060 


14.000 

10.000 

24,000 

600 


16,000 

13,600 


23,400 

1,000 


29,600 


360 

300 ' 

660 

Rs. *61^ 


Sorab took over the Perfumery Dept, and Rustom took over the Drugs Dept, along 
with the departmental assets and liabilities respectively. 

The fixtures were reduced by 20% and the stock by 10%. 

The partners had taken out a Joint Life Assurance Policy, the premiums on which 
had been charged to Profit and Loss Account. On 31st December 1943, the total premiums 
paid amounted to Rs, 4,200 of which Rs. 2,400 was attributable to the life of Sorab and 
Rs L800 to that of Rustom. It was agreed that the policy should be valued at Rs- 4,200 
and that each partner should take over his respective proportion on the basis of premiums 
paid. The Assurance Company issued two new policies to cover the position. 

The debtors and departmental creditors were transferred at their full amounts, less 
5% on the gross figures of Debtors to provide for bad debts and allowances. 

The Irfjan Creditor was paid out of the firm’s bank accoimt. 

Rustom took over the Bills Receivable at their face value less 4%. 

The Goodwill of the Perfumery Dept was valued at Rs. 3,000 and that of the Drugs 
Dept, at Rs. I 30 , and those figures v/erc adopted for the purpose of dissolution. 

You are required to mow by means of Cash, Bank and Ledger Accounts how the 
books of the partnership wo'Jd t,f closed. 3^^ 



REVISIONAL PROBLEMS 


COMPANY ACCOUNTS 
26. 


THE WEEKLY BANNER, LIMITED 
TRIAL BALANCE 
As at 3Ist March 


Cash Sales (Newspapers) 

Agents’ Sales 
Advertisements charged 
Cash in hand 
Agents’ Returns 
Sundry Printing Sales' 

Advertisers’ Prepayments, unexhausted 
Copyright 

Machinery and Plant, 1st April 
Freehold Property 
Office Pumitinre 
Bank 

Revenue Surplus, 1st April 
£7,000 Consols per cent at cost 
Reserve Fund Account 
Discounts allowed 
Paper, Ink, etc. Account . . 

Trade Expenses 
Wages 

Discounts received 
Bad Debts 

Interest on Consols (9 months received) 
Advertisements in other papers 
Fuel, etc. 

Repairs 

Rent of Branches, Rates and Taxes 
Correspondents’ Fees 
Printmg and Stationery 
Nev/ Plant bought, 1st October 
Telephone 

BiU posting and Carriage , 

Insurance 

Postage and Telegrams 
Travelling Expenses 
Share Capital, 4,600 £10 Shares, £5 cfilled up 
Bank Interest 
Creditors 

Agents’ Debit Balances 
Subscribers’ Debit Balances 
Advertisers » » 

Sales to Subscribers 
Credit Balances 

Subscribers’ 10 £1 Shares "Yellow Press Co., 

' no ^value ' / 


Ltd.’ 


£ 

5. d 

’.f £ 

5. 

d. 



642 

6 

2 



4,397 13 

3 



6,869 18 

7 

53 

5 £ 




359 

2 4 






12 15 

3 



37 

9 

0 

2,000 

0 0 




9,000 

0 0 




4,000 

0 0 




120 

0 0 




3,630 

8 0 

1,530 

7 

1- 

5,869 

0 4 




400 

0 

0 

103 11 1 
2,960 13 8 




170 

6 10 




4,845 13 0 






379 

4 

3 

90 17 6 






123 11 U 

76 

7 4 




157 

2 4, 




206 16 5 




129 

8 8 




S68 

2 4 




108 15 6 





400 0 
78 8 11 
225 16 
48 10 
187 12 
195 16 10 


S79 1 
38 4 
2,758 12 


2 0 0 


£ 38,763 13 7, 


23,300 0 0 
125 6 0 
850 0 10 


84 1 7 
10 IS 8 


38,763 13 7 


Wages owing, £95 16s. 4d. 

3 months’ interest less Tax at Is. 2d. in £ on Consols. 

The Stocks at 31st March, are : Paper, etc., £324 10s. ; Fuel £3 10s. Telephone 
£25 is prepaid. Reserve £150 for estimated 'costs in Libel Action. Reserve £50 for 
Bad Debts. ’ 

Depreciation on Plant 7i per cent per annum. Dopredaiian on Furniture 5 per 
cent per anniun. Provide 10 per cent for Allowances on Advertisers’ Debts. Write down 
Consols to 794 per cent. Provide Manage^ Commission 5 per cent on irear’s profits 
before crediting any interest or changing Joss on Investments. 

Prenare Balance Sheet and Trading Account for year ending 31st March 
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ADVANCED ACCOXJNTING 


27. The Eastern Engineering Company, Ltd, was registered with a nominal capital 
of Es. 10,00,000 divided into 5,000 Ordinary Shares of Ks. 100 each and 5,000 7 per cent 
Cumulative Preference Shares of Rs. 100 each. The whole of the Pr^erence Shares 
were issued and fully subscribed and paid up. 2,000 of the Ordinary Shares were issued 
as fully paid in payment for the Goodwill of the established business taken over by 
the Company. The balance of the Ordinary Shares were offered to the public and fully 
subscribe. Rs. 75 per share had been called and paid up, with the exception of the 
second call of Es. 25 per riiare on 100 shares, which remained unpaid as on 31st 
December 1943. 200 6 per cent Debentures of Rs. 1,000 each had been issued at Rs. 1,050 
and were fully paid. 

In addition to the accounts necessary to record the above transactions, the follow- 
ing Ledger Balances were extracted from the books of the Company as on 31st December 
1943:— 


Es. 

Machinery & Plant .. .. 1,58,400 

Preliminary Expenses . . . . 5,730 

Manufacturing Wages . . . . 3,78,410 

Purchases .. . 18,97,420 

Do. Returns . . . . 11,240 

Sales . . . • . 26,08,360 

Do. Returns . . . . 9,240 

Staff Pension Ftmd .. .. 95,000 

Investments (Staff Pension 
Fund) . . . . . . 94,950 

Advertising ,. .. .. 37,500 

Pactopr Fuel & Lighting ., 28,620 

M.-’chinery Repairs ., .. 7,410 

Salaries of Factory Managers .. 23,000 

Do. of OfiSce Staff 32 610 

Debenture Interest .. .. 12,000 

Motor Lorries . . . . 28000 

Petrol & Running Expenses of 

3jeQ 


•LVO* 

Transfer Fees .. .. SO 

Factory Expenses .. .. 13^40 

Bonus to Factory work people .. 20^000 

Do. to OfBce Staff 5,000 

OflRce Expenses .. .. 4,720 

Office Furnitiire .. 6,000 

Directors’ Fees .. .. 10,000 

Discount Account (Cr. Balance) 4,270 
Stock (Ist Jan. 1943) .. .. 3,29,860 

Sundry Debtors .. .. 249,400 

Sundry Creditors .. .. 247,840 

Bad Debts .. .. 7,240 

Audit Fee .. .. 14 OT 

Freehold, Factory & Office ., 3,85.000 
Cash at Bank .. .. 99,900 

Cash in hand ,. .. 9,860 

Apprentices’ Premiums received 6,500 
Apprentices (Salaries and Com- 
.niission) .. „ 33,670 

year 

men preparing these accounts, the following adjustments are necessary:— 

Fumi^e °° Machinery & Plant 10%, Motor Lorries 15% and Office 

Rs. 2,7^ w Je due Ld lf.l ^’^^O and Office Salaries for one month 

liable for one-thirf^f pa^ed through the books, (c) The Vendors were 

be Reserve for Bad Debts is to 

was valued at Rs 469 420* ('■n hand, as on 31st December 1943 

Es. 2,500 noSiehveiv Af ^th December 1943, a claim was received for 

was admitted, but no ^tries^ha^ ^ trm? specified rmder a, contract. The claim 
Es. 6,000 is to bhi^ade ^ contribution of 

be carried to Reserve^ Pension Fund, (h) Rs. 50,000_ is to 

carried forward to next year ' apprentices’ premiums is to be 

^ ’ 514 

Ttading and Pr^t given below, prepare ‘Manufacturing, 

Briancc“simct^at to^datt^X SLst’ December 1943, and a 

The n -in- ^ ^ ^I^nufacturmg Company, Ltd. 

Shares and VoOO 6%^P^^^e £ &.®i6 IS™ ° Or'^^^ 


Balances at 31sf December 1943 


Called up Share Capital :— 

7j8 per share on 76,000 
'Jrdmaiy Shares 


Rs. 


R^ 10 per share on 
R^lcrence Shares 


Debentures 


5,70,000 

10,000 
. . 1 , 00,000 
2,00,000 


Rs. 

Debenture Discount Account . * 4,000 

Sundry Debtors (including 
Rs 15,000 owing by Directors) 1,42.000 
Sundry Creditors .. .. 92,100 

Reserve for Doubtful Debts . • 5,450 
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Rs. 

Stocks, 1st January 1943 : — 

Fini^ed Goods 1,03,300 

Raw Materials .. 1,30,000 

Stores . . . . . . 4,000 

Loose Tools . . . , 9,400 

Work-in-Progress . . . . 39,600 

Machinery and Plant 
(1st January 1943) .. 3,57,400 

Machinery and Plant, additions 
during 1943 .. .. 10,000 

Machinery and Plant Sales .. 8,000 

Profit & Loss Account (1st Janu- 
ary 1943) (Cr. Balance) 45,700 

Bsnk Overdraft . . . . 31,750 

Goods on Consignment . . 22,700 

Investments at Cost .. 37,000 

Land and Buildings (1st Janu- 
ary 1943) . . . . . . 2,40,000 

Debentru-e Interest .. .. 5,000 

Directors’ Fees . . . . 10,000 

Rates and Insurance (three- 

fourths Factory) . . . , 15,100 

Taxes . . . . . , 5,900 

Motor Running Expenses .. 14,000 


999 


Dividends paid: — 

Final for the year 1942 — 

Preference .. ' 3,000 

Final for 'the year 1942 — 

Ordinary .. .. 14,250 

Interim for the year 1943 — 

Preference ' . . . . 3,000 

Interim for the year 1943 — 

Ordinary . . . . 28,500 

Purchases of Raw Materials .. 7,08,800 

Sales 14,31,600 

Manufacturing Wages .. 4,49,300 

Fuel and Lifting (Factory) .. 9,750 

Fuel and Lighting (Offices) .. 1,300 

Stores purchased for use in 
Manufacture . . . . 8,400 

Office Expenses .. .. 14,200 

Office and Travellers’ Salaries .. 32,100 

Cash Discounts .. .. 21,600 

Carriage Outwards .. .. 7,800 

Carriage Inwards . . , . 5,200 

Commission on Sales .. .. 15,200 

Motor Delivery Vans (1st Janu- 
ary 1943) .. .. 12,800 


The Stocks on hand on 31st December 1943 were : Raw Materials Rs. 1,57,200 ; 
Finished goods Rs. 1,31,800 ; Stores Rs. 5,500 ; Work-in-Progress Rs. 44,000 ; Loose tools 
Rs. 8,700. Reserve against loss on consignment Rs. 1,300 anl against Doubtful Debts 
a further Rs. 2,000, and provide for ffiscount on the Debtors’ accounts Rs. 3,500. Rates 
are paid in advance to the amount of Rs. 1,500. Ignore Income-tax. 

Write off Rs. 1,000 from^ the Debenture Discoimt Account ; make provision for one 
half year’s interest accrued on the Debentures and write off depreciation on the book 
Values as at 1st January 1943 of the following assets, viz.: — ^Land and Buildings at the 
rate of 2%, Machinery and Plant at the rate of 5%, Motor Vans at the rate of 20% 
per annum. 515 

S 

29. The following is the Trial Balance of the Acme Manufacturing Company, 
Ltd., as at 31st March 1944:— 


Authorised Capita 1 — ^1,00,000 

shares of.Rs. 2 each, of which 
50,000 shares are issued and 
fully paid up 
Re.serve Fund 
Goodwill 


1st April 1943 
Machinery Plant, Is 
1943 

Stocks: — 

Materials and partly 
manufactored goods 
Manufactured goods .. 

Debtors 

Creditors 

Bills Receivable 

BiUs Payable 

Union Bank 

6% Government Bonds 

I'urchases, Raw Materials 

Shies 

Returns '(Sales) 


Rs. 



1,00,000 


20,000 


20,000 

1943 

30,000 

Idings, 

, , 

47,000 

April 

•• 

30,000 

Rs. 

30.000 

16.000 


46.000 

45.000 


16,000 


8,000 


5,490 


6,000 


8,000 


88,000 


2,400 


Returns (Purchases) 

Discounts Allowed 
Discounts Received 
Manufacturing Wages 
Freight and Cartage on Raw 
Materials 

Factory Wages and Expenses .. 
Salaries : Factory, Rs. . 5,000 ; 

Office, Rs. 3,000 
Repairs and Renewals 
Royalties 
Bad Debts 

General Office Expenses 
Directors’ Fees 
Interest on Debentures 
Interest on Government Bonds .. 
Interim Dividend at ’ 10% per 
annum paid 31st October 
Appropriation Account, 1st April 


Rs. 

1,000 

2,000 

1,000 

32,000 

1,000 

9.000 

8000 

2.000 
600 

1,500 

1,500 

1,200 

1,200 

480 

5,000 


1943 7,630 

Etotk values at 31st March '1944: — 
Materials and partly manu- 
factured goods .. .. 24,000 

Manufactured goods .. 14,^0 
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The following provisions hav’c to be made : — 

(1) Interest on Debentures; 

(2) Depreciation : Plant and Machinery, 10 per cent ; 

(3) Keserve for Doubtful Debts, 3 per cent on Debtors. 

You arc required to dra%v up Manufacturing Account, showing (c) Prime 
and (b)‘Cost of Production, and Trading and Profit £ Loss Accounts for the year endea 
and Appropriation Account and Balance Sheet as at 31st March 1944. (B. Coin.) 


30. The Metal Toys Company, Ltd., was formed to acquire the business of P. 
Byramji, whose Balance Sheet at the date of purchase was agreed as follows: 


Liabilities 

Creditors 

Capital 


Rs. 

.. 25,000 
.. 1,30,000 


Assets 

Cash in Hand 
„ at Bank •• 
Debtors 
£tock-in-Trade 
Fixtures, etc. 
Machinery 
Leasehold Premises 


Rs. 

1,730 

8.250 

31.000 

50.000 
5,000 

39.000 

20.000 


Rs. 1,55,000 


Rs. 1,55,000 


The agreement entered into provided that the purchase price should be Rs. 1,80,000 
payable as to Rs. 1,20,000 in cash, and as to Rs. 60,000 by the allotment of 600 fully 
paid shares of Rs. 100 each in the company. The nominal capital of the company w^ 
Rs. 3,00,000 divided into 3,000 shares of Rs. 100 each, of which 2,000_ sh^es of Rs. 100 
each were allotted on Ist July 1944, payable as to Rs. 50 on application and Rs. 50 
on allotment. The whole of the cash due in respect of the shares was duly received. 
The cash consideration was paid by the company on 20th July, and the vendor’s shares 
were allotted on that date. The preliminary expenses amounted to Rs. 4,000. You are 
required to open the books of the company, recording the above transactions, and 
prepare the Balance Sheet as at 20th July 1944. 517 

31. P, Q and R decide to convert their business into a Limited Liability Company 
on 1st January 1944 with a nominal capital of Rs. 10,00,000, diwded into 1,00,000 shares 
of Rs. 10 each. 


The firm’s Balance Sheet at 31st December 1943, is as follows : — 


Liabilities 

Rs. . Rs. 

Creditors 

.. 2,00,009 

Bank Overdraft 
Capital : — 

.. 55,000 

P 

.. 2,50,000 

Q 

,, 2,00.000 

B 

1,50,000 

6,00,000 


Rs. 8,55,000 


Assets 

Book Debts 

Plant and Machinery 

Property , 

Stock 

Cash in "Hand 


Rs. 
.. 3.00,000 
.. 1 , 00.000 
.. 2 , 00,000 
2,50,000 
.. 5,000 


Rs.' 8,55,000 


The profits for the three years ended 31st December 1943, were Rs. 60,000, Rs. 70,000 
andfRs. 80,000 respectively. Hie following arrangements were agreed: — (1) to create 
goodwill equal to the aggregate of ie last three'years’ profits ; (2) to credit the good- 
partners in proportion to their capitals; (3) to transfer to the Company 
me Plant and Machinery, Property and Stock only ; (4) the Book Debts to he collecled 
fay the new Company on behalf of the vendors and the liabilities of &e firm to be 
n^cnargea by the Company also on behalf of the vendors ; (5) the Company tak^ 
*a^e of the Cash on behalf of the vendors; (6) P and Q to take Rs. 50.000 6% 
rteiermce" Shares each and the balance of their capital in Ordinary Shares, and R to 
take the whole *of his capital in 695 Preference Shares. 


The prehminary expenses, amounting to Rs. 10,000, were home by the Comply 
^ were to ^ written ofi in three years’ 'time if profits allowed. The following 

Company’s books for the purpose of making up interim 
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Purchases 

Wages 

Carriage 

Discount (Dr.) . . 
Kopairs , . 

Rates and Insurance 
Coal 

General Expenses 
Preliminary Expenses 



Rs. 

,. 4,00,000 

Drawings on 

Account of 

Divi- 


. . 50,000 

dends; — 

P 



.. 10,000 


Q 



. . 11,000 


R 



.. 2,500 

Bank 




.. 3,500 

Cash 




.. 5,000 

Debtors 




., 15,000 

Sales 




.. 10,000 

Discount (Cr.) 
Creditors 




Rs. 

7,500 

7.500 
■ 5,000 

2.500 
500 

2.40.000 

5.92.000 
8,000 

1 . 20.000 


• The Stock at June 30th, 1944, amounted to Rs. 2,20,000. 

•D June 30th, 1944, included Rs 40,000 belonging to the Vendors, 

+rf’ I’j c were irrecoverable, and should be written off. All the liabilities of 

the md firm had been discharged. Discounts allowed and- received included Rs. 5,000 
and Rs. 2,000 respectively in connection with the Vendors’ debts. 


■ Draw up Trading and Profit & Loss Account and Balance Sheet at June 30th, 1944, 
^owmg _2i% discount off the Company’s Debtors and \\% off Creators. Allow 5% 
depreciation on Plant and Machinery. 518 


32., The Balance Sheet of the firm A, B 

1943 


and Co. stood as under on 31st December 


Liabilities 
Trade Creditors 
Loans . , . . 

Partners’ Capital (Fixed) 


Rs. 

30.000 

40.000 

80.000 


Assets 

Sundry Debtors 
Furniture ' . . 

Leasehold ^Property 
Horses and Carts 
Stock 

Cash at Bank 


Rs. 

45.000 

6,000 

18.000 

4.000 
70,000 

7.000 


Rs. 1,50,000 


Rs. 1,50,000 


The Bombay Trading Co., Ltd. is registered on ^ 17th May 1944, with a Capital of 
^.1,50,000 divided into 1,500 Shares of Rs. 100 each. On 4th August 1944, it was 
decided by the Company to buy up the above business as from 1st July 1944. Six 
nionths’ regular accounts had to be prepared, but as it was not possible to take stock 
on 30th June 1944 it was arranged to estimate the same on the basis of the last five 
years! average percentage of gross profit which was 33-1/3% of the turnover. 

The following figures represent the six months’ transactions • 

Purchases, Sales. ' Departmental Expenses. 

Rs, Rs. ’ Rs. 

Cash .. 13,000 Cash .. 20,000 ' 5,000 

Credit .. 34,000 Credit .. 37,000 

The rent, rates, taxes and establishment charges amoimted to Rs. 7,600 (including 
therein personal expenses of partners to the extent of Rs, 600). Partners’ drawings 
sniQunted to Rs. 1,400. 

Interest was to be allowed on Loan and Capital accoitnts at five per cent per 
annum ; Furniture and Leasehold property were to be depreciated by 2i per cent, and 
horses and carts at 10 per cent. 

On 30th June 1944, Debtors stood at-Rs. 39,000, Creditors at Rs. 23,000 and Loans 
at Rs. 40,000. 

Work out the Sto'ck and Cash Balances. Draw up Trading and Profit & Loss 
Account for the half year ended 30th Jxme 1944 and prepare a Balance Sheet as on that date. 

The Company acquired the above concern on the basis of the Balance Sheet as on 
30th June 1944, it being agreed to value the goodwill at five years’ purchase of the excess 
earned above S per cent on partners’ fiixed Capital as per abovesaid six monthly Profit 
& Loss Accmmt (which averaged same as past five years’ profits). 

, The Vendors are allotte(i Fully Paid Shares as purchase consideration of their 
concern and its goodwill. 

The remaining shares are taken up and fully paid for by the public. Shovr the 
details of working oub the goodwill and prepare also me Company’s Balance Sheet. 519 
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33. Criticism is sometimes made that Audited Balance Sheets of Joint Stock Com- 
panies do not show clearly the appropriation of the Balances at the credit of Front s 
'Loss Accoimts. Show how you deal with the same in the Balance Sheet as on isist 
December 1943 to he placed before the shareholders in the following case 


Called up Capital as per last Balance Sheet on 31st December 1942 
Less Calls in arrears 


Hs. 

5,00,000 

10 , 000 ' 


Rs. 


4,90,000 


Appropriation, of the profit for the year ending 31st December 1942, as resolved 
by the shareholders at their meeting on 7th March 1943 ; — 

Rs. 10,000 to be parried to Reserve Fund. / 

„ 5,000 to Ethployees’ Provident Fund. 

„ 3,000 to be distributed as Bonus to Staff. . . ., j 

„ 7,000 to be carried to Dividend Equalisation Fund, and a dividend of ^ 

cent to be declared for the half year ending 3lst December 1942 
(a dividend for the first half year ending 30th June 1942 bavmg 
already been declared). 

/Jl the Calls in arrears were paid in March 1943. On the 9th of August 1943, 
was resolved to declare a dividend of 8 per cent for the first half year ending 30tn 
June 1943. The profit made dining the year amoimting to Rs. 98,000. 

On 31st December 1943, the Profit & Loss Account in the Ledger showed a credit 
bdance of Rs. 79,500 after being credited for the balance as per last balance ^eet and 
for the current year’s profit and after being debited for appropriations as per resolution 
of 7th March 1943 and 9th August 1943. 520 

34. The Calcutta Co., Ltd. was registered with a Nominal Capital of Rs. 2^9,000 
divided into 25.000 Ordinary Shares of Rs. 40 each, and 25,000 Deferred Shares of xte. W 
each. 20,000 Ordinary Shares were issued and fuUy paid with the exception of 400 
shares in respect of which a call of Rs. 10 was outstanding, since 6 months. 

All the Deferred Shares were issued, Rs. 30 having been called and paid. Sundry 
Deferred Shareholders had paid calls in advance to the extent of Rs. 20,000 since 6 
months. 

In addition to the provision in Table “A” (including those regarding Interest on 
calls paid in advance and on calls in arrears), the Company’s Articles contained the 
following regulations as to Dividends : — 

(a) The Ordinary Shares to receive a Dividend upto 5 per cent per annupf and 
to ranl^ for a further dividend on the terms mentioned below, after the Deferred 
Shares have received a Dividend of 12J per cent per annum. 

(b) The Deferred Shares to receive a Dividend upto 12J per cent as above, and 
to rank equally with the Ordinary Shares for a Dividend not exceeding a 
further per cent per annum, 

(c) The shareholders may resolve in General Meeting to award a Bonus to the 
Directors of 1 per cent on the surplus profit^, if any, after the Ordinary and 
Deferred Shares have received Dividends of 5 per cent and 12i per cent 
respectively. 

(d) The remauvng' profits, if any, to be appropriated to a Dividend Equalization 
Account, upto Rs. 1,00,000, the balance to be carried to General Reserve. 

The profits for the year ended June 30th, 1944, amounted to Es. 6,13,550. 

You are required to prepare the Anpropriation Account, assuming that the Directom 
were awarded the 1 per cent Bonus. 5Z1 


35. How would you deal with the undermentioned items when preparing 
annual accounts of a limited Co.:— (1) Transfer of £5,000 to Reserve Fund. (2) £750 
co^ission and expenses incurred on the issue of £8,000 4 per cent Debentures repay- 
able m 8 years from the date of issue. (3) Transfer of £3AO0 to the Company’s own 
Marine Insurance Fund. (4) An issue of 100 5 per cent Debentures of £1W each at 
-^9o, repayable in 10 years from the date of issue at par? 

(London Chamber of Commerce.) 5^ 

Co T foIlowinE items appeared in the Balance Sheet of the Sound Investments 
wti., on the 31st December 1942 
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Interest and Dividends outstanding 

« • 

Rs. 

. . 5,312 

Rs. 

Less Income-tax 


332 

4,980 

Interest accrued but not due 


, . 71,040 

Less Income-tax 

•• 

.. 4,440 

66,600 


_ The Company purchased during the year 1943, Securities for Es. 5,00,000, the accrued 
mterert mcluded in the purchase price being Rs. 2,128. (gross), tax thereon Rs. 133. 
It sold during the same period Securities for Rs. 2,50,000, the accrued interest included 
in me sale price being &. 944 (gross), tax thereon Rs. 59. 

The amount of interest and dividends that fell due to be paid during 1943 but 
■was not paid, was Rs. 2,09,000 (gross), tax thereon Rs. 13,100. 

The following figures were extracted from the Company’s Cash Book for the year 
ending 31st December 1943: — Securities sold Bs. 2,50,000; interest and dividends (gross), 
Ks. 2,07,520 ; Income-tax on interest and dividends Rs. 12,970 ; Securities purchased 
Bs. 5,00,000. 

The interest accrued but not due on the 31st December 1943 was estimated to 
be Rs. 75,200 (gross), tax thereon Rs. 4(700. 

Make the necessary Journal entries and draw up the Interest and Dividends and 
Income-tax Accoimts as they would appear in the Company’s General Ledger. 

' - (G.D.A.) 523 


, 37. How would you deal with the following, if called in to prepare the annual 

Balance Sheet of a Company as at 31st December , the Company being registered 

in ® ombay ; — 

(a) Income-tax to be paid on the year’s Profits. 

(b) Two shares of Rs. 100 each upon which the holders had paid Rs. 30 and Rs. 20 
respectively were .forfeited by the directors and were re-allotted by them to 
A B the Secretary of the Company. The directors resolved that on A B 
paying Rs. 90 per share, they should be considered as fully paid-up. 

(o) Livestock Accoimt Rs. 3,250'. You ascertain that this represents the value of 
five horses; that in the previous Balance Sheet Livestock stood at Rs. 3,500 
and that tliere were then seven horses, two having since Bied during the year 
imder review. 


(d) ExpentUture on an incomplete 


contract for installing sprinklers in an up-country 


mill : — 


Wages 

Materials 

Travelling Expenses ' 

Plant and Tools .. •• •• . •• 

Bombay Salaries, Rent, .and Expenses— proportion 


Rs. 

5,000 

15,000 

SOO 

700 

800 ‘ 

524 


38. How would you treat the following items in preparing a Balance Sheet ? 

(a) You are to take Rs. 5 lacs out of a Bank’s profits and place to Secret Reserve 
imdisclosed to shareholders. 

(b) Donations received by a Club to build a nexv Tennis Court (not commenced). 
M Debenture Redemption Fund, the debentures having all been paid ofi out of 

. cash. 

(d) 'Interest received by a New Company on Share Capital invested, business not 
having commenced. 

(c) Remittances in transit between Head Office and Branches. 525 

39 , The following adjustments were necessary to complete the Final Accounts 
of a Newspaper Company, as at Slst December 1943 : — 
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some new plant were included in the General Wages Account ; (g) Paper amounting 
to Rs. 1,500 was received on 27th December 1943 and taken into stock but the corres- 
ponding purchase entry was omitted to be made. Pass the necessary entries to adjust 
the books. ’• « 526 

40. As an accountant to a Company, how would you record the following trans- 
actions in the Company’s Journal ; — 

(o) The Company buys a Building worth Rs. 20,000 from Messrs. Dalai & Co. 
who are given 120 fully paid Shares of the Company of the nominal value of 
Rs. 100 each in full payment of the purchase consideration. These Shares are 
quoted in the Market at Rs. 190 each. 

(b) The Company had bought Machinery for Rs. 1.00,000 including a Boiler worth 
Rs. 10,000. The Machinery Account had been credited for Depreciation on 
the Reducing Instalment System for the past four years at the rate of 10%. 
During the fifth, i.e. the present year, the Boiler became useless on accotmt 
of damage to some of its vital parts. The damaged Boiler is sold for Rs. 2,000 
which amount is credited to file Machinery Account. The Machinery Account 
is to be adjusted by taking into consideration the loss on account of the 
damaged' Boiler. (B. Com.) 527 


41. The Royal Engineering Co., Ltd. desiring to extend their premises obtained 
an option on certain land adjoining their works, for which they paid Rs. 1,000. The 
Company did not exercise the option, as the opportunity occurred for the purchase cff 
the Assets of the Bombay Motor Company, Ltd. (in liquidation), whose worlcs adjoined 
those of the Royal Engineering Co., Ltd. •i 

The Assets purchased consisted of Freehold Land and Buildings Rs. 2,00,^; 
Fixed Plant and Machinery Rs. 50,000 ; and Loose Plant dnd Tools Rs. 30,000. .’The 
Stock-in-Trade was to be taken at a valuation to be made by Valuers, one appointed 
by each party ; or, failing agreement, the value was to be fixed by an Umpire to be 
appointed by the Valuers. The Valuers disagreed, and the Umpire fixed the value of 
the Stock at Rs. 2,50 000. The purchasers also agreed to pay Rs. 1,20,000 for Goodwill. 
The expenses of taldng the Inventory of the Stock were Rs. 1,000, which was paid by 
the Royal Engineering Co., Ltd., and one-half charged to the Bombay Motor Co., Ltd. 
The expenses of Stock Valuation amounted to Rs. 10,000, each side paying ono-I.alf. 
The Stamp Duties and Legal Expenses of the Royal Eingineering Co., Ltd. in connec- 
tion with the matter were Rs. 10,000. ' 

To enable them to carry the matter through, the Royal Engineering Co., Ltd., 
obtained a loan of'Rs. 7,00,000 from fiicir Bankers. 

For the piupose of preserving the Goodwill of Uie Bombay Motor Company’s 
name, the Royal Engineering Co., Ltd., decided to* carry it on as a Branch. 

Pars the nccc.ssary entries in the hooks of the Royal Engineering Co., Ltd., record- 
ing the above transactions ; and show the account with the Vendors and the Brandi 
Account. 528 


42. The* Engineering Company, Ltd. have works in a suburb of London, the 
Office being jti the City, where all orders for the Company’s goods are taken. The 
goods are mmufactured at the Works, and arc invoiced to Head Office at "cost", mode 
up of materials, productive labour, and an agreed rate of 125 per cent on productive 
labour m cover “oncost" or overhead charges, viz. 5 per cent Interest on Copibal 
(^ployed, Depreciation, and all expenses of the Works. Onc-foui^ of any surplus on 
Oncost Account " is credited to the Works Manager as extra remuneration, and iho 
rcm.^nacr is transferred to Head Office as Profit The Balances in the Ledger of mo 
l.orla on 1st January 1513 were as follows: — 


Plant and Machinery (Depreciation 71 per cent' 
l^oseTopk ( do. 15 do. : 

Carh in H.and , . » 

ErechoM Ltind 

Buddints (Depreciation 2 cent) 
Werk-in-Progrees 

liead Office 


£ ; 
50,000' 

5.000 
200 ' 

5.000 
16,000 ; 
23^500 


108,000 
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The Head Office paj’s all accounts and furnishes the Works with cash required for 
Wages, etc. ; the debits to the Works for the year 1943 were : — 


£ 

Purchases chargeable to jobs * .. .. .. 52,000 

Do. not chargeable to jobs .. .. 6,000 

Cash for Productive Wages - . . . . . 28,000 

Do. Unproductive Wages .. .. .. 5,500 

Work Salaries .. •• •• •• 4,100 

Other Works Expenses .. •• •• 6,500 


£ 102,100 


In addition to the amoimts mentioned above, the Trial Balance of the Head Office 
on 31st December 1943 consisted of the following : — 


£ 

50,000 

100,000 

23,850 


133,500 


5 per cent First Mortgage Debentures .. .. 

Ordinary Share Capital .. •• •• ■* 

Creditors .. •• •• •• •• 48,850 

Goodwill 

Cash at Bankers and in Hand .. .. •• 19,400 „„„„„ 

General Reserve 

Profit and Loss Balance from 1942 .. 

Investments ... 26,500 

Sales .. „„„ 133,500 

Debtors 36,aM 

Salaries and Travelling .. •• •• •• 4,auu 

Rent 1-3™ 

Directors’ Fees .. •• •• •• •• yOOO 

Other Expenses .. •• •• •• •• 

Debenture Interest for Year .. •• •• 4,500 

Interim Dividend on Ordinary Shares . . • • 5,000 

Interest and Dividends on Investments .. 4,'oo 

The Works Invoices to Head Office for ffie year amounted to £m,500,. and the 
Stock-on-hand and Work-in-Progress on 31st December 1943 was £27,300. 

Show the Works " Oncost Account for the year, ffie Balance Sheet of ffie Company 
a, a, is D.“l.b°r 1943, aad Praf., aad la,., 

of a building for a sum ^ ^d’s^were derived from the following sources, viz. Bank 
mg, etc. The necessary fwds w^e Proceeds of Debenture Issue, 

S"°ltdot Ts^f"lowfng“ the details of the transactions:- 

and Rs. 9,000 borrowed trom > debenture moneys received (see 

Octobei- 15th, 19 ^ 3 , from , Bank ; Fumihne purchased October 31st, 1943, 

below) and Rs. 1,000 ^ from Bank; Bank loan repaid June 1st, 1944, with 

Rs. 10,000, with moneys “Orro Securities which were sold for Rs. 50,000' 

balance of debenture 51680. 

stood in the boo , ^ ^ Debentures, and the terms of the issue 

Rs. 1,40,000 was on application (July Ist)^ and the balance payable on 

were 5 per cent deposit pay subscriber in four equal instalments on October 

October 1st, 1943, or at 1943, March 1st 1944, and June 1st 1944; mterest 

1st, 1943 (less deposit), Oec subscription for the Debenture 

payable half-yearly, jjs. 3,60,000 for completion on October 1st and 60,000 

jssue was, say, Rs. 4^0;00^ applicants received one-tliird of the Debentures 

for completiM^ “xcS^^P being retained on account of the balance. 

apphe or, for all the transactions involved to June 30th, 1944, includ- 

Prepare Journal entt or^^ entries to that date assuming that all 

ing interest Payable . also m dates. Calculate interest on Bank Loan - ** 

amounts were received ana paibi 

5Wo per annum. . ^ 
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44. The Bombay Cotton Mills, Ltd., was started with a nominal capital of Eupps 
One Crore divided into 50,000 ordinary shares of Rs. 100 each and 50,000 7% ciunulative 
preference shares of Es. 100 each. Out of these 34,000 ordinary and 17,000 preferenM 
siiares were taken up and the amount of Rs. 100 in all was called per each share. A 
sum of Rs. 12,59,655 however remained unpaid as at March 31st, 1944, on ^otment ana 
calls from several diar Adders and the Secretary of the ^ Company. During the 
the company issued debentures (secured on the Land, Building and Machinery) of 
nominal value of Es. 12,00,000 out of whiA Rs. 8,00,000 were taken up and Rs. 4,00,000 
were paid to the company as a loan on Ae security of Ae debentures. Out of Ac sundiy 
creators of Rs. 17,62,612, Rs. 14,977 were due to merAants on account of stores suppheO, 
Rs. 62,838 on account of wages, etc., Rs. ^1,36,580 due to 'Imperial Bank of India on 
account of OverAaft against Ae security of Ae mvestments and Rs. 5,93,680 due to the 
Adian Bank, Ltdj, on account of Cash Credit secured on Ae hypoAecation of stock. 
The Preference Dividend amounting to Es. 1,06,600 was not paid as Ae mills made a loss. 

The foUowmg are Ae furAer Ledger balances of Ae company as at 31st MarA 

1944 


Es. 

Sundry Creditors .. .. .. .. 17,62,612 

Land and Buildings (Cost Es. 28,23,064) .. .. 2623,064 

Plant and Machinery (Cost Rs. 32,68,081) . . . . 24,88,719 

Book Debts .. .. .. .. .. 65,531 

Unexpired Insurance . . . . . . . . 7,063 

Avestments 6% Bonds of Ae nommal value of 

2,05,000 at cost . . . . . . . . 2,05,062 

Profit & Loss Account (debit) . . . . . . 99,339 

CaA wiA Banks and A hand . . . . . . 42,740 

Stores and spare gear at cost .. .. .. 90,560 

StoA-m-Trade at cost .. .. .. 11,78,616 

Furniture .. .. .. .. .. 2263 


From the above particulars, prepare a Balance Sheet A Ae form prescribed by 
Ae Adian Companies Act. 531 

45. A Company was formed to acquire Ae busmess of X and Y as a going con- 
cern on 1st January. 

The amounts standmg to Ae credit of X and Y were Rs. 9,786 and Rs. 7,6^ 
respectively on this date, and Ae purchase agreement provided Aat 900 fully paid 
shares Aould be Aotted to X and 700 to Y A part consideration for Ae sale, and_ that 
ea A partner Aould receive A cash l/3rd of Ae amount standmg to his credit as 
additional consideration. The Company had a nominal capital of Rs. 50,000 divided into 
5,000 Aares of Es. 10 eaA of whiA 2200 were issued (at a premium of annas eiA^ 
per share and fully suhscnAed) A adAtion to Ae shares allotted to X and Y. 


The agreeroent for sale further provided Aat any bad debts Acurred during Ae 
first year of Ae Company’s existence should be home as to one-third by Ae Company 
and one-Aird eaA by X and Y. 


A addition to any balances represented by Ae above information, Ae foUowAg 
balances v.'erc extractA from Ae hooks of Ae Company on 30A December: — 


StoA, 1st January 

Rates, Taxes and Insurance 

PreAold Premises 

PurAascs 

Purchase Ectums 

Bad Debts 

Plant imd MaAAery 
Taetory Cash Atpr^ .. 
Sale.'! 

Sales Returns 
Discount Account (Debit) 
f vrruture and Fittings 
taenaging Director’s Salary 
OGlct; s-Jarl'rs 



Hs. 

12,752 

IVorfcs Wages 



933 

General S&penses 



9,645 

Motors 



47,862 

Manufacturing Ejcpenses 



951 

Audit and Legal Charges 



348 

AdverfisAg Charges 



3250 

Fuel and Power 


• » 

50 

Carriage on PurAases .- 



9S210 

Carriage on Sales 



1214 

Sundry Debtors 



872 

Sundry Creditors 



1,440 

Bills Payable 



2,000 

CaA at Bank 



6,403 

CaA A Hand 



Rs. 

J221S 

2,621 

3,700 

2295 

327 


6,718 

415 

912 

315 


1C240 

5240 

1220 

3215 

89 
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You are required to prepare Trading and ProEt & Loss Accounts for the 
ended 31st December, and a Balance Sheet as on that date. 


year 


The adjustments necessary are: — 

(a) 10 per cent depreciation to be written off plant and Machinery, 15 per cent 
off Motors, and 5 per Cent off Furniture and Fittings. 

(b) A reserve for Bad Debts is to be created amounting to 5 per cent of the 
Sundry Debtors and reserve for Discounts of per cent on the Debtors (before 
deducting the reserve for Bad Debts) and of 2i per cent on the Creditors. 

(c) Stock on hand on 31st December was valued at Rs. 6,486. 532 


4G, What is meant by the terms " Working Capital ” and “ Capital Debt ”. 
Re-arrange the following Balance Sheet and state the Working Capital or Capital Debts,' 
after carrying out the recommendation of the Directors of a declaration of dividend of 
Rs. 25 per share. What difference would it make if no dividend were declared? 


BALANCE SHEET. 


Liabilities 

Rs. 

Assets 

Rs. 

Reserve Fund 

.. 5,00,000 

Cash at Bank 

.. 4,00,000 

Depreciation Fund 

.. 3,00,000 

Land 

.. 4,00,000 

Sundry Creditors 

.. 4,00,000 

Buildings 

.. 6,00,000 

Dividend Equalisation Fund 

.. 4,40,000 

Stock-in-Trade 

.. 4,00,000 

Loans Unsecured 

.. 8,00,000 

Machinery 

. 28,00,000 

Profit & Loss Account 

.. 7,00,000 

Debtors 

.. 5,40,000 

Share Capital — 20,000 shares 

of 



Rs. 100 each 

. 20,00,000 


• 

, Rs. 

51,40,000 * 

i 


Rs. 51,40,000 




533 


• 47, The Hind Engineering Company obtained the Suburban District Electric license 

at a cost of Rs. 6,300. The Suburban Electric Supply Co., Ltd. was registered with a 
Capital of Rs. 6,00,000 divided into 20,000 shares of Rs. 30 each payable at Rs. 6 on 
application, ]fc. 15 on allotment and Rs. 9 on call. The Company issued 15,000 shares to the 
public which were all subscribed for and duly allotted. The Company took over the 
abovesaid license along with other concessions from the Hind Engineering Company for 
a consideration of 1,000 shares of Rs. 30 each issued as fully paid and of the payment 
for out-pociet expenses incurred in obtaining the license which were not to exceed 
^s. 6,000. By the 30th June 1944 all the Calls were made and the construction work 
Was over. The Preliminary expenses were estimated at Rs. 15,000 and any excess over 
that was" to be borne by the Hind Engineering Company. The Directors decided to 
allocate all expenditare upto 30th June 1944 over Building and Transmission Lines in, 
proportion of the total expenditure on the same. Given below is the Trial Balanbe as on 
30 th June 1044 ; — f 


Allotment 
Call Account 
Stamp and Stationery . . 
Buildings (Cash payments 
Rs. 9,000) .. .. ?• 

Salaries 

Transmission Line (Cash pay- 

ments Rs. 45,000) 

Establishment Charges .. , 

Cost of License and Concessions 
Rent 

Preliminary Expenses .. 
Government Paper at Cost (De- 
posited with Government) 

Fixed Deposit at Bank . . 

Cash at Bank . . 

Cash on hand .. .. . 


Rs. 

24.000 

18.000 
3,300 

96,000 

8.400 

1,89,000 

2,700 

30.000 
3,600 

16,800 

55,200 

90.000 

5.400 
600 


Rs. 5,43,000 


. Rs. 

Share Capital ■ .. .. 4,80,000 

Hind Engineering Co. .. 45,000 

Broadway Company .. 18,000 


Rs. 5,43,000 



1008 


ADVANCED ACCOUNTING 


The building materials are supplied by Broadway Co. who have been ^ready 
credited- and Buildings Accoimt debited for bills amounting to_ Rs. 87,000 and bills mr 
Rs. 24,000 are stiU outstanding. The transmission lines materials are supplied by the 
Hind Engineering Company v/ho have been credited and Transmission Lines Accoimt 
debited for bills amoimting to Rs. 1,44,000 and bills for Rs. 51,000 are still outstanding. 
All these outstanding bills are required to be adjusted.* 

From the details given above, prepare .the statement of Receipts and Payments 
accoimt for insertion in tHe Statutory Report. 

Prepare also a Balance Sheet after making due adjustments in the account of the 
Hind Engineering Company in respect of Preliminary Expenses and out-pocket expenses 
incurred in obtaining the license. 

43. A Limited Company issued £50,000 Redeemable Preference Shares at par on 
1st June 1938, redeemable at the option of the Company on, or after 31st December 1940, 
in whole or in part. The following redemptions were made out of profits; — 

On 31st December 1940, £10,000. 

On 31st December 1941, £lS,000. 

On 31st July 1942, the Company issued £50", 000 worth Ordinary Shares and 
redeemed the remaining Redeemable Preference Shares from the proceeds thereof. 

Give the Journal Entries and the Ledger Accounts concerned, and show how the 
items will appear in the Balance Sheets of each of these yeais. 535 

49. The X, Y, Z Co., Ltd., did not provide Depreciation on their plant and machinery 
Cwhich formed a costly jsset) in their accounts for the year ended 31st December 1943 
and the reasons adduced by the Board for so doing were as under : — 

(11 That .the assets had been maintained in a highly efficient condition, and that 
all repairs and renewals had been charged to revenue ; 

(2) That the present cost of similar machinery had considerably gone up, and 
the book value of the asset appeared at far beneath its current market price ; and 

(3) Tliat the not profit made in the year would not admit of any dividend being 
declared, if any depreciation were charged. 

IVhat arguments would you bring forth to refute the above reasonings ? S3C 

50. Give brief arguments for and against the issue of Bonus Shares by a Limited 

Company, (a) from the view-point of the company, (h) from the view-point of the 
rharehblders. ' 537 


51. The Board of Directors of a company desirous of approaching bankers for a 

Loan, seek to know from you as to the lines on which the bank would ask for informa- 
tion. Draft a report on the same. 538 

52, The Bharat Soap Company, Ltd. issued 71% Debentures for Rs. 7,50,000 at a 

discount of 5% on 1ft January 1940. repayable by annual .drawings of Rs. 1,50,000. The 
repajanents were duly made by means of drawings on Slst December each year. You 
are reejuired to alJocatc the discount on Debentures' to e.ich of the years in sucli a 
manner as would make each year bear its burden in due proportion to the moneys utiJlted 
in that year. 539 


53. Dijcuss briciTy how you would* deal with each of the following items 
(ti) Premium paid on the acquisition of a lease. ' 

ffj) Accrued dividend on tiic purcbn.so of an investment cum. dividend. 

(e) Amount p.aid as compen-atioa for loss of goodv,-ill to a business, on acquisition 
of property for road widening. 

office to tile directors of n company being ab'orhed 

(e) Iiitcrc.,' paid over delay of completion of purch.ase of landed property, 
tf) Cert inciderit.sl to tlic ndsing of mortgage loan. 

<p) Cort of publn,': down an old factory in order to build a new onr In its plsws 

MO 


Ir.co.'TKirated on 1st Ataepirt 1053 for th" purpose of taklRf 
S>.sv», 3 .t { of rumhade mtinufaclurers tarritd by Davis rnd 

. - -*1. ivurebv v price wpi; determined on the basis ef n Balance Steel drawn 
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up as on 1st Februaiy 1943 and the sale agreement provided that the vendors should be 
entitled to 50% of the profits earned prior to incorporation in lieu of interest on the 
unpaid purchase money. 

Accounts were prepared for the year to 1st February 1944, the summarised trading 
results being as follows 


To Materials Consumed 
„ Manufacturmg Wages 
„ Gross Profit c/d. 

Rs. 

.. 57,000 
.. 15,000 
.. 30,000 

By Sales less returns .. 

s 

Rs. 

.. 1,02,000 


Rs. 1,02,000 


Rs. 1,02,000 

To General Expenses 

I, Net Profit 

.. 18,300 
. . 11,700 

By Gross Profit b/d. 

. . 30,000 


Rs. 30,000 


Rs. 30,000 

Furtlier enquiry shows 

that : — 




(o) Tlie general expenses included Directors’ Fees of Rs. 750 and formation expenses 
Rs. 900, 

(b) Sales to the value of Rs. 33,000 were made during the first six montlis of the 
trading period. 

You are required to prepare a statement showing the profits earned prior to and 
^ce -incorporation and the proportion thereof due to the vendors, and to state how the 
Company may deal with the profits earned in tlie respective period. 541 


55. A Limited Company had issued 7A% Mortgage Debentures of the sum of 
Rs. 10,00,000 on 1st February 1932 at a discoimt of 5% redeemable in twenty years at 
par, but with the right to redeem at any time after ten years at premium of 5% upon 
tniee months’ notice being given. The Company gave due notice to exercise its option 
an 1st February 1942. 'iSe Sinking Fund Investments ’oy them amounted to half the 
^ount of the liability and were realised at a premium of 10%. The whole of the 
Debentures were paid off on 1st May 1942, half the amount required being satisfied by a 
Loan on mortgage from the Industrial Bank, Ltd. Show tlie entries relating to the 
redemption and the necessary Ledger Accounts. 542 


56. Explain briefly how you would deal with the following : — 

(a) Conversion of Gas Plant to Oil Fuel Plant for generation of electricity ; 

(b) Structural alterations to Buildings; and 

(c) Stack and madiinery appearing in the books at Rs. 60,000 and Rs. 36,000 having 

been destroyed by fire, Rs. 65.000 and Rs. 38,000 respectively were received 
by way of insurance money. 543 

iMALGAMATION & BECONSTBXJCTION 

December 31st, 1943, the Balance Sheet of the M. 


57. On 
ollows : — 

Liabiltties. , 

Nominal Capital, £ 20,000 divided 
into 10,000 6 % Cumulative Pre- 
ference Shares of 

10.000 Ordinary Shares or 
each 

’aid up Capital— - 

6.000 Ordinary Shares 
6,000 Preference Shares 

: per cent Debentures .. 

Jundry Creditors • • 

tills Payable .. 
tank Overdraft 


Co., Ltd., was 


£ 


£ 

6,000 

6,000 


12,000 

3.000 

5.000 

3.000 

4.000 


£ 27,000 


I , , Assets 

Land and Buildings 
Plant and Machinery 
Tools and Utensils 
Stock ' , 

Sundry Debtors" 

Bills Receivable 
Cash 


£ 

2,000 

5.000 

1.000 

7.000 

3.000 
900 
100 

8,000 
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It was decided to reconstruct the Company, and for this purpose, another Company, 
called the M. (1944) Co., Ltd., was registered with a Capital of £20,000, divided into 
8,000 Ordinary Shares of £1 each, and 12,000 7 per cent Preference Shares of £1 each 
to take over Assets and Liabilities of -the M. Co., Ltd. 

The Debenture-holders in the M. Co., Ltd., agreed to accept 7 per cent Cumulative 
Preference Shares in the M. (1944) Co., Ltd., in exchange for their Debentares. 

The Preference Shareholders in the M. Co., Ltd., were to receive one Preference 
Share in the M. (1944) Co., Ltd., for every three ^ares held by them in the M. Co., Ltd. 

The Ordinary Shareholders were fb be allotted one Ordinary Share, 15s. paid, in the 
M. (1944) Co., Ltd., in exchange for every four shares held by ftem in the M. Co., Ltd. 

The Costs of the liquidation of the -M. Co., Ltd., were paid by the M. (1944) 
Co., Ltd. 

Give the Jovumal entries necessary to record the above transactions in the books 
of the M. Co., Ltd. ^Chartered Accountants.) 544 . 


58., On Ist January 1944, the “A” Co., Ltd., took over the Assets and Liabilities 
of the “B” Co., Ltd., on the following terms: — 

For every £1 share fully paid in the “ B ” Co., one £1 share, 15s. paid, in - the 
*' A ” Co., was to be allotted, and for every £100 Debenture in the “ B ” Co., £90 4% 
Debenture_ Stock in the “ A ” Co. 

The Balance Sheet of the “B” Co., on 1st January 1944 was: — 


Liabilities £ 

Paid up Capital — 

25,000 Shares of £1 each .. 25,000 

150 4% 1st Mortgage Debentures 
of £100 each . , . . 15,000 

Sundry Creditors .. .. 6,000 

Profit & Loss Accormt, Balance . . 200 


£ 46,200 


, Assets , £ 

Land and Buildings . . . . 5,000 

Plant, Machinery & Tools . . 17,500 

Stock-in-Trade . . . . 10,000 

Sundry Debtors and Bills 

Receivable . . . . 13,500 

Cadi in hand and at Bank .. 200 


£ 46200 


Draft the Journal entries for recording these transactions in the books of the 
A ” Co., and also of the “ B ” Co., and dose the books of the “ B ” Co. All expenses, 
including liquidation of the “ B ” Co., were paid by the “ A ” Co. 

(.Chartered Accountants.) 545 

59. The ^bert Co., Ltd., and the Brown Co., Ltd., (both Private Companies) - 
amalgamate their business in the following manner : — ' 

A holding company called the Xavier Co., Ltd. was registered on 1st July. 1943 with 
a capital of Rs. 30,00,000 divided into 2,00,000 shares of Rs. 15 each to purchase all the 
ordinary shares of both companies. Martin, the Managing Director of the Albert Co., Ltd., 
and Newton, the Managing Director of the Brown Co., Ltd., each took up and paid 
for 1,000 shares. 

The issued capital of the Albert Co., Ltd., consisted of 75,000 ordinary shares of 
Rs. 15 each fuly paid, and 60,000 preference shares of Rs. 15 eadi fully paid. The issued 
capital of tlie Brown Co., Ltd., consisted of 40,000 ordinary shares of Rs. 15 each fully 
paid. 

The Albert _Co., Ltd. shareholders received* one 15 rupees share" fully paid in the 
Xavier Co., Ltd., in exchange for each of their ordinary shares. 

The Brown Co., Ltd. shareholders received one and a half shares of Rs. 15 each 
fully paid in exchange for each of their ordinary shares. 

The formation expenses of the Xavier Co., Ltd., which amoimted to Rs. 21,000 
were paid out of Cash received from Marlin and Nevrton for shares taken up by them. 

Make the entries in the books of the Companies (where necessary) to give effect 
to the above arrangements, and set out the Opening Balance Sheet of the Xavier Co., Ltd, 

54G 

60. Two Companies carrying on similar business decided to amalgamate as and 
trom jst January' 1944. 

Their respective agreed Balance Sheets were as follows: — 
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S. COMPAI^ LIMITED, BALANCE SHEET 
As on 31st December 1943 


■> Liabilities Rs. 

750 Ordinary Shares of Rs. 100 each 75,000 . 
Sundry (Creditors .. .. 3,500 

Reserve Fund .. 5,500 

Front & Loss Account . . . . 2,000 


Rs. . 86,000 


Assets Rs. 

Freehold Land & Buildings .. 12,000 

Plant & Machinery (less Depre- 
ciation) . . , . 19,500 

Stock ., .. .. 15,000 

" Sundry Debtors .. .. 8,000 

Cash in hand and at Bank . . 1,500 

Goodwill . . . . 30,000 


Rs. 86,000 


R. COMPANY LlhOTED, BALANCE SHEET 
As on. 31st December 1943 


„ Liabilities Rs. 

500 Ordinary Shares of Rs. 100 each 50,000 
Sundry Creditors .. .. 3,500 

Depreciation Fund .. ,, 2,500 

Profit & Loss Account 2,500 


Rs. 58,500 


Assets Rs. 

Plant and Machinery .. 25,000 

Stock . . . . 12,000 

Sundry Debtors .. .. 6,000 

Cash in hand and at Bank .. 500 

Goodwill . . . , 15,000 


Rs. 58,500 


In the case of S. Company, Limited, which has been in existence for several 
years, Plant and Machinery have been regularly depreciated, but in the case of R. 
^mpany, Limited, which only commenced business on the 1st January 1943, Plant and 
Machinery stand at cost, and depreciation has been provided by means of Depreciation 
Fund. 


It is agreed that the ■ combined Company shall take over the assets (including 
Goodwill) and discharge the liabilities of each Company on the basis of figures in their 
regiective Balance Sheets as shown above. 

The Capital of tfie combined Company was Rs. 2,00,000 divided into 10,000 Ordinary 
Shares pf Rs. 10 each and 10,000 6 per cent Cumulative Preference Shares of Rs. 10 
each. 


The combined Company issued 1,500 Ordinary Shares at par for cash, and agreed 
to allot to each shareholder in the S. and R. Companies five Ordinary and five Preference 
Shares of Rs. 10 each fully paid, in exchange for each Rs. 100 Share held by them, 
and to discharge the balance in Cash. 

Draw up the Balance Sheet of the combined Company, after the above transactions 
have been completed, and show what each shareholder in the S. and R. Companies would 
receive in shares of the new. Company and in cash. ^ 5^7 


G1 On 1st January 1944, the Swadeshi Company, Limited, took over the Assets 
and Liabilities of the Foreign Company, Limited, on the following terms 

For every Rs. 100 share fully paid in the Foreign Company, Limited, one Rs. 100 
share, Rs. 75 paid, in the Swadeshi Company, Limited, was to be allotted and for every 
Rs 100 Debenture in the Foreign Company, Linuted, Rs- 90 4% Debenture Stock in the 
Swadeshi Company, Limited (which the Debpmre-holders of the Foreign Company, 
Limited, agree to accept in full settlement of their Debentures). 

The Balance Sheet of the Foreign Company, Limited, on 1st January 1044, was;— 
Liabilities 
Paid up Capital-- 
250 Shares of Rs. lOO each . . 

150 4% 1st Mortgage Debentures 
of Rs. 100 each 
Sundry Creditors , 

Profit & Loss Account— Balance . . 


Rs. 

25.000 

15.000 

6,000 

200 


Rs. 46,200 


Assets 
Land and Buildings 
Plant, Machinery and Tools 
Stock-ia-Trade 
Sundry Debtors and Bills 
Receivable 

Cash in hand and at Bank 


Rs. 

5,000 

17.500 

10,000 

13.500 
200 


Rs, 46,200 
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Draft the Journal entries for recording these transactions in the hooks of the 
Swadeshi Company, Idmited, and also of the Foreign Company, Ldmited. JUl e^qjenses 
including liquidation of the Foreign Company, Limited, were paid by the Swadeshi 
Company, limited 548 


62. On 31st December 1943, the Balance Sheet of the National Engineering Com- 


pany, Limited was as follows : — 

Capital & Liabilities Rs, 

Nominal Capital — 

1,500 6% Cumulative Preference 
Shares of Rs. 400 each. . . 6,00,000 
1,500 Ordinary Shares of Rs. 400 
each .. .. >. 6,00,000 


Rs. 12,00,000 


Rs. 

Paid up Capital — 

1,200 Cumulative Preference 
Shares fully called .. 4,80,000 

800 Ordinary Shares ftiUy called 3,20,000 
5 per cent Debentures . . 4,00,000 

Sundry Creditors . . . . 3,50,000 

Bills Payable .. 70,000 


Rs. 16,20,000 


Assets 

Rs. 

Goodwill 

.. 1,20,000 

Land and Building 

... 1,20,000 

Plant and Machinery 

1,80,000 

Loose Tools 

. . 20,000 

Stock 

.. 4,20'.000 

Sundry Debtors 

.. 2,20,000 

Bills Receivable 

. . 54,000 

Cash at Bank 

.. 6,000 

Profit & Loss Account — 

.. 4,80,000 

Dr. Balance 


Rs. 16,20,000 


It was decided to reconstruct the Company, and for this purpose, another company 
called the New United Engineering and Building Company, Limited, was registered with 
a Capital of Rs. 12,00,000 divided mto 2,000 7 per cent Cumulative Prefeience Shaies of 
Rs. 400 each, and 1,000 Ordinary Shares of 400 each, to take over the assets and 
liabilities of the National Engineering Company, Limited. 

The Debenture-holders in the National Engineering Company, Limited, agreed to 
accept 7 per cent Cumidative Preference Shares in the New United Engineering and 
Building Company, Umited, in exchange for Rieir Debentures. 

The Preference Shareholders in the National Engineering Company, Limited, were 
to_ receive one Preference Share in the New United Engineering and Bididing Company, 
Limited, for every three shares held by them in the National Engineering Company, 
limited. 


The Ordinary Shareholders were to be allotted one Ordinary Share Rs. 300 paid in 
the New United Engineering and Building Company, Limited, in exchange for every 
four shares held by them in the National Engineering Company, Limited. 

The cost of liquidation of the National Engineering Co., Ltd., was paid by the 
New United Engineering and Building Co., Ltd. 

Give the Journal entries necessary to record the above transactions in the boolcs 
of the National Engineering Company, Limited ; show also the opening Balance Sheet of 
the New United Engineering and Building Company, Limited. (B. Com.) 549 


63. The Balance Sheet of the Coasting Trade Co., Ltd., as at 31st December 1943 
was as follows : — 


Liabilities 
Share Capital; — 

1.00. 000 Preference Shares 
Rs. 10 each 

2.00. 000 Ordinary Shares 
Rs. 10 each 

Debentures 

Creditors 

Insurance Reserve 
General Reseri’e 
Profit & Loss Account 


Rs. 

of I 

.. 10 , 00,000 ! 
of j 

.. 20 , 00,000 i 
.. 12 , 00,000 
.. 1,45A23 1 
5.577 ! 
.. 1,08,823 
47,770 


Rs. 45,07,093 


Assets 

Freehold "Works, Plant 
Machinery 
Freehold Estate 
Shares in other Companies 
Steamers 
Rolling Stock 
Furniture 
Stocks 
Debtors 
Banlt 
Cash 


Rs. 

and 

. 36,02.474 
. 1,06,760 
. 1,34,807 
. 1.64,453 
. 1^8,721 
1.216 
. 1,37,051 
. 93,657 

. 1,37,216 
1,338 


Rs. 45,07,693 
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, . A scheme for the reduction of the capital, approved by the court was adopted by 
a ^ ■?. ■written, off the preference shares, and Rs. 6 per share 

off the ordmaiy shares. The scheme provided for the undermentioned reductions in 
the assets : — 

Freehold 'Works by ^s. 15,72,013 ; Freehold Estate by Es. 6,761 ; Shares in other 
<;ompames by Rs. 62,610 ; Steamers by Rs. 40,453 ; RoUing Stock by Rs. 33,721 ; and that 
me General Reserve should be e.xtinguished and the difference be transferred from 
Profit and Loss Account. You are required to draft the Balance Sheet of the Company, 
after carrying out the terms of the scheme, as set out above. 550 

\ 

64. The Balance Sheets of the Aeroplanes, Ltd., for the three years ended 31st 
December 1943, were as follows: — 


LiahUiliea 

31-12-41 

31-12-42 

31-12-43 

Assels 

31-12-41 

31-12-42 

31-12-43 


Rs. 

Rs. 

Rs. 


•Rs. 

Rs. 

Rs. 

Share Capital ... 

10,00,000 

10,00,000 

10,00.000 

Building & 




Creditors 

30,000 

30,000 

30,000 

Plant 

3,80,000 

4,00,000 

4,00,000 

Reserves 

2,00,000 

2,20,000 

2,40,000 

Dobtora 

1,10,000 

1,20,000 

80,000 

Profit & Loss 




Stoek-in-Trade 

6,30,000 

6,20.000 

7,00,000 

Aooonnt 

60,000 

60,000 

60,000 

Goodwill 

1,40,000 

1,40,000 

1,20,000 

, 




Cash 

30,000 

30,000 

30,000 

Rs. 

12,90,000 

13,10,000 

13,30,000 

Rs. 

12,90,000 

13,10,000 

13,30,000 

Net Profits after providing for Deprecl 

ation, Taxation 




and Directors’ 

Fees, but before appropriation to 

Rs. 

Rs. 

Rs. 

Reserve 

* 


• • 

2,00,000 

1,90,000 

2,50,000 


Upon a scheme for amalgamation, the Buildings and Plant and Stocks are to be 
■valued by independent Valuers while Goodwill is to be valued by ascertaining the true 
, '•Capital “ employed ” in the business during the three years and the Goodwill' calculated 
tipon the super profits after allowing 9 per cent on the average Capital “employed.” 

The valuations were as follows ; — 


Rs, Rs. Rs. 

Buildings and Plant .. 5,95,000 0,18,000 6,20,000 

Stock-in-Trade .. .. 6,50,000 6,40,000 7,40,000 

(a) - Adjusting the Balance Sheet figures by those of the Valuations show the 
Capital “employed” during each of the three years. 

(b) Ascertain the Goodwill on the basis of seven years’ purchase of the average 
super profit on the 9 per cent basis (assuming no adjustments of the profits 
to have been necessary). 

(c) Show the total value of the business for the purpose of the amalgamation as 

at Slst December 1943. - - 551 

65. The following are Balance Sheets of two Companies, A and B, on 30th June 

1944 


Share Capital, fully paid . . 



’£ 

.. 149,500 

£ 

Forfeited Shares Account 



.. 125 


Debentures 



.. 40,000 


Plant and Machinery 




37,500 

Freehold Property 




43,000 

Bank Account 




2,000 

Goodwill 




40,000 

Sundry Creditors 



5,875 


Sundry Debtors 



25,000 

Stock 



.. 

68,000 

Profit and Loss Account 



. . 20,000 

1 




£ 215,500i 

215,500 . 
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(B) Share Capital 
Debentures 
Calls in arrears 
Plant and Machinery 
J’reehold Property^ 
Debtors and Creditors 
Stock 

Profit and Loss Account 
Goodwill 


£ 

£ 

. . 40,000 

¥ 

3,000 


.. 

500 


2,500 


2,000 

.. 25,000 

22,500 


18,000 


16,500 

•• 

6,000 

£ 68,000 

68,000 


Company “A” deddes to take over Company “B” and a^ees to dischar^ 
liabilities and debentures and take over all the assets, the consideration being 
cash and £30,000 shares in Company “A” issued as fully paid up The c^s in arreaM 
are worthless, and the shares were forfeited by the directors of Company “ B ” pnor to 
amalgamation. Company “ B ” is to pay costs of liquidation. 

Draw up a Balance Sheet of the new company as the result of the incorporation. 

(Incorporated Accountants.) 


GG. You are instructed to open the books of J. J. Hallibimton (1944) Limite^ who 
purchased the asset of J. J. Halliburton, Limited, for £15,000, as to £10,000 in cadi ana 
as to £5,OO0 by allotment of 5,000 £1 fully paid shares. 


The assets purchased were: — 


£ 

Freehold Premises . . . . . . . . 4,050 

Stock .. .. .. .. .. 5,800 

Book Debts .. .. .. 5,950 

Patents . . . . . . . . 750 

Goodwill 1,450 


The Company allotted £12,000 Ordinary Shares (included in which were fte 5,000 
Shares to the Liquidator of the old Co.) . The diares allotted for cash were paid for as to 
10s, on application and 10s. on allotment. 

The Company raised £2,500 on Mortgage of the Prenuses, and £2,500 upon 
Debentures secured by a floating charge. 


Journalise and open the books of the Company. 

(Incorporated Accountants.) 


553 


C7. The following are the Balance Sheets cn 31st December 1943, of the Metro- 
politan Company, Ltd., and the Neopolitan Company, Ltd., respectively. 


METROPOLITAN CO., LTD. 


Liabilities Rs. 

Capital, 1,00,000 Shares, Rs. 20 
each fully paid .. .. 20,00,000 

Sundry Creditors .. .. 3,31,380 

Reserve . . . . 1,71.200 

Profit & Loss, balance .. 3,28,800 

Rs. 28,31,380 


Assets 

Freehold Premises 
Machmery and Plant 
Sundry Debtors 
Stock ^ 

■ Cash in Bank and in hand 


Rs 

4,50,000 

6,53180 

4,93.640 

7.72,800 

4,61,760 


Rs. 28,31,380 


I^OPOLTTAN CO., LTD. 


Liabilities Rs. 

Capital, 6,000 Shares, Rs. 100 each 
fully paid .. .. 6,00,000 

Sundry Creditors .. .. 2,05,400 


Assets 

Machinery and Plant at 
Simdry Debtors 
Stock 

Cash at Bank 
Profit fit Xioss, balance 


cost 


Rs. 

4,44,800 
1,24980 
. 1,88,460 
2,580 
. 44,580 


Rs, 8,05,400 


Rs, 8,05,400 
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It is agreed that the business shall be amalgamated by the. Metropolitan Company 
piu'chasing the Neopolitan Company as on 31st December 1943, on the following basis 

(1) _ A dividend of 15 per cent to the shareholders of the Metropolitan Company 
’to be declared prior to the amalgamation. 

(2) The Metropolitan Company to take over the assets of the Neopolitan Com- 
.pany, the consideration being: — (a) Tlie payment of the liabilities of the 

' Neopolitan Company; (b) the paynjcnt of the costs of amalgamation; (c) 

^ the issue to the Shareholders of the Neopolitan Company of seven fully 

paid shares of Rs. 20 each in the Metropolitan Company for every two 
fuUy paid shares in the Neopolitan Company, 

O^e costs of amalgamation amounted to Es. 24,120. The floating assets of the 
^Neapolitan Co. were worth the values stated on the Balance Sheet. Draft the Journal 
entries recording the purchase in the books of tl.e Metropolitan Co., and set out the 
Balance Sheet of the Metropolitan Co,, after the ainalgamation, valuing Neopolitan Co.’s 
machinery at a figure as would maintain the intrinsic value of the Metropolitan Co.’s 
shares after amalgamation same before the amalgamation but after the declaration 
of the Dividend. Give also Neopolitan Company’s closing entries taking Metropolitan 
Co.’s shares at their intrinsic value as per the Balance Sheet on 31st December 1943, 
after the declaration of the abovesaid dividend of 15 per cent. 554 


68. The Statement of Liabilities and Assets of a Company under liquidation is 
as follows : — 


Liabilities 


Rs. 

Assets 

Rs. 

Preference Share Capital, 

5,000 


Freehold Property 

. . 50,000 

Shares of Rs. 15 each 

75,000 

Leasehold Property 

.. 25,000 

Ordinary Share Capital, 

10,000 


Stock 

.. 75,000 

Shares of Rs. 15 each 

1,50,000 

Debtors (estimated to 

produce) 1,15,000 

Mortgage Debentures- 
Trade Creditors 

Loan Creditors (secured 

by 

50.000 

75.000 

Investments valued at 

. . 35,000 

3,00,000 

charge on ^Investments) 

25,000 

Deficiency 

.. .. 75,000 


Es. 

3,75,000 


Rs. 3,75,000 


It is proposed to reconstruct the company and the following are the main lines of 
reconstruction-: — 

(1) The creditors holding Investments as' socarity are proposed to be paid off in 
cash, but the Investments held by them are not to be realised. 

(2) The trade creditors agree to receive 8 annas in the rupee in cash and the 
balance in fully paid preference sliarcs in 4iie reconstructed company. 

(3) Cash Working Capital to the extent of Rs, 9,250 is considered sufficient. 
Further cash has to be provided by, the reconstructed company to meet the 
Liquidation and Reconstruction Expenses amounting to Rs. 3,250. 

(4) ' The holders of Preference and Ordinary Shares have agreed to take up the 

respective shares of the reconstructed company which arc to bo issued to 
them as partly paid, and to pay the remaining balance in cash (to make 
up -Ae casli required for carrying out the scheme) and thus make up their 
shares fully paid up. Show the metljod of reconstruction by which the 
scheme should be framed, involving tlic raising of necessary cash. 

Draw up Uie Balance Sheet of t.ic reconstructed company. 555 


GO. The Balance Sheet of the Q Company, Ltd., as at 30th June 1943, stood as 


follows : — 

LiahSIitics 

Rs. i 

Freehold Land 

Assets 

Rr. 

• Authorised Capital : — . 

f 

& Buildings 

.. 2, .50,000 

2.500 793 Cumulative Prefer- 5 

Plant, 

. « 

.. 1,00.000 

cncc Shares of Rs. 100 

each 2,50,000 ; 

Stock 

„ , 

.. 1,50.000 

7,500 Ordinary Shares 

of 

500 Ordinary 

Shares in 

the 

Its, 100 each 

.. 7,50,000 J 

L Co., Ltd, 

• • 

.. .';o,ooo 

Debtors 

« 4 

.. 3,00.000 


Rs. 10.00*000 j 

t 

Cash at Bank 

* * 

i 1 

.. 1,00^100 
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Rfl. ! 

Subscribed and paid-up Cfipllnt:— • 

1,000 7'"c CumulnVive Prefer- ’ 

cncc Shares of Rs, IW er.tli 1,00,000 . 

5,800 Ordinary Share-, of Rs, 100 • 

cncli • * * • 5,80,000 \ 

1 

ItA 

C, 80,000 S 

Lc-'s calls in arrean; .. 5,000 J 


6,75 OCO ■ 

Loan.s Secured .. 15,000 i 

Mortgage Df-bcnlures .. 1.00,009 

Trade Crcdilom .. .. CO.OOO | 

Profit li Loss Account .. 1.00,000 ; 


Rs. 9,50,000 1 

Rs. 9,50.000 


On thp Kimc date tlie (ollowin,; wr.’S the position of the L Company, Lid., and of 


M-and N:— 






L Co.. 

M f. K 


L Co , btL 
R-. 

.M A X 


U-. 

n-i. 



Cipital ; — 

600 8'i Profo-euco Shares 

1 

{ 

'j,f>o,non 

TrfV'Wtl UnlM* 

ui ^ rj’)/* »{) 

lO.CKtO 
60,000 
80,00' I 
.'JO.O'HI 
60,009 

of R« 100 oarli ... 

60.00 J • 


I'lnat 

... •tO.dO) 

600 Ordinary ShartM of 

Rh. 101 ) o-ich 

60,000 ' 


Ht'wl 

Debt ors 

70,0<J0 
... 7O,C>0D 

Ro«orve Pond 

16,000 


Cnslt 


BjidI: Ovordndt 

i!,'i,0"0 \ 





Cretlilors 

CO.O'iO i 

10,000 




Profit and bo's Account ... 

10.000 . 




Rk. 

2,10,000 

2.80,000 


R-. 2,10,000 

*' ".OO.OOf) 


The B^o Preference Sliarcs of tlic L Co., Ltd. had preference as to Capital, hut did 
not participate in Uic profits beyond the fixed 89ci dividend. All the ordinary 
held by tlic Q Co., Ltd. Tne Capital of hi and N vras, M Rs. 1,50,000 and N. Rs. l.OO.Ow- 


The market values of the shares were; — 


Q Company, Limited, Preference 
Do. Ordinary 

L Company, Limited, Preference 
Do. Ordinary 


Rs. n. p. 

.. 112 8 0 
.. 150 0 0 
.. 125 0 0 
. . Not quoted 


The Q Co., Ltd. absorbed the other two concerns on the foUovdng terms , 
L Co., Ltd. — ^Tlicy bdught the whole of the assets, other tlian tlie freehold land an 
buildings, for Rs. 1,15,000, payable as to Rs. 55,000 by the issue of 550 Preference Shwe , 
and as to the balance by cash. The Q Co., Ltd. hod to discliargc the liabilities of L y 
Ltd. in addition to the above consideration. By agreement, the holders of the 
ence Shares in the L Co., Ltd. were to receive in exchange 550 Preference 
the Q Co., Ltd., referred to above (each holder of ten 8% Preference Shares in the U ^ 
Ltd., to get eleven 7% Preference Shares in the Q Co., Ltd.). . . 

M and N. — Tliey acquired the whole of the assets of M and N (otb?n cash) 
for Rs. 2,30,000, M and N had out of this sum to discharge their own liabilities. 

The Rs. 2,30,000 was to bo paid as to Rs. 80,000 in cash, the balance as to Rs. 
by the issue of 800 Preference Shares of Rs. 100 each (the market value of f 

Rs. 112-8-0), and as to the balance of Rs. 60,000 by the issuo of 400 Ordinary Shares 
Rs. 100 each (whose market value was Rs. 150). ' 'ten 

The Q Co., Ltd., took the opportunity* at the same time to offer the balance . 
Preference Shares pro rata to their existing shareholders at Es. 110 per diare, pay 
Rs. 60 (including the premium) on application and Rs. 50 on allotment. 170 shares w 
applied for and 150 allotted, the deposits received on the 20 shares being returned. 

required to (1) Show the entries necessitated h” the above in the hooto o 
the Q Co., Ltd. ; (2) Draft the Balance Sheet of the Q Co., Ltd., after the above absorpti > 
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property 

556 


and (3) Close the hooks of the L Co., Ltd., assuming that the freehold 
realised Rs. 25,000, and that the cost of liquidation t mounted to Rs. 5,000. 

DEPARTMENTAL AND BRANCH ACCOUNTS 

70. The Metal Toys, Ltd., has a Nominal Capital of 30,000 Shares of Rs 10 each 
and a Subscribed Capital of 16,000 Shares, fully paid up. ^ It manufactures goods for sale 
at its two branches at Calcutta and Delhi, which sell no goods other than those of the 
company’s manufacture. From the following Trial Balances extracted from the books of 
the Head Office in Bombay and branches as on 30th September 1943, prepare for sub- 
mission to the directors. Trading and Profit and Loss Accounts for the Head Office and for 
each of the branches for the year ended 30th September 1943, and a Balance Sheet of the 
Company as a whole as on that date. 

Notes.— S tocks on hand value'd as on' 30th September 1043, were: 

Rs. 

. Head Office-— Bombay • . . . . . . 21 054 

Branch — Calcutta . . . . . . 6 050 

„ —Delhi ' .. .. .. 3^854 

Write off the following depreciations : — 

Head Office Plant and Machinery . . . . 10% 

Furniture and Fixtures, Head Offi.ce . . 5% ‘ 

„ Calcutta Branch , . 5% '' 

„ „ Delhi Branch .. 5 % 

Create a reserve for Bad Debts of 2J% on the Sundry Debtors. Write off Rs 10 ODli 
from Goodwill and carry Rs. 20,000 to Reserve. All carriage on the Boodq ion* 
branches is paid by the Head Office. 

THE METAL TOYS, LTD. 


TRIAL BALANCE 

as at ZOth September 1943 



Bombay 

Caloutta 

Dellii 

Bombay 

Calcntla Delhi 

Freehold Premises : — 

Rs. 

Rs. 

Rs. 

Rs. 

Hs, T?« 

Bombay 

80,000 




xvs. 

Calcutta 

20,000 





Delhi 

20,000 





Goodwill 

60,000 





Plant & Mnohinory, Bombay 

10,000 


<> 



Fnrnituro and Fixtures : — 






Bombay 

1,000 




j 

Caicutta 

1,400 





Delhi 

1,000 





Cash at B.ank 

13,580 





Cash in hand 

28 

ICO 

7C 



Stock in hand, Ist Oct 1942 

22,490 

5,024 

3,900 



Purchases Ics^s returns 

1,30,180 





Wages 

79,302 

4,838 

5,244 : 



Salaries 

3,000 

490 

652 



Carriago to Branches 

3,034 





Taxes 

046 

884 

658 



General Expenses 

1,034 

4,032 

3,592 1 



Goods from Hoad Office 


1,88,3.34 

88>C34- 1 



Bad Debts 


3, IOC 

1,404 



Sundry Debtors 


19,240 

10,740 



Incomo-tax 

880 





Directors’ Fees ... 

2,000 





Audit Foes 

210 





Calcutta Current Account 

001 





Delhi „ ,, 

Share Capital 

0,700 



1,60,000 


Sundry Creditors 




22,494 

hOS2 1^094 

Goods to Calcutta 




1,83,334 


„ „ Delhi 




SS,."34 


Sales /'sj returns 



j 


2,25,034 1,07,OSO 

Profit and Loa? Account— bal.anco 



I 

4,34S 


Hoad Office Cnrront Account 





'■'01 C,70S 
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71. A bu^ess is carried on in three separate departments. Expenses not ^ecQy 
chargeable to any department are apportioned, one-balf to A, three-tenths to B one- 
fifth to C. From the follo\ving partitiulars, prepare Trading and Profit ^d Loss Accon^ 
of the three departments (in columnar form), showing the gross and iiet profits, and tne 
percentages hereof and of the totals to turnover, exclusive of inter-departmentai 
transactions: — 


Stock on hand, 1st January 
Do. 31st December 

Outside Sales for the year 
"Wages 

Outside Purchases 
Salaries 


A. Dept. 

B. Dept 

C. Dept. 

Rs. 

Rs. 

Rs. 

. 17,820 

5,600 

1,250 

- 19,360 

4,710 

3,160 

. 1,11,740 

56,130 

48,510 

. 27,400 

13,280 

9,150 

12,560 

. 40,410 

15,370 

9,450 

5,720 

4,160 


Inter-Departmental Sales — A to B. Rs. 9,040 ; A to C, Ks. 4,8E0 ; B to A, Rs. 11,260; 
B to C, Rs. 2J.90 and C to A, Rs. 3,480. Management Salaries, Rs. 12,000 ; Rent and 
Taxes, Rs. 14,600 ; Insurance, Rs. 2,100 ; Horses, Vans, etc. Expenses, Rs. 8,700 ; Postage 
and Telegrams, Rs. 1,100; Bad Debts: A, Rs. 2,760, B, Rs. 1,430, C, Rs. 2,240; Sun^ 
E:q)enses, Rs. S,300 ; Depreciation written off, Rs. 7,400 ; Stationery and Printing, Rs. 2,600 ; 
and Advertising, Rs. 4,500. 558 


72. The Calcutta Iron Works, Ltd. had two departments : (1) a Manufacturing 
Department and (2) a Retail Department for the sale of general engineering sundries. 

The Company was a private one, the shares being held by M and his fanuly, with 
the exception of 1,000 shares eadi held by N and O. 

The Capital of the Company tvas Rs. 2,00,000 divided into 20,000 shares of Rs- 
each, all issued and fxiHy paid. 


M was chainnan of the Company, and N and O were directors and managers. 

The Artides provided that M should have Rs. 5,000 per annum remuneration, and 
that ITs salary should be Rs. 6,000, and O’s Rs. 4,500 per aimum. 

The net profit of each year, after paying the above salaries, was to be applied 
as follows : — (1) In payment of a dividend of on the paid up capital of the company ", 
(2) of the balance, 20% to N and 15% to O, as additional remuneration ; (3) the balance 
then remaining to be applied as decided by the shareholders -in General Meeting. 


The following were the balances standing in the books of the company on 31^ 
December 1943. Prepare therefrom Trading Accounts of the two departments, and Prom 
and Loss Account for the year ended .31st December 1943 showing the percentages which 
the gross and net profits hear to the turnover of each department and the total together 
with the Balance mieet as at that date: — ^ 


Capital: — 

Machinery, Fixed & Loose Planh 
Tools and Stock-in-Trade 
(VTorks) at 1st January 
Stoclr-in-Trade (Retail) 1st Jan. 
Sundry Debtors 
Sundry Creditors 
Rents & Insurance (Works) 
Purcliascs 
Carriage £- Freight 


Office Salaries 
OiTicc Expenses 
SVics 
Sales 


(Retail) 


Rs. 

2,00,000 


60,000 

50.000 
1,00,000 

15.000 
4^0 

80.000 

5.000 
65000 

3.000 
L200 

1.98.000 

3.50.000 


Purchases (Retail) 

Carriage ( „ ) 

Wages ( „ ) 

Office Salaries ( „ ) 

Office Expenses ( „ ) 

Rent & Insurance ( „ ) 

Income-tax 
Interest on Investments 
Bardc Interest Jess commission 
Profit & Loss Account (Cr. Bsl.) 
Reserve Fund 

Investments — War Loan at cost 
Cash in hand 
Cash at Bank 


Rs. 

2,80,000 

10000 

8.000 

3,000 

3000 

2.500 

3.500 

1.500 
2000 

12.000 

50.000 

50.000 
1,500 

93.000 


•s , J 

-Ji Machinery. Fixed and Loose Plant, Tools and Stock at fite Worte 

certified by N, was Rs. 61,500. The value of (h^ 
titock-in-lrado of the Retad Department, as taken and certified by O. was Rs, 52,000. 
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Svtndry Debtors 
Sundry Creditors 
Cash in hand 
Fixtures, Furniture, etc. 

Stock at Ist July 1943 
'■ Goods from Head Office 

Goods returned to Head Office 

Purchases 

Sales 

Wages and Salaries 
Trade Expenses 
Head Office Account 
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Rs. I 

Rs. 

.. 24,000 


•• 

•17,200 

.. 3,800 


. . 12,500 


. . 4,500, 


,, 68,000 


•• 

4,500 

.. 1,32,900, 


! 

2,25,000 

. . 11,000 


10,500| 


1 

20,500 

Rs. 2,67,200,' 

2,67,200 


-^The closing Stock on 30th June 1944 was Rs. 5,200. Pass necessary Journal entries 
to incorporate the above figures in the Head Office books and show the Branch Account 
and the Branch Trading and Profit and Loss Accoimt. 560 


74. An Ahmedabad Firm has a retail branch at Bombay which is mostly supplied 
with goods by the Ahmedabad Head Office. The Bombay Branch keeps its own books. 
The entire cash received by the Bombay Branch is remitted every week to Ahmedabad 
Office after making all payments and keeping in balance not more than Rs. 500. Given 
below are the particulars relating to the Branch : — 


Cash on hand on 1st July 1943 
Debtors, 1st July 1943 
Stock, 1st July 1943 
Local Creditors, 1st July 1943 


Rs. 

490 

12,271) 

7,200 

500 


Transactions during the six months ending 21st December 1943 : 


Local Purchases 
Local Returns Outwards 
Payments to Local Merchants 
Credit Sales . . 

Returns Inwards 

Cash received on Ledger Accormts 
Cash Sales •• 

Goods received from Head Office 
Rent and Office Expenses 
Wages 

Bad Debts ^ •• 

Allowances to Debtors 
Cash remitted to Ahmedabad OHice 
Stock on 31st December 1943 


Rs. 

1,000 

200 

950 

23,870 

200 

23,840 

12,140 

21,780 

3,750 

3,960 

250 

350 

27,350 

11,210 


Journalise the above transactions and prepare therefrom Cash Account, Debtors’ 
Account, Local Merchants’ Account, Profit md Loss Account and the Ahmedabad Office 
Account after incorporating tlierein all the final figures. ^ SCI 


■f' 


75 A Joint Stock Company having its Head Office at Baroda, has Branches at 
Ahmedabad and Surat. The following are the Trial Balances as on 31st December 1943 ; — 


BARODA TRIAL BALANCE. 


Capital 

Stock on 31st December 1943 
Unclaimed Dividends 
Debtors 
Creditors 

Cash at Bank ' 

Profit and Loss Account— Credit Balance 
Calls in arrears • 


Rs. 

.. 2(00,090 
.. 1 , 20,000 
.. 1,000 
, . 40,000 

,. 11,000 
.. 42,800 

.. 26,000 
.. 10,000 
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ADVANCED ACCOUNTING 


BARODA TRIAL BALANCE (Confd.) '' 

Es. 

Ahmedabad Current Account — Credit Balance (after 
being debited with Rs. 1,01)0 for goods sent on SOth 
December 1943 received at Abinedabad on 2nd 


January 1344.) .. .. .. .. 1,400 

Surat Current Account— Debit Balance (after being 
debited with Rs. 1,400 for Cash sent" on 23th December 
1943 received at Surat on 2nd January 1944) - 27,200 

AmiEDABAD TRIAL BALANCE 

Stock on 31st December 1943 .. .. 5,800 

Debtors .. .. .. .. 3,800 

Creditors . . ' . . . . 3,400 

Cash on hand .. .. .. .. 600 

Surat Current Accorint — Credit Balance . . . . 8,600 


Baroda Cmrent Account — Debit Balance (after being 
credited with Rs. 600 received from a shareholder in 
Ahmedabad against his calls in arrears in November 
1943 not intimated to the Baroda Office till 1st January 
1944) 1,800 


SURAT TRIAL BALANCE 


Stock on 31st December 1943 . . . . . . 14,400 

Debtors .. .. .. .. 3,400 

Creditors . . . , . . . . 2,400 

Cash on hand .. .. .. 1,600 

Ahmedabad Current Account— Debit Balance .. .. 8,600 


Baroda Current Account — Credit Balance (after being 
debited for Rs. 200 paid on Unclaimed Dividend 
■Warrants to Surat Shareholders on 27th October 1943 
not intimated to Baroda Office till 1st January 1944) . . 25,600 

Pass the necessary adjusting entries in the Baroda Journal, for reconciling the 
Cmrent Accounts with Ahmedabad and Surat, and for taking into accoimt the moneys 
received on calls in arream, and moneys paid on Unclaimed Dividends. 

Prepare also a combined Balance Sheet of the Company as on 31st December 


76. On the 31st December 1943, the Trial Balance of the books kept at the Head 
Office of the Commercial Colliery Co., Ltd., was as follows : — 

'I'H IAT , BAliANCE, 31st December 1943, 


Subscribed Capital, 16,000 Shares of Rs. 50 each 
Colliery Account 

Nemittsneo Account ,, 

Sundry Debtors - .. y 

Reserve Fund ' “ 

Transfer Fees ” 

Office Expenses ’* 

Directors’ Fees 

Cc'.h lit Bank ” 

Profit and Lors Account / 

Intrrcsl ” 


Sundry Creditors 
S'?. 'Wnr Bonds ffrer of tax) Interest 


:, 31st March & 


PvS. \ 
.. t 

.. 8 , 00 , 000 ' 

!! 25,00o! 

I 

2500; 
.. 1,500 

17,500 

! 

sep'k looooj 

Rs. "iiciooj’ 


Rs. 

8 , 00,000 

40.000 

10.000 

500 


3.600 

375 

2,125 
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■ac books oi 0.0 Colllosy »o b.l.nooO uP.o 0.O s».o dots, ood 0,0 IoUow»e •Crkd 
Balance is in due course dcspatdicd to the Head Offic . 


trial balance, 31st December 1943. 


Head OiTicc Account 

Remittance AcMunt « 1010 “ 

Capital Expenditure to 31-12-1942 •• 

Additional Capital Expenditure during 1943 
Reserve for Depreciation 
Wages , 

Stores Consumed . , , ioWom 

Stocks and Stores on hand, 31-1Z-1J4J .. 

Trade Creditors •• 

Creditors for Rents, Royalties, etc. 

Redeemable Dead Rents 

Miscellaneous Colliery Expenses 

Royalties 

Cash in hand 

Depreciation 

Coal Sales ** 


Rs. j 

40,000l 

7.50.000, 

1 . 00 . 000 

1,75,000! 
, 25,000 

, 12,500 


2,000' 

10 , 000 ' 

7,500 

600, 

12,000 


Rs. D,35,000 


Rs. 

8,00,000 


75.000 


7.500 

2.500 


2,50,000 

11,35,000 


You arc required to show (a) Journal entries incorporating the'Branch figures ^ 
41 , TT A ntr •RnnLc- fb1 thc Accounts of the Company for tlie year ended 31st 
SI bo oubmillod to tho Sh.roboldoro thorn to bo 

framed on the Double Account System. 

' ■ 77. Tlie branches of d Multiple Shop Co. are supplied from tlie Head wi& 

goods at .cost The branches. pay wages and minor items of petty 

expenses are paid by tho Head Office. From, thc weekly returns of the branches, tho 
following summaries arc prepared : — 


' CASH ACCOUNT '"'iBrnnches), Year 1943 


1043 

Jnn. 1 
Doo. 31 

1 , ti 

1944 
Jnn. 1 

To Bnlnnco b/fd. 

„ Cash Sales 

„ „ on Lodger Accounts 

Ba i 

To Balance b/d. 

* 

Bs. 

1,200 

,1.3,080 

12,350 

1013 
Doc. 31 

»* 

>» 

91 11 

By Cash Purchases 
„ Wages 
„ Expenses 
„ Amounts hanked , 

,, Bnlnni^ c/d. 

Rs. 

Rs.® 

4,3G0 

1,12,500 

2,320 

3,00,550 

1,500 

1,27,230 

4,27,230 

1,500 



DEBTORS’ ACCOUNT 

(Branches), Year 1943 


1948 

1 

Rs. 

1943 

* 

Bs. 

Jnn. 1 

1 To Balance b/£d. 

890 

Deo. 31 

By Cash received 

12,350 

Deo. 31 

„ Sales 

14,350 

t) >1 

„ Allowances 

480 




11 1) 

„ Balance o/d. 

2,410 

1944 

Rs. 

16,240 


Rs. 

15,240 

Jnn. 1 

To Balance b/d. 

2,410 
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Branches Current Account (in Head Office books) appears in summarised form as 


follows : — 


1943 
Jan, 1 

, To Balance b/fd. : — 
Cash 

Debtors 

Stock 

Fittings 

Rs. 

1,200 
890 
, 16,330 
. 10,000 

R& 

23,470 

2,26,500 

1 20,200 
32,300 
2,480 
1,000 

1943 
.Jan. 1 

Dec. 31 

By Balance bjfd. : — 

„ Rent and rates 
„ Bank 

i „ Balance c/d. 

... 

Es. 

4,340 

3,06,550 

60 

Deo. 31 

>» >» 

1 To Goods ...] 

,, Cash — rent and rates ...| 

„ „ — Salaries 
„ „ — sundry expenses 
„ —fittings 





1944 
Jan. 1 


Rs. 

3,10,950 



Rs. 

3,10,950 

To Balance b/d. 


60 


r 




On 31st December 1943, Stock at the branches was Rs. 20,400 ; liabilities were, for. 
rent and rates Rs. 6,320 and for salaries Rs. 1,000. 

Prepare statement of branches trading 'for the year 1943 (writing off 10% on 
fittings) and complete the Current Accoimt. 564 

78. A and B are Dry Fruit Merchants ^carrying on business in Bombay, Madras, 
Calcutta and Rangoon. 

The total sales during the year amount to'Rs, 2,25,000 of which 30% is effected at 
Bombay, 20% at Madras, 40% at Calcutta and 10% at Rangoon. ^ 

The direct cost of the goods sold amounts to Rs. 1,35,000 of which 25% is due by 
Bombay, 15% by Madras, 50% by Calcutta and 10% by Rangoon. Bents chargeable to 
the business amoimt to Rs. 3,600 and administration and other charges to Es. 7,200, both 
chargeable as regards 20% to Bombay, 15% to Madras, 50% to Calcutta and 15% to 
Rangoon. 

Of the stocks in hand amoxmting to Rs. 60,000 it is necessary to write off 20%. Of 
tlm amoimt so written off, 25% arises at Bombay, 20% at Madras, 40% at Calcutta and 
15% at Rangoon. 

Show the total profit made, the amounts arising in the different towns, and the 
percentage on the turnover in each town, and on the whole, 565 

79. The following is the Trial Balance extracted from the books of A. B. Dias, 
Outfitter, at 31st July 1943 ; — 


Stock at 31st July 1943 — 
Tailoring Department 
Hosiery Department 

Fancy Goods Department 
Sales — 

TRIAL BALANCE 

• • • • . • • 

• • • • • • 

Rs*. 

.. 2,800 
.. 2,000 
.. 2100 

Rs. 

Tailoring Department 
Hosiery „ 

•• 

.. 


17,500 

8,000 

• Fancy Goods Department 
Purchases — 

•• 


•• 

- 

. 18,080 

Tailoring Department 
Hosiery „ 

Fancy Goods Dejiartmcnt 

• • 

• * • • 

• • • • 

• • • • 

.. 10,000 
.. 6,400 

.. 12,000' 
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TRIAL BALANCE— Confd. 


Packing and Delivery Expenses 





Rs. 1 
700 

Wages — ^Tailoring Department 




• • 

4,700 

Discounts 





Ratos and Water 





225 

Lighting and Insurance 





300 

Advertising 





550 

Bad Debts 





1,000 

Repairs 





SOO 

Trade Expenses 





500 

Salaries 





4,000 

Interest on Bank Loan 





250 

Interest on Mortgage 





850 

Bank Overdraft 






Trade Creditors 






Mortgage on Freehold Property 






Capital Account 






Cash in Hand 





5 

Book Debts 





12,000 

Freehold Property at cost 





18,000, 

Drawings 





2,500' 

Furniture and Fixtures 




Rs. 

2,000 

83A80 


Rs. 

600 


3.000 

8.000 

17.000 

11.000 


83,180 

*> 


You are required to prepare Departmental Trading Account and Profit and Loss 
Account for the year ended 31st July 1943, and Balance Sheet at that date, after making 
provision for the following: — 


Rs. 

Rates and Water paid in Advance . . . . 75 

I Insurance paid in Advance . . . . 30 

Lighting owing .. .. .. 180 

Trade Expenses owing .. .. .. 300 

Reserve 50% on Book Debts and 21% on Trade Creditors for Discounts. 
Interest on Capital at 5%. Ignore interest on drawings. 

Depreciation of Furniture and Fixtures, 10%. 

Stock at 31st July 1943 — Rs. 

, Tailoring Department .. .. 3,000 

Hosiery Department .. .. 2,500 

Fancy Goods Department . , . . 2,200 


Any departmental apportionment, you may deem necessary, may be made on the 
basis of 40% each for Tailoring and Fancy Goods Departments and 20% for Hosiery 
Department. SCO 


80. The Daily Needs, Ltd, has a Nonunal Capital of 5,000 Shares of Rs. 10 each 
and a Subscribed Capital of 4,000 Shares, fully paid. The Company manufactures goods 
for sale at its own branches A and B, which confine their sales to the company’s own 
products. 

From the following Trial Balance extracted from the books of the Head Office and 
branches as at 31st December 1943, prepare, for submission to the directors. Trading and 
Profit ond Loss Accounts for the Head Office and for each of the branches for the 
year ended 31st December 1943, and a Balance Sheet of the Company as a whole^^as 
on that date ; — 
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THE DAILY NEEDS, LTD. 
TRIAL BALANCE. 31st December 1943. 



H. 0. 

Branch 

Branch 


H. 0. 

Branch 


- 

A 

B 



A 


Rs. 

Rs. ■ 

Rs. 


Rs. 

Rs. 

Freehold Premises — 




Share Capital 

40,000 


Head Office 

30,000 






Branch A 

6,000 



Sundry Creditors ... 

6,500 

700 

„ B 

7,000 






Goodwill ...j 

4,000 



Goods to Branch A ... 

65,000 


Plant & Machinery — 







Head Office ...j 

3,000 



J> 1) » ® ••• 

3b, 000 


Fixtures & Fittings — 







Head Office 

600 



Sales (less Returns) ... 


63,750 

Branch A 

200 



* <- 



„ B 

200 



Profit & Loss Account 



Cash at Bank 

1,200 


1 

(Balance) 

8,450 


„ in Hand 

50 


40 




Stock in hand— 1st 




Head Office Current 



January 1943 

3,500 



Account 


650 

Purchases {less Re- 







turns) 

48,000 






Wages 

32,400 


1,400 




Salaries 

2,000 


400 




Garriago to Branches 

2,500 






Elites & Taxes 

350 


170 




General Expanses ... 

CSO 

KlGfil!] 





Goofs from Head 







Office 


■iMlIllll 





Bad Debts 



IBIlKKii] 




Sundry Debtors 


HlMiTil 

I^EliSiii 




Income tax 

000 

msm 





Directors’ Fees 

1,500 


j 




Audit Fees 

350 






Branch A — Current 



* 




Account .. 

650 






„ B — Current 







Account .. 

2,200 






Rs. 

s 

1,45,950 

1 

65,100 

42,740 

“ i 

Rs. 

1,45,950 

66,100 


Branch 

B 

5s. 


400 


40,140 


2,200 


42,740 


Stodr in hand valued as on 31st December 1943 was ; — 

Head Office Rs. G,000 ; Branch A, Rs. 1,500 ; Branch B. Es. 1,200. 

Write oS following Depreciation — 

Head Office plant and Machinery 10% ; Fixtures and Fittings 5%. 

Create Bad Debts Reserve Rs. 500. _ 

Write Rs. 500 off Goodwill. All carriage on the goods sent to Branches is paid y 
Head Office. 

81. A firm of retail Hat dealers has six branches. All goods are 
for by the Head Office, with instructions for direct deliveries of the goods ; further, go ^ 
arc also transferred from one branch to another when necessary. Draft out 
Ey.stem for the proper recording of purchases and transfers of goods at aU the bwn^,^ 
and give the rulings of any special books you woild like to suggest, assuming that S" 
are supplied to the branches marked at Selling Price. 


BANKRurrey accounts 

SZ. Mafatlal, on 31st March 1914, unable to meet his engagements, 

Etalcmcnl of Affairs for submission to his creditors. Prepare* the same from 
following ; — 

Ix^atchold Premises held for SO yenre, subject to a ground rent Rs. 1,000 per ycaf' 
Book Value Rs. 1,00.000. Estimated to realise Rs. 90,000. 
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Book Dekls Good . . Book VcJuo 
„ Doubtful „ 

M Hod „ 

Fixed Plant nnd Macliincrj* „ 
Slock-in-Trndc „ 


CG,500 i 

Rs. 

Estimated to realise 

60,000 

5,000 

ft ft 

2,500 

7,500 

tf ft 

Nil. 

40,000 

t1 

30,000 

20,000 

if ft 

14,000 


Cnrh in Imnd, Rs. 100. Life Innirnncc Policy for Rs. 25^000 at death, subject to a 
premium of Rs. 500 a year duo and paid on 28th February 1944, and held by the Insurance 
Co., for a loan of R.s. 2,000 ; SiUTOndcr Value Rs. 5,000. Household Furniture and effects, 
Rs. 3, GOO. Private and hovischold debts Rs. 2,900. COO shares in the Burmah Co., Ltd., of 
Rs. 10 each, Rs. 5 pniil up, now quoted in the market at Rs. G-4-0 per share. Loan of 
R.s. 50,000 secured by a First MoftRaRc on Loa.<^chold at 41 per cent, the interest on same 
bcinjt paid to 31st March 1944. Unsecured Creditors, Rs. 1,50,000, Bankers for overdraft 
and Interest R.s. 50,000 holding as a security a Second Mortgage on leasehold of Rs. 40,000. 
Loan from H. Kiknbhoy Rs'. 4,000 at 5 per cent per annum, interest being paid to 31st 
March 1941, who holds os security Second Charge on Life Insurance Policy. Ground 
Rent of Leasehold accrued since 31st December 1943. Prepare Deficiency Account, On 
Ibc 1st April 1941, he h.ad a bapilal of Rs. 1,20,000 in addition to household furniture. His 
private drawings ns shown in tlio Cash Book, were as follows: — For the ye.ar ended 31st 
March 1912. Rs. 49,800 ; 1913, Rs. 40,000 ; 1044, Rs. 50,000. He made a profit in his busi- 
ness in 1942 of Rs. 50,000 and In the subsequent years losses of Rs. 30,000 and Rs. 9,350 
respectively. 5G9 


'■'A 

S3, llnridns Mafatlal filc.s his pcdlion in banlcruptcy on 30lh June 1943, and you 
arc instructed to prepare his Statement of Affairs. Tlie information you arc able to obtain 
ns to Ids position i.s as follows; — 


Tlic Stock-in-Trado at cost is Rs. 72,000 of which Rs. C,000 worth is in the hands of 
a creditor for Rs. 10,000 who is entitled to exercise a lien ; Book Debts ; Good Rs. 97,500, 
Doubtful Rs. 1,200 worth 5 .annas 4 pies in the rupee, Bad Rs. 1,500 ; Fixtures and 
Fittings (after depreciation) Rs. 2,300 ; Cash in hand Rs. 100 ; Bills Receivable Rs. 11,000 
(hold by bankcr.s against overdraft Of Rs. 40,0(50 the balance of which is secured by a 
second charge on Debtor's freehold property and by the guarantee of his brother). 
Cu.stomors’ bills under discount Rs. 15,000 of which Rs. 2,000 is ascertained to be bad, 
and Rs. 1,000 is doubtful. Freehold property Rs. 30,000 subject to a first mortgage of 
Rs. 20,000. The Un.socurcd Creditors amount to Rs. 2,98,000 in addition to claims for 
rates, taxes and wages amounting to Rs. 2,400. The Stock-in-Trade and the Book Debts 
(outside the bills) arc estimated to bo worth 75 per cent of their face value, and the 
freehold properly, wluch cost Rs. 28,000 is valued at Rs. 22,000. Subject to the modifica- 
tions stated above, the assets are worth tlioir book values. 

You learn tliat Oie Debtor had a surplus of assets of Rs. 50,000 on 1st January 1941, 
fiinco when he has witlidmwn Rs. 30,000 per annum in equal monthly instalments. His 
profits for the year ended 31st December 1941 were Rs. 21,000 and for 1942 Rs. 4,200, since 
which time he has not made up his books. 

From these details, you arc required to prepare as nearly as may be in statutory 
form (a) a statement of affairs, and (6) a deficiency account. 570 

84. Himatlal Dhirajial finds, by the following' summary of Assets and Liabilities 
of his business, that ho is insolvent, and on 15th October 1943, files his own petition in 
bankruptcy. Prepare his* Statement of .^airs for presentation .to his Creditors. 

The Bank’s Overdraft is secured by the deposit of deeds representing his freehold 
properly (valued f6r tlie purpose of tlie statement at Rs.- 00,000) , and dock warrants for 
stock of the value of Rs. 23,835. 

B. Salebhoy’s loan is secured by an assignment of a policy on Himatlal’s life 
' valued at Rfe. 1,000. 


There are contingent liabilities on hills discounted amounting to Rs. 5,900 of which 
a sum of Rs. 2,300 is expected to rank. 

Of tlie Book Debts, Himatlal states that Rs. 1,440 are bad and Rs. 3,650 doubtful. 
He, estimates the value of the latter at Rs. 1,780. 

Of the, Bills Receivable, he estimates that -the sum of Rs. 2,832 is had. •Himatlal 
has private debts, amounting to Rs. 3,892 and has private assets consisting of the above- 
named policy and household furniture valued at Rs. 5,850. 

' G5 
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advance ACCOTJimNG 


SUMMARY OF ASSETS AND LIABHITTES 


Liabilities 


Rs. 


Sundry Creditors . . . . 2,36,000 

Bank Loan .. .• 68,975 

B. Salebhoy’s Loan . . . - 5,900 

S, Byramji, 9 months’ rent to 30th 

September 1943 ' .. 1,500 1 

Rates, 6 months to 31st March } 

1943 . . . . 320 1 


Assets 

Cash in hand 
Petty Cash in hand 
Stock at Cost 
Fixtures and Fittings 
Office Furniture 
Horses and Carts 
Sundry Debtors 
Bills Receivable 
Freehold Property 


Rs. 

300 

27 

98,525 

3,295 

2,620 

6,820 

52.890 
42,830 

65.890 


Rs. 312,695 * 
1 

I 


Rs. 2,73197 
571 


85. A business carried on under the style of Fast and Loose finds itself in difficifities 
and the partners instruct you to prepare a Statement pf. Affairs for submission to priva - 
Meeting of the Creditors. 

The following particulars are obtained from the Books, as at 1st February 1944. 





Rs. 

Rs. 

Unsecured Creditors 

.. 



2,30,000 

Loan from Arthur 




20,000 

Creditors partly secured 



46,000 


Estimated value of Security 

•• 


. . 40,000 

; 6,000 

Preferential Claims 



* 

2,400 

Stock-in-Trade 




15,000 

Cash at Bank 




2,700 

Cash in hand 




650 

Fixtures 




^4,000 

Debtors — Good 




, 8,200 

Bad 




725 

Doubtful 




412 


As regards the separate Estates, Fast had no creditors nor assets, and Uoose was 
a partner with Rs. 10,000 in the business. "With respect to the Loan, Arthim had ten 
Rs. 20,000 without security, and under an arrangement whereby he was to receive interest 
varying with the profits. 

(c) Prepare Statement of Affairs allowing 15% off Stock, 10% off good Book Debts 
(assu min g that the bad and doubtful debts realised nil), and 50% off Fixtures. 

(b) Append to the statement any comments upon transactions which, in 
opinion, require special consideration. 

86. A Liverpool merchant, trading on the West Coast of Africa, finding him^U 
1st July, rmable to meet his engagements, asks you to make up a Statement of Affairs 
for submission to his creditors. 


You find his books disclose: — 

£ 

Unsecured Creditors . . . . . . 8,830 

‘ Fully-secined Creditors . . . . - 2,352 

Who hold security of the cost value of £2,630. 
Partly-secured Creditors . . . . 37,697 

Who hold securities of the cost value of 
£18,098. 

Preferential Creditors ... .. 822 

Bills Payable ,. .. .. 20,066 

„ Receivable (discounted) .. .. 5,833 

Book Debts in England (Good) .. .. 1,341 

„ _ „ (Doubtful) £170 estimated to produce 85 
., (Bad) £M of no value. 

Stock in Liverpool at cost, £1,306 estimated at 1,200 
„ and Book Debts, less Sundry Liabilities, 

at lam Stations on the coast . . 36,584 

Of which it is estimated there will be a loss 
on realisation of Stock of £5,638, and of 
Book Debts of £7,^. 
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Four Station Buildings, Plant, Steamers, and 
Carrying Craft, £40,000 expected to realise 20,000 
O/Ticc. Fm-niture, £289, estimated to realise , , 200 

Cash in hand .. .. 4 

,1 at Bankers .. 80 

Show hLs position, and make out his Deficiency Account from 1st July, five years 
ago, when ho had a Capital of £42,000. Profits appear from the books to have been 
made in first and .second years of .£5,000 and £4,000 respectively, and losses in the three 
^bsequent years £2,100, .£2,000, and £3,031 respectively, after allowing £2,000 a year 
for Interest upon C.‘'pital, and his v/ithdrawals having been at the rate of £4,500 a year, 

(Chartered Accotintants.) 573 

87. Fred Jackson, on 31sl Maich 19H, unable to meet his engagements, requires a ** 
Statement of Affairs for submission to his creditors. Prepare the same from the 
following : — 


Leasehold premises for 99 years, subject to payment of £ 
ground rent, £100 per year, book value £10,000 esti- 
mated to realise .. .. .. .. ., 9,000 

Book Debts Good value £6,650 estimated to realise , , 6,000 

„ Doubtful value .£500 estimated to realise . . 250 

„ Bad value £750 estimated to realise .. Nil 
Fixed Plant and Machinery £4,000 estimated to realise . . 3,000 

Stock-in-Trndc, book value £2,000 estimated to realise .. 1,400 


Cash in hand £10. Life insurance policy for £2,500 at death, subject to a premiiun 
of £50 a year due and paid 28th February 1944, and held by the Insurance Co., for a loan 
of £200 ; Surrender value £500. Household IHimitiure and effects, £360, Private and 
household debts, £290. GOO Shares in Cooper & Co., Ltd., of £1 each, 10s. paid up, now 
quoted at 12[6 per share. Loan of £5,000 secured by first mortgage on the leasehold at 
4i per cent, the Interest on same being paid to the 31st March 1944. Unsecured Credi- 
tors, £15,000. Banlcers for overdraft and interest, £5,000, holding as security a second 
mortgage on leasehold of £4,000. Loan from T, Taylor, £400 at 5 per cent per annum, 
interest being paid to 31st March 1944, who holds as security second charge on life 
Insurance policy. Ground Rent of leasehold accrued since Slst December 1943. 

Also prepare Deficiency Account. On the 1st April 1941, he had a capital of 
£12,000 in addition to household furniture. His private drawings, as shown in the Cash 
book, were as follows : — For the year ended 31st March 1942, £4,980 ; 1943, £4,000 ; 1944, 
£5,000. He made a profit in his business in 1942, of £5,000 and in the subsequent years 
losses £3,000 and £935 respectively. \ 

(Lancashire & Cheshire Institute.) '574 

88, Catchem and Cheetam filed their petition in bankruptcy on 31st December 

1943. 

^ Their books showed that they owed £50,000 to Unsecured Creditors, £30,000 to 
Creditors holding lien on goods for £10,000, £10,000 Mortgage on the Works and £1,000 
for Salaries and Rates. BUls of Exchange for £10,000 had been discounted with their 
Bankers, and it was estimated that there was a liability in respect of them of £3,000. 
Their Assets were : — 

Consignments £20,000, estimated to realise £2,000. Good Book Debts £18,000. 
Doubtful Debts £6,000, 6stimaied to realise £3,000. Bad Debts £15,659. 

Works cost £100,000 (depreciated out of Profit and"Loss to £75,000), estimated 
to realise £50,000. 

Furniture and Fittings £2,000, estimated to realise £1,000. Stocks and Work-in- 
Progress £25,000, estimated to realise £18,000. 

Cash and Bills £1,350. 

They commenced business on 1st January 1939, with a Capital of £83,000. After 
charging annually £5,000, for depreciation of the Works, £4,000 for Interest on Capital 
and £1,500 for Partners’ Salaries, the trading showed profits of £6,500 in 1939, and 
£5,000 in 1940, and Losses of £6,000 in 1941, £7,000 in 1942 and £9,500 in 1943, while 
the withdrawals of the partners averaged £5,500 a year. 

Draw up a Statement of Affairs, and prepare Deficiency Account. 

(Chartered Accountants.) 575 
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COST ACCOrXTS 

89. From tlic follo\vin<; fU-'urt.s m ccri.iined from the* co’.tinf; lJ('p.-<r!mcnt 
Perfect Rnd-os, Ltd., for tlic rbt months ended S3th SeplcnthcT 39-13, you nrc requSri^ 
to pass the i.cccssary Jotirn.nl entries to close tlio boolis And to prepare Lcajcr Accounts 
and Trial Balance : — 

3Ul Kardi SO'Jj Sept. 


Wor]:-m-Proj:roE'-. Account 
Stocli of FinWicd Goods 
Stores on hand 
Purchases 
Carriage Inwards 
Stores Issued 
Productive Wagea 
Unproductive Labour 
Worhs Oncost 

hlnfcrinls used in i-cpair.a ^ .. 

Cost of Completed Jobs 
„ Finished Goods fold 
Selling Expenses 
Office Administration 

Works Oncost allocated to Worlr-fn-Progrcsb 
Office Oncost allocated to Work-in-Progress 


IS53 

Rs, 

1,24,009 

97.400 

C-1,000 


1913 
Rr.. 
09,2j0 
1.02,500 
Dii.tOO 
O.OO.OtW 
4 500 
2,76,000. 
2,66,400 
S3.G0O 
2,68000 
2,400 
9,85.100 
9.80,000 
22,500 
-53,000 
3,6.7,300 
52,600 


57G 


90. You are^ required to ascertain from the following figures what pcrccnfagcs of 
the total cost of tHc goods cold arises from the (o) ManufacturiuR, (b) Urc Scuing, and 
(c) the Management Costs. You are further required to ascertam by what percentage 
Urc average Selling Price .should be raised in order to double the Net Profit. 

H- 

Opening Stock .. .. .. 1,12,500 

Worlr-in-Progrcss at Commencment .. .. 1,30,000 

Purchase of Direct Material . . . . . . 3,00,000 

Direct Wages . . . . . , . . 4,50,000 

Factory Oncost .. .. .. .. 2,40,000 

ScUing Costs 80,000 

M .agemcnl Costs (applicable to goods sold) .. 1,10,000 

Saks .. .. .. 15,70,000 

Closing Stocic . . . . . . . . 1,25,000 

„ Work-in-Progress .. .. .. 1,60,000 

Sales of Scrap . . . . . . . . 2,000 

Carriage on Direct Material .. .. .. C,S00 


577 


91. N. Robert commenced business on 1st January' 1942 as a perambulator manU" 
facturer, making three standard types v,'luch he designates A, B and C, The foUowmg 
is his IVading and Profit & Loss Account for the year 1942 ; — 


To Materials charged out 
„ Direct Labour 
„ Works Expenses 
„ Gross Profit eld. 


Rs. 

27,272 

16,535 

15,720 

19,903 


a. p. 
3 0 
0 0 
0 0 
7 0 


Rs. 79,430 10 0 


To Office Expenses .. 11,150 0 0 

„ Net Profit .. .. 8,753 7 0 


Rs. 19,903 7 0 


Ks. a. V- 

By Sales .. ... 71,940 0 0 

Stock of finished porath- „ 

- bulators . . 2,790 10 0 

„ Work-in-Progress on 
unfinished peram- 
bulators ; — Rs. 

Materials . . 3,100 
Labour . . 800 

Works Oncost 800 

- 4,700 0 0 
Rs. 79,430 10- 0 
By Gross Profit bjd. .. 19,903 7 0 

Rs. 19,903 7 0 
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He has kept Cost Accounts in respect of each type diarging out materials and 
labour at actual cost, “ Works Oncost ” at 100 per cent on labour and “ Office Oncost ” at 
20 per cent on "Works Cost". From the following infomation and the above particulars, 
you are required to prepare (1) Statement showing profit per perambulator sold and 
total profit per Cost Accounts ; (2) Works Oncost Account ; (3) Office Oncost Account ; 
(4) Reconciliation of profits per Cost Accounts with Profit and Loss balance of 
Rs. 8,753-7-0. 


— 

A 

1 

1 “ 

Avorngo co‘>t of materials per fini'-liod porambalator 
Avorngo cost of labour per finished porambalator 

Snlo price per porambulntor 

Ksl a p. 
16 G 0 

9 8 0 
47 0 0 

‘ Rs. a p. 
10 12 0 
11 0 0 
52 0 0 

; Rs. n. p. 

11 6 C 

8 12 0 
j 40 0 0 

Number of finbbe'l perambulators mnnufaotarod 
Poramfaulafors sold 

845 

820 

470 

450 

290 

250 


(B. Com.) 

578 

92. TIjo elements comprising the cost of a 
1941, 1942 and 1943 were as under: — 

factory output for the 

three years 


1941 

1942 

1943 

Materials ... 

labour ... ... ... _ ... 

Works Oncost and Power 

Administration Cost ... 

Helling ami Distribution Costs 

Ontpiit rin tons) 

Rs. 

1,20,000 

01,000 

24.000 

16.000 
8,800 
7,500 

Rs. 

1,00,000 

60,000 

20,000 

16,000 

8.000 

6,250 

Rs. 

1,40000 

62,000 

28,000 

16,000 

6,000 

8,750 


Following an examination of the figures, you are required to state on what basis you 
would allocate oncost in quoting for a contract to supply 10,000 tons of the commodity 
representing the whole output for the year 1944. 

What price would you quote, assuming there was no change in the organisation 
and that a profit of 10 per cent on works cost is considered adequate ? 579 

93. Tlie Cost Accountant of the Constructional Contractors, Ltd.,- Bombay, has 
prepared from his books tlie following “Manufacturing' Account" and "Cosi 
Summary” : — 

' MANUFACTURING ACCOUNT (Costing Department.) 


Completed Contracts 
Completed Stock . . 

Balance, Work-in-Progress 

Rs. 

. . 26,250 

8,000 

. . 11,220 

, 

Wages 

Direct Goods 

Stores 

Chargeable Expenses 

Works Oncost 

Office Oncost 

Rs. 

. . 10.000 

2.500 

. . 20,000 
1,200 

7.500 
. . 4,270 


Rs. 45,470 


Rs. 45,470 


COST SUMMARY 



■ 

1 Cost 

Sale or Con- 
tract price 

1 Profit 

Completed Contracts ... 

Sales froih Sleek 

... 

1 Ks. ' 

1 26,250 

6,000- 

Rs. 

.74,000 
7,000 - 

i Ra 

' 7,760 

2,000 

Profit as per Cost Accounts 

... 


Ks. 

9,7'° 
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The General Trading Account as prepared by the Accountant stands as follows:— 
trading account (General Accounts) 

Ks. 


Productive Wages 
Direct Goods 
Stores Purchased 
Less Stock in band 

Chargeable Expenses 
Balance Carried down 


To Works Expenses:- 


25,000 

4,800 


Ks. 

10,000 

2,500 


20,200 
.. 1,200 
. . 21,320 

Ks. 55,220 


Rent, Rates, etc. 

1,800 


Supervision Charges 

2,500 


Fuel 

950 


Repairs 

600 

. 

Depreciation 

1,000 


General Ib^jenses 

1,200 

8,050 

To Office Expenses: — 
Rent,* Rates, etc. 

500 

- Salaries 

1,700 


General Expenses 

1,500 


To Balance, being Profit 

as 

3,700 

per General Accounts 

.. 9,570 


* 

Rs. 21,320 


Completed Contracts 
Sales from Stock 
Finished Stock on hand 
Work-in-Progress . 


By ■'Balance brought down 


Ks. 

34,000 

7.000 

3.000 

11,220 


Rs. 55,220 
, . ' 21,320 


Rs, 21,320 


It will be observed from the above information that the profits as ^own by the 
General Accounts, viz., Rs. 9,570, is less than the profit as revealed by the Cost Aecoimts, 
viz., Rs. 9,750, by Rs. 180. 

You are required to prepare a statement reconciling the two sets of figures 
where the difference arises. 

94. The following extract of costing information relates to Commodity X for the 
half-year ended 31sl December' 1943. 


Rs. 

60,000 

50.000 

20.000 
. 720 


Purchases of Raw Materials 
Direct Wages 

Rent, Rates, .Insurance and Works Oncost 
Carriage Inwards 
Stock: — Ist July 1943 

Raw Materials • . , . . . 10,000 

Finished Product — 1,000 tons . . . . / 8,000 

Stock : — 31st December 1943 

, ' Raw Materials . . , . . . 11,120 

Finidied Product— 2,000 tons .. .. 16,000 

Work-in-Progress, 1st July 1943 . .. 2,400 

Work-in-Progress, 31st December 1943 ’ .. 8,000 

Cost of Factory Supervision . . . , 4,000 

Sales— Finished Product ' .. .. 1,50,000 

Advertising, Discounts allowed and Selling Costs — 
8 annas per ton sold. 16,000 tons of commodity 
were produced during the period. 

You are required to ascertain: — 

(a) The value of the raw materials used, 

(b) The cost of the output for the period. 

(c) The cost of the turnover for the period. 

(d) The net profit for tiie period. 

(e) The net profit per ton of the commodity. 


581 
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95. Product X yields by-products Y and Z, 
The joint expenses of manufacture are : — 


Materials 


.. 5,000 

Labour 

* • ( * 

.. 4,000 . 

• Oncost 


.. 4,500 



Rs. 13,500 

Subsequent expenses are as 

follows : — 



X 

Y Z 

Materials 

.. 1,000 

800 900 

Labour 

. . 1,200 

700 t 850 

Oncost 

.. 1,300 

500 750 


Rs. 3,500 

2,000 2,500 

The Selling Prices are . .Rs. 21,000 

10,000 9,000 

The Estimated Profits 

on Sales are 50% 

50% 33 1)3% 


Show the manner in which you would apportion the joint expenses of manufacture. 

582 


96. The information given below is extracted from the Cost Accounts of a Factory 
producing a commodity in the manufacture of which three processes are involved 
Prepare Process Cost Accounts showing the cost of the output and the cost per unit at 
each stage of manufacture. 

(1) The operations in each separate process are completed daily. 

- (2) The value at-which units are to be charged to Processes “B” and “C" is the 

cost per unit of Processes “A” and “A” plus “B” respectively. 


Process 

A 

B 

C 


■ £ 

£ 

£ 

Direct Wages 

.. 640 

1.200 

2,925 

Machine &penses 

.. 360 

300 

360 

Factory Oncost .. 200 

Raw Materials Consumed 2,400 

225 

240 

Production (gross) 

Units 
.. 37,000 

Units 

Units 

Wastage 

. . 1,000 

1,500 

500 

Stock, 1st July 1943 

, , 

4,000 

16,500 

Stock, 31st July 1943 


1,000 

5,500 

(Incorporated Accountants) 


97. A firm manufactures a standard article in three qualities, of which they 
produced diming the year 1943 : — 

500 articles of quality X , 

1,000 „ „ Y 

^ 1 ,200 ,, >j 2 ^ 

The stocks of Fmished Goods at Ist January 1943 were 
Quality X 60 articles ; Quality Y 40 articles ; Quality Z 70 articles. ' 

Sales during the year 1943 were : — ^ 

Quality X 510 articles at Rs. GO 
„ „ 67-8 

n 9> >» 

respect of the year, were extracted tram the books of 


and the following 
accounts: — 


960 
Z 1,248 
figures, in 


Work-in-Progre^ at ' Ist January 1943 
Work-in-ProgroM at 31st December 1943 
Cost of Raw Materials used in manufacture 
Cost of Stores used in manufacture 
Manufacturing vmges 
Depreciation (Works) 

Works Oncost 


Rs. 

15.000 

18.000 

4.3.500 
6,000 

78,000 

9,000 

16.500 
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ADVANCED ACCOUNTING 


From the above particulars, prepare Manufacttiring and Trading Account for the 
year, showing the amount of Gross Profit carried to Profit & Loss Account ; assiune that 
the rate per cent of Gross Profit is the same for all the three kinds of articles. j84 

98. The Cost Ledger of Eastern Motors, Ltd., showed the following balances as at 
1st January 1943 : — , ‘ 


Stores Ledger Account 
Work-in-Progress Accoimt 

Finislied Goods Account 


Rs, 

.. 1,05,000 
.. 78,400 

.. 55,800 

Rs. 

Works Oncost Account 
Administration Oncost Account 


!! !! GOO 

1,000 

Cost Ledger Control Account 


Rs. 2,39,800 

2.38.800 

2.39.800 


Further balances resulting from the operations for the year ended 31st December 
1943 were : — . 


Rs. 

Stores Purdiases . . . . 3,60,000 

Stores issued to Production Orders 3,93,000 
Stores issued to Works and 
Repairs Orders .. .. 15,000 


Wages 
Productive Labour 
Unproductive Labour 
Carriage inwards 


6A5,000 

5,90,000 

25,000 

6,000 


- Es. 

Works Oncost allocated to Pro- 
duclion Orders .. •• 

Works Expenses . . . • 

Administration Expenses . . 18,000 

Administration Oncost allocated 
to Production Orders •• 18,400 

Goods finished during the year 31)12,000 
Finished Goods sold *" • •12)®2’922 

Sales Expenses .. 13,400 


Prepare the necessary accounts in the^Cost Ledger, and a Schedule of Balances 
for the year ended 31st December 1943. Also explain what each balance represents. 585 


HOLDING COMPANIES 


99. While preparing the annual Accounts and Balance Sheet of the Indian Traders, 
Ltd., v;hoEe business consists of exports and lending of money, the following points arise, 
and you are requested to state how they should be dealt' with;— 


(1) The following sliares are held in other Companies ; — 


(ay 50,000 Ordinary Shares of Ks. Iw each fully paid are held in the A. B. C. Co., 
Ltd , which has a subscribed capital of 75,000 Ordinary Shares of U®- 1" 
each and. 20,000 Cum: Preference Shares of Rs. 10 each fully paid. 
shares were acquired at Rs. 12-8 each, each share carrying one vote and 
the company does not possess any extraordinary power as to appointment 
of directors beyond their ordinary right as shareholders. 

Ordinary Shares of Rs. 10 each, Rs. 7-8 per share paid up in the 
^ Y, Z. <^., Ltd., with a subscribed capital of 1,20,000 Ordinary Shares of 
10 ea^ Rs. 7-8 per share paid up with no power to appoint directors 
beyond the right as shareholders. The shares were acquired at Rs. 6 each. 

(c) 15,000 Ordinary Sharps also in the X, Y. Z. Co., Ltd., as securi^ only in 
respect of a loan of Rs. 30,000 granted to one of its constituents. 


f2) A loan of Es. 45,000 in the ordinary course of its business to one of its own 
oirectors, which, was repaid within the finan cial period, ^ ^ 

_ , Del^ntures of _Rs. 75.000 issued as collateral security against a loan from the 
Bankers which was repaid. The debentures are stiU held by the bankers. 886 


toectOTs of Holding Company, Ltd., desire to present to the members a 
PoraW Balance Sheet as on 31st December 1943, of the whole undertaking, mcor- 
p rating the Company s interest in the assets and liahfliUes of 1C, Ltd., and Y, Ltd. 
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HOLDING COMPANY 


BALANCT SHEET, 21st October 1943, 


Copital & Liabilities . Es. 

Authorised Capital: — ' 

20,000 Shares of Rs. 10 each • . 2,00,000 


Issued Capital; — * 

13,500 Shares of Rs. 10 each 
fully paid .. •- 1,35,000 

6% Debentures (carrying a float- 
ing charge) . • • . 30,000 

Trade Creditors ' . . , . 15,000 

General Reserve . . . . 30,000 

Profit & Loss Account .. 35,000 


Rs. 2,45,000 


Assets 


- Rs. 

Lands & Buildings 


25,000 

Plant - & Machinery 

• . 

50,000 

Fixtures & Fittings 

• • 

5,000 

Investments in Subsidiary 

at cost 

90,000 

7,500 Shares 


' Stock- in-Trade 

. . 

30,000 

1 Sundry Debtors: — 

Rs. 


t Subsidiary Company 

10,000 


[ Book Debts 

20,000 

30,000 

j Cash at Bank 

• • 

15,000 


Rs. 2,45,000 


SUBSIDIARY COLIPANY 


Capital & Liabilities Rs. 


Authorised Capital: — 

12,500 Shares of Rs. 10 each .. 1,25,000 


Issued .Capital :— 

10,000 Shares of Rs. 10 each 
fully paid 

Sundry Creditors : — Rs. 

Holding Co. .. 9,500 

Other Trade Creditors 25,000 


1,00,000 


34,500 

Profit & Loss Account .. 25,000 


Assets 

Rs. 

Land & Buildings 

... 18,000 

Plant 

.. 13,000 

Fixtures & Fittings 

500 

Stock-in-Trade 

.. 45,500 

Sundry Debtors 

. . 50.000 

Buis Receivable 

5,000 

Cash at Bank 

.. 27,500 


Rs. 1,59.500 
/ 


Rs. 1,59,500 


The holding in the Subsidiary was acquired on 1st January 1940 at a premium of 
Rs. 2 per share, the balance at credit of the Profit and Loss Account of the subsidiary 
being Rs. 10,000. ® 


Transactions between the Holding and the Subsidiary include the purchase of goods 
by subsidiary at cost plus 331)3%. The Stock of the Subsidiary on 31st October 1943 
consisted of 


Rs. 

Goods purchased from the Holding Co. .. .. 15,003 

■■ „ others .. .. 30,492 


Cash amounting to Rs. 500 was in transit from the Subsidiary, Ltd., to the Holding 
> Company nt the dose of buaness on 31st October 1943. 

You are required to prepare a Consolidated Balance Sheet to be presented to the 
Shareholders of the Holding Co. as on 31st October 1943. ' 538 

, 403. Prom the following B.alancc Sheets of tlsc Senior Co., Ltd.^ and its subsidiaries 
^ „ -V, Y. and Z, prepare a Comolidaied BnJanct Sheet as at 31st December 1543 : — 
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y SUBSIDIARY CO., LTD. 
BALANCE SHEET, 31st December 1943 


Liabilities Hs. 

Capital Authorised, Issued and 
Fully paid: — Rs. 

15.000 8% Pref. Shares 

of Rs. 10 each . . 1,50,000 

60.000 Ordy. Shares of 

Rs. 10 each .. 6,00.000 

7,50,000 

Sundry Trade Creditors .. 49,299 

Outstanding Creditors for Expenses 57,000 
Senior Co. Ltd.— Current Ajc. .. 141 

Profit & Ix)ss Account .. 1,12,287 


Rs. 9.68,727 


Assets R®' 

Leasehold Land and Buildings at 

cost less Depreciation .. 68,2oO 

Plant, Fixtures, etc. at cost less 
Depreciation .. •• 58,42a 

Investments ; — Rs- 

Senior Co. Ltd. .. 1,41,000 


Shares at cost 
4% Govt. Bonds 


1.59.000 

2 . 10.000 


Stock-in-Trade 
Simdry Trade Debtors 
Senior Co., Ltd.— Advance Afc. 
Cash at Bank 


3,69,000 

1,97,880 

1,32,960 

58,800 

83.412 


Rs. 9,68,727 


Z SUBSIDIARY CO„ LTD. 
BALANCE SHEET, 31st December 1943 


Liabilities Rs. 

Capital, Authorised, Issued and 

Fully paid: — 

15,000 Ordy. Shares of Rs. 10 

each .. .. 1,50,000 

6% Debenture Stock (secured) 60,000 

Sundry Trade Creditors .. 44,748 

Contingency Reserve .. •• 29^.09 

Profit & Loss Account •• 34,968 


- Assets 

Goodwill 

Development Accormt 

Stock-in-Trade 

Loan to Associated Company 

Sundry Debtors less Reserve 

Cash at Bank 


Rs. 

.. 1,02,600 
. . 26,397 

. , 33,603 

.. 1,00,635 
62,287 
.. 3,303 


Rs. 3,18,825 


Rs. 3A8,823 


589 


REORGANIZATION OF SHARE CAPITAL 

103. The Share" Capital of the Enterprise, Ltd., consisted of 40.000 9% Cumulative 
Preference Shares of Rs. 10 each, '20,000 7Vo non-Ciunulative Participating Preference 
Shares of Rs. 5 each and 40,000 Ordinary Shares of Rs. 2-8 each, all fully pal'd. The 
^vidend on Cumulative Preference Shares was in arrears for the last two years. 

The following Scheme of Capital Reduction was duly approved and authorised by 
the Shareholders: — 

(1) The Cumulative Preference Shareholders were to be issued two 7J% Ctunu- 
lative First Preference Shares of Rs. 10 each, one 8% non-Cumulative Second 
Preference Share of Rs. 5 and one Ordinary Share of Re. 1 for every four 
9% Cumulative Preference Shares held by them. 

(2) The non-Cumulative Participating Preference Shareholders are to receive 
one 8% non-Cumulative Second Preference Share of Rs. 5 and three Ordi- 
nary Shares of Re. 1 each for every foin: shares held by them. 

(3) The' Ordinary Shareholders are to receive one Ordinary Share of Re. 1 for 
every 10 Ordinary Shares of Rs. 2-8 each held by them. 

(4) One Ordinary Share of Re. 1 is to be issued for every Rs. 10 of accumulated 
Pref. Dividend. 

(5) The sum rendered available hy the reduction of Capital as above is to he 
•utilised as under: — 

Rs. 

' (tt) To reduce the hook value of Factory Building by . . 20,000 

(b) do. do. Plant and Machinery by . . 23,000 

(c) do. do. Investments by .. 15,000 

(d) do. do. Furniture and Fixtures by . . 5,000 

(c) To provide for up-to-date Factory equipment .. 40,000 

(D To wipe o5 debit balance on Profit and Loss Account. 

Pass the necessary Journal entries" to record the above transactions. 


530 
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lOL The X. Y. Z. Co., Ltd., decided to reduce its capital witli a view to reconstruc-. 
tion, and its Balance Sheet on 30th June 1944, was as under : — 


Capital <£ Liabilities Es. ( 

I 

Share Capital j 

Authorised & Issued;— | 

50.000 8% Cum. Pref. Shares of i 

_Es. 10 each fully paid 5,00,000 ' 

25.000 Ordinary Shares of i 

Rs. 100 each fully paid ..25,00,000 

Reserve Fund .. .. 70,000 

Bank Overdraft on Floating ' 

Charge on Stock .. 1,50,000 ' 

Sundrj' Creditors .. .. 4,80,000 j 

I 


Rs. 37,00,000 


Assets 


Rs. 


Freehold Works & Buildings ..15,00,000 

Plant & Machinery 

.. 4,50,000 

Patents 

. . 75,000 

Stock-in-Trade 

. . 2,50,000 

Sundry Debtors 

.. 1,20,000 

Investments 

.. 5,00,000 

Profit & Loss Account : 

Debit balance 

Rs. 

to 30-6-43 

.. 9,95,000 

Less Profit 1944 

.. 2,10,000 
7,85,000 

Cash at Bank 

. . 20,000 


Rs. 37,00,000 


There was a contingent liability in respect of Cum. Pref. Dividend which was in 
arrears for the last two years. The Market value of Investments was Rs. 6,00,000. 

On investigation, you find that the Pref. Shares are preferential also as to return 
of Capital. The present value of the Freehold Property is Rs, 11,50,000 and of Plant 
Rs. 3,00,000. The Stock is to be depreciated by 10% and a Reserve of Rs. 30,000 is neces- 
.sary for Doubtful Debts. The Patents are worth Rs. 20,000 only. 

You are requested to pi'epare your Report on a Scheme of Capit^ Reduction to be 
placed before the Board. 591 


105. The following is the Balance Sheet of the Bharat Manufacturing Co., Ltd., as 
on 31st December 1943 : — 


Capital & Liabilities Rs. 

Capital, Authorised & Issued: — 

25,000 7% Cum. Pref. Shares of 
Rs. 10 each fully paid . . 2,50,000 
25,000 Ordinary Shares of 

Rs. 10 each fully paid . . 2,50,000 
6% Debentures giving a Float- 
ing Charge on the Assets .. 1,50,000 
Interest on Debentures unpaid .. 18,000 

Bank Overdraft .. .. 30,000 

Sundry Creditors .. .. 14,500^- 


Assets 


Es. 


Goodwill 

Freehold Land & Building 
Plant & Macliinery 
Patents 

Stock-in-Trade 
Sundry Debtors 
Cash at Bank 

Profit & Loss Accoimt 1,65,000 
Less Profit . . . . 45,000 


S '*, 000 

1.30.000 

1.05.000 
75,000 

1 . 10.000 

1,40,000 

2,500 


1 , 20,000 , 


Rs. 7,12,500 


Rs. 7,12,500 


The Preference Dividends are three years in arrears. 

The working of the Company for the year 1943 having shown considerable improve- 
ment yielding a net profit of Rs. 45,000 which profit is likely to be maintained even in 
the near future, fte Directors decide upon a scheme of reconstruction with a reduction of 
Capital so that regular payment of dividends may be maintained in the^future. 

Witli a view to assist in the scheme, the Debenture-holders have agreed to accept 
Ordinary. Shares for half the amount of the Interest due to them and forego the balance 
and to accept further Debentures for Rs, 60,000 for cash giving a floating charge to help 
towards ffepayment of Bank overdraft and to provide working Capital. 

"While the Preference Shares do not give any Preference as to refund of Capital, 
any arrears of dividend has a first charge on any surplus in case of winding up. The 
Preference Shareholders are agreeable to forego half the amount of their accumulated 
dividend, to accept Ordinary Shares/or the remaiiiing half and to reduce the future rate 
of dividend to 6%. > ' 
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■ S; 

Draft a suitable scheme as -would help the Company to re-organize on the following 
lines : — 

(o) To -write off Goodwill ; 

(b) To -write off accumulated Loss ; 

(c) To depreciate Plant and Machinery by 10% ; 

(d) To -write do-wn Patents by Rs. 45,000 ; 

(c) To pro-vide 5% for Doubtful Debts ; 

(f) To depreciate Stock by 10%. 592 


CRITICISM OF ACCOUNTS 

lOG. Is the Profit and Loss Account, as set out below, properly drawn up ? If 'not, 
submit the account as you would present it. 


PROFIT AND LOSS ACCOUNT, 31sf Deceiriber 1943 


^ Rs. 

To Salaries . . . . . . 8,200 

„ Depreciation . . . . 14,010 

„ Purchases .. .. 4,26000 

„ Returns ” , . . . 3,620 

„ Discounts . . . . 4,210 

„ Di-sudend paid 38,420 

„ Directors’ Fees .. ,. 10,000 

„ Trade Expenses . . . . 12_000 


„ Dividend (5% for year) .. 62*000 

„ Manufacturing Wages .. 32,800 

„ Transfer to Hteserve Account 40,000 
„ Balance carried to Balance 

Sheet . . . . 28,760 

Rs. 6,80,020 


Rs. Rs. 


By Stock .. .. 1,82,000 

Less Jan 1st ’ . . 1,74,000 

8,000 

„ Interest on Invest- 
ments '' . . 34,000 

Less Loss on Sale of 
Investments . . 9,000 

25,000 


„ Balance from last year’s 
account 
„ Sales 

„ Errors in Books 
„ Unclaimed Dividends 


. . 43.210 

.. 5,99,400 
.. 1.200 
.. 3,210 


Rs. 6,80,020 
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107. State fully your views as to the correctness or otherv/ise of the followi^ 
Bdance Sheet of a limited Company and draw a new Balance Sheet in conformity 
-with those -views : — 


THE LAND DEVELOPMENT SYNDICATE 


BALANCE SHEET, 31st December 1943 


Capital, Etc. 

Share Capital 
Profit & Loss Account 


Rs. } Assets Rs, 

75,000 Land Account : — 

75,000 j Purchase Money, viz. 

i 100 acres @ Rs. 750 75,000 

I Add Increase in value 75,000 


Rs. 


Rs. 1,50,000 


1,50,000 

Deduct Sales of 25 acres 
@ Rs. 3,000 .. 75,000 

75,000 

Development Account : — 

Cost of Street Making, etc. on 
the whole Estate ’ .. ^5,000 

Cash in hand .. .. 60,000 

RsP 1,50,000 


594 


Ac published Accounts of a Trade Union. Criticise 

Sheet ®^hact from Aem an Ricome and Expen^ture Account and a Balance 


Expenditure Account and 
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I 

KEVISIONAI, PROBLEMS 


GENERAL BALANCE SHEET, for the year ending 31st Deceniber 1943 


Dr, 


To Cash in Treasurer’s hands, 
31st Dec. 1942 


& s, d. 
35 7 6 

Property & Furniture . . 1,632 1 9 
Cash in Bank .. 8,675 0 0 

Contributors, Fees & Fines 2,431 11 6 

From Branch No. 1 net 7 0 0 

„ „ 2 „ 38 0 0 

„ 3 „ 77 0 0 

Interest from Bank . . 288 10 3 

Rent from Property . . 85 0 0 

Cards and Rules .. 0 0 7 


Cr, 

By Lock-out Pay 
„ Out-of-Work Pay 
„ Sick Pay 

„ President, Treasurer and 
Committee 
„ Secretary 
„ Shop Stewards 
„ Sick Stewards 
„ Auditors 

„ Rail and Tram Fares .. 

„ treasurer— Special Work 
„ Printmg, Post, etc. 

„ Telephone 

„ Trades’ Congress Pees 
and Delegates _ .. 

„ Trades’ Council Fees . . 

„ Workers’ Municipal 
Federation 


£ s. 

d. 

908 17 

6 

1419 15 

2 

306 5 

8 

40 5 

0 

109 15 

0 

22 10 

4 

1 0 

0 

3 2 

0 

3 4 

9 

2 17 

1 

48 16 

3 

8 17 

0 

4 13 

3 

9 7 

6 


10 0 0 


4 5 9 
11 5 6 
40 0 0 

1 2''0 

89 10 3 

9 0 0 


National Labour Party Fees 9 0 4 
Delegations 
Grants 

Membership Social Club 
Secretary’s and Trea- 
surer’s Bonds 
Solicitors’ & Architect’s 
• Fees 

Remitted to Branrfi 
No. 4 net 

Payments on Rooms Accoxmt 12 18 2 
Property .. .. 1,701 0 0 

Furniture, Fittings, etc. 563 9 U 
Cash in Bank, 31st Dec. 

1943 .. .. 8,200 0 0 

Cash in Treasiuer’s 
hands, 31st Dec. 1943 28 13 2 

£ 13,269 11 7, I . £ 13,269 11 7 

The funds in the hands of Branch Secretaries (not included in the above Account) 
at the beeinnina and end of the year were Branch No. 1, £3-15-4 and £8-12-6 ; No. 2, 
£3-9-2 Md£4-12-8; No. 3, £4-18-5 and £5-12-10; No. 4, £2-19-11 and £10-18-8. ’ 

(Incorporated Accountants.) 595 

109. Criticise the Balance 

BALANCE SHEET, for the year ending 31st December 1943 
Rs. Rs. ‘ 


Ordinary Share Capital 86,000 
Less Forfeited Shares 400 

85,600 

Preference Share Capital .• 

Depreciation Fund . . • ■ 2,500 

'Debentures— 1,000 Debentiures of 

Rs. 100 each at 5%, issued at 90 90,000 

Bank Overdraft and Sundry 
Creditors • • • • 15,862 

Profit for the year . . 12,850 

Balance from last year 2,250 


Stock on > hand 
Uncompleted Contracts 
Cash ' .. 

Goodwill and Trade Marks 
Plant and Machinery 
Sundry Debtors 
Unpaid Calls 


Rs. 

32.000 
1,68,992 

2,210 

56.000 
24,600 
' 10,200 

1,500 


Less Preference Dividend 
and proposed Ordinary 
Dividend 


15,100 

13,560 


1,540 


Rs. 2,95,502 


I r 
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ADVANCED ACCOUNTING 


no. The Kamshadde Motor Co. Ltd., acquired the undertaking of Messrs. Snu& 
Bros. Ltd., as at the end of 1942. The following Statement of Accounts, made up to the 
30th June 1943, is submitted to you for audit. Criticise the statement, taking at least 
six ppints (three on the Balance Bheet and three on the Trading and Profit and Loss 
Account). •• » . 


BALANCE SHEEfT 


£ 

To Capital . . . . . . 250,000 

„ £30,000 5% Mortgage Deben- 
tures issued at 10% Discount 27,000 
„ Creditors : — B 

On Open Acco^mts 16,444 
Debenture Interest 1,500 

^17,944 

„ Reserve for Bad Debts . . 279 


£ 295,223 


£ 

By Freehold' and Buddings . . 87,650 

„ Goodwill, Patents, Patterns, 

Plant & Work-in-Progress 74,342 
„ Fixtures & Fittings (Office) , 232 
„ Investments . . . . 4,732 

„ Cash at Bank and in hand 12,411 
„ Capital unissued .. 25,770 

„ Debtors . . . . 2,075 

„ Stock . . . . . . 84,784 

„ Suspense Account .. 3,227 


£ 295,223 


TRADING AND PROFIT & LOSS ACCOUNT 




£ 


- 

£ 

To 

stock acquired from Vendors 

21,441 

By Sales' 

10,418 

»> 

Purchases 

58,937 


Amounts paid on Forfeited 



Wages 

4,392 


Shares _ . . • • 

385 


Rates and Taxes 

1,174 


Appreciation 'in Value of 


if 

Debenture Interest 

1,500 


Seciurities 

219 

n 

Fuel and Lifting 

1,052 


Stock, 30th June 1943 

84,784 

if 

Cartage 

589 


Balance carried to Suspense 


if 

Office Expenses 

3,441 . 


Account 

392 

a 

Bad and Doubtful Debts 

279 




if 

Preliminary Expenses 

2,143 

y' 



fS 

Directors’ Fees 

1,250 





. 

£96A98 



£96,198 


1. 



(Chartered Accountants.) 
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Iks Agra Cotton Mill, Ltd., presents its Balance Sheet for audit as follows. 
What alterations are required to bring it in exact accordance with the form prescribed 
by the Indian Companies Act ? 


BALANCE SHEET, 30fh June 1944 . 


Share Capital : — 


Rs. Rs. 


Authorised and Subscribed, 

100 Shares of ,Es. 1,000 eath. 1,00,000 


Land . 

Buildings at Ist Jan. 
1944 

Additions 


Rs. 


Bs. 

20,000 


.. 1,40,000 

. . 20,000 


Loans — Secured .. ...4,00,000 

Creditors ; — 

Fixed deposits ., 1,50,000 

For cotton stores and' 
c.xpcnses . . 23,000 

For unclaimed wages 
& dividends .. ’ 3,000 

1,76,000 


1,60,000 

Less further depreciation 10,000 

- 1,50,000 

Machinery — ^revalued . . 4,90,000 

Book Debts . . . . 

Stores, Spare Parts and 

Colton 18,000 . 

Coal, Yam, etc, ,, 2,000 

-! 20,000 

Preliminary Expenses (still to 
write off) .. .. 2,000 



CD CO *4 


REVISIONAIi PROBLEMS 

BAIANCE sheet— (C onld.) 
Rs. 


Profit & Loss Account— Balance 


84,000 


Rs. 7,60,000 


Cash and Investments:— 
War Bonds 

Cash at Mill ;• 

Cash at Office and in 
Bank including Fixed 
Deposits, Rs. 40,000 


Rs. 


10,000 

2,000 


54,000 
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Rs. 


66,000 


Rs. 7,60,000 
' 598 


112. Redraft the following Balance Sheet 


& CO., LTD. 

balance sheet, /or the year ended 30th June 1944. 


, To Capital 
. „ Mortgage • 

. „ Sundry Creditors 
. „ Reserve Fund 


Rs. 
.. 7,50,000 
. . 10,000 
. . 97,500 

. 50,000 


Rs. 9,07,500 


Rs. 


1. By Freehold Premises, Good- 

will. Fixtures, etc 5,00,000 

Sund^ Debtors •• 

Profit & Loss Account . - 50,000 


Rs. 9,07,500 


The items are made up as follows 


•Freehold Premises 
Goodwill 
Fixtures 


Rs. 

. . 15,000 

.. 4,82,500 
.. 2.500 

Rs. 5,00,000 

rT” 

500 Shares pf Rs- 25,000 

Ks. 50 paid P 

500 Shares of Rs- = _ 25,000 

fully up • • 

Rs. 50,000 

^ofe._Stock 37^00^ 

30th June 1944 was Rs. 37,&uu. 

Stock at Manager’s valuation 75.0W 

Stationery *• 22,500 

Trade Utensils •• 

Rs 1,00,000 

Temporary Loans i 


C|o. 1,54,500 

i. •» “““ 

Sto R". K.™”' 


Rs. 

A 's bio, . 1,54,500 

Goods Bold on approval .. |5J0O 

Advances to A Lo , wa. 

Bates and Taxes and Fire 

Insurancss paid in advance 

Rs. 2,00,000 


5. Cash in hand 
Bills Receivable 
At Bank 


.. 4,0J)0 

. . 2,000 

! ! . . J.500 

Rs."”?^ 

7. Capital, Nominal alle'd^”’””’”™ 

Capital, Subscribed and called 

up •• •• ■■ i’5o!ooo 

Calls in arrears •• • ’ 

8. Mortgage on Freehold 10,000 

Premises ‘ 

9. Bank Advance on Security of 

investments • • ' ' oo’enn 

Trade Creditors '• 

' Rs. 97,500 


. on a claim for damages 

against the Company on 


1044 


advanced accounting 
ledger balances — Contd. 

Profit and Loss Account, Balance brought forward 

Interest paid 
General Expense 
• Bad Debts ,, Bills Discounted. 

Nom-Res^e Es 32 jW 0 Account after the paym. 


Es. 
1,14,670 
80,260 
51,210 
64,355 

The Profit 


•Bad DeDts wnuen „ tjuIc Gwcounted. xne r-rout 

Note. — Reserve Es. 

Account balance IS the ^ aesirable in the jnterest of th 

SSr&J".h?'t;« hSvSue «=!» »»'f <;>; a., maia. Battog 

He Ibom the following flgwea **“ *°%Sl,ce Sheet and ProSt 
Company, Limited, y°" ^y^SoJ yoi Irtificfte for publication and presentatao 
Account dnd then append, as Auonor, youi 

to the shareholders :— as. 


Rs. 

Current & Deposit Accoimts ..7,73^4,500 
Acceptances on behalf 

Customers -- , .-1.20,00,000 

Capital subscribed, 50,000 diares 
of Es. 400 each, Es. 250 
share paid . -• 1.2o, 00,000 

Reserve Fund (Invested in 5% 

War Loan) -• -• 

Profit & Loss Accoimt, 1st Jan. 

“ ’ Interest accrued and paid 

5% War Loan (Reserve Fimd) 

Securities guaranteed by Indian 
Government . . 

Railway Shares and Stocks 
Foreign Govt. Securities 


60,00,000 

1.53.000 

2.55.000 
60,00,000 

82.50.000 

63.75.000 

23.55.000 


Current Expenses, Salaries, 

A^oSkt^^ded to Stag Eetire- 

P^i^SseJ^Account, amount 
viritten off •• t.'' 

Gross Profit for the 

providing for Bad and Doubt- 

ful Debts -• 1 5847,500 

Cash in hand & at Reserve B^1,5S,|^. 
Money at CaU & Short Notice 27,4-,^^ 

Bills Discounted . ■ • • . e@’50 OOO 

Loans and Advances . • • • ’ooVc oqo 

^nk Premises, * 

Freehold and Leasehold Fro- 


7,12.500 

30,000 

2,25,000 

24,45,000 


I Freelioici ana — icnnoOO 

m uovt. Jaecunues .. ..,lo,vU,uuw 

perties •• ^ -oe 94 500. 60S 

‘ Note.— Make provision for Rebate on Bills Discoimted amoun mg o < > 

INSURANCE ACCOUNTS . . .r rn Utd.. yoti mre 

117. From the following figures of the Miatic Insurance ^ ^eet as at 
required to prepare Revenue Account, Profit and Loss Account and Balance ^ 

31st December 1943 ; — 

trial balance f ^ Rs. 


Fire Insurance Department; — 
Claims paid and outstanding 
Expenses of Management 
Commission 
Premiums 

Employers’ Liability Department: — 
Claims 

Expenses of Management 
Commisaon 
« Premiums 

General Insurance Department; — 
Claims paid and outstanding 
Expenses of Management 
Commission 
Premiums 

Interest and Dividends 
Accident Insurance Department: — 
Claims paid and outstanding 
Expenses of Management 
Commission 
Premiums 

Share Capital .. .. 

Claims admitted but not paid 
Cash at Bank 
Cash in hand 

Indian Government Securities 
Poreijn Government Securities 


.. 1,40,000 
.. 1,13,800! 
.. 21,400 


.. 1,52,400 
.. 3,01,900 
.. 90,0001 


..14,62,800 
.. 8,61,900 
.. 3,02,4001 


.. 4500 

.. 12,400 

.. 9500 


. .15,60,000 
2500 
..50,05200 
..15,62500 


3,81,600 


8,92,400 


36,02500 

47,000 


52,000 

52,31,500 

9,01,400 



REVISIONAL PROBLEMS 

TRIAL BALANCE— Contd. 

Agents’ Balances 
Sundry Debtors 

Amounts due to other Companies 
Sundry Creditors 

Amount written off Securities . . , . 

Employers’ Liability Insurance Fund at 1-1-1943 
General Insurance Fund at 1-1-1943 
Accident Insurance Fund at 1-1-1943 
Fire Insurance Fund at 1-1-1943 
Profft and Loss Accoimt Balance 1-1-1943 
Interest and Dividends 
Investments deposited with the Controller-General of 
Currency 
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' Rs. I 
.12,02,900 
21,000 


Rs. 


22,400 


3.37.400 
2,41,000 

2.62.400 
0,21,400 

10,000 
1,04,200 
3,92,800 
•35,000 

I 

2,62,000 

Rs. 1,31, 12, 90o|l, 31, 12,900 

_ You are required to create a Specific Resei-ve of 40% on the Premiums received 
in r(^ect of risks. 

118. _ From the following Trial Balance of the Globe Insxirance Company, Ltd. 
prepare Final Accounts for the year ended 31st December 1943 : — ’ 

, Rs. I Rs. 

Share Capital (0,90,000 Shares of Rs. 10 eacli, Rs. 5 per 

Share paid up) . . 34,50,000 

Cash received on Forfeited Shares . . . . , . 1,000 

Premiums received ^ ' 

Fire, iess reinsurances .. .. .. .. 3,52,000 

Accident and General, less reinsurances 9,19,000 

Marine, Jess Commission and reinsurances .. 12,27,000 

Claims paid : Marine 


Claims paid and Outstanding:— 
Fire 

Accident and General 
Claims Admitted but not paid: — 
Fire 

Accident and General 
Commission: — 

Fir? 

Accident and General 
Expenses: — 

Fire 

Accident and General 

Marine 

General 

Due to reinsurers : — 

Fire 

Accident and General 
Marine 

Preliminary Ebqjenses 

Investments . . , • * 

Freehold and Leasehold Premises ^ 

Agents’ Balances 

Simdry Debtors . . , ^ • 

Sundry Creditors 

Office Furniture, Fittings, etc. 

Interest and Dividends less tax 

Interest accrued but not payable 

Miscellaneous Receipts 

Cash on hand and at Bankers 


3.53.000 

71,000 

2.55.000 


' 37,000 

1 , 66 , 000 [ 

86,0001 

1.83.000 

1.13.0001 
4,04,000 


4.10.000 

20.50.000 

9.62.0001 

12.83.000 
2,70, OOOj 

75,000| 

14,000] 

7,50,000j 


17.000 

14.000 


3.57.000 

8.41.000 
5,000 


1.89.000 

1.05.000 
5,000 


Rs. 74,82,000 74,82,000 


The following adjustments arc to be made before the prepamfion of the «PinaI 

t. r-t __ A r nr#> Tovniiinr? rtrt IZIcf 



6 $ 



0 


advakced accotjnting 

Balance o£ Marine Account 

IfiSS or*£.c™»te g. a=d LOSS Aocom..^^ 

crW^“i=tablisWnt and Organisation Account. ce Co Ltd as at 31st 

Docosri. 0 . 1943 You gtSS, L’d (4) Bolance Sheet d.er,trom. 

Revenue Account, (,o) Rront oUi 1343 


JTiUUt. - •» IfHQ 

TRIAL BALANCE, as at 31st Dacmber 1943 


Fire Fund (1-1-1943) 

Marine Fund (1-1-1943) 

Fire Premium (Net) 

Marine Premium (Net) ■ 

Management Expenses (Fire) 

Alanagement Expenses (Tvimne) 

Claims-paid and outstanding (Fne) 

Claims— paid and outstandmg (Marme) 

Commission (Fme) 

Commission (Marme) 

Interest, Dhndends, etc. 

Loss on sale of old Motor Car 
Ou-tstuTidinS (accruGo.) < 

Investment ^Reserve Fund 
Provident rund 
Transfer Fees 
Auditors’ Fees 
Directors’ Fees ^ • 

Depreciation on Furniture 
Motor Car •• 

Furniture (original cost Rs. 24,300) . . •• , 

Debts duo from other ofnees, Chief A-gents, etc. (mcludmg 
Rs. 3,000 due from an Officer of the Company) 

(.All considered good) 

Debts due from the Pmndom Banlr, Ltd. (m Liquidation) 
(Considered Doubtful) 

Preference Share Capital 
Ordinary Share Capital 
Forfeited Shares Account 
Fire Claims Outstanding 
Marine Claims recoverable 
Amounts duo to other offices 
Sundry Creditors 
Investments (to be specified) 

Cash at Banliers 

Cash in hand -- •• 

ProSt and Account (Salance/ 

Menaging A.gcrls’ Commission 


Rs. 


2,03,000 
.. ILSOO, 
. .16,40,300 
.. 58,000 

. .1112,900' 

. . 17,800 

■■ 1,300 

.. 50,800 


2,000 

1,300 

.3,300 

25,100 

6,68,700j 


10,700 


Rs. 

8.56.900 
19,000 

32 62,400 

1.26.900 


1,74,500 


76,900 

6,500 

600 


5,400 


. 1,600 

.*36,36,900 
. 1,72,200] 
13,200' 


4, 99, 700 
18,75,000 
100 
4.09,300 

2,30100 
45,400 


COO 

41,200 


PiS. 70, 3G, cool 76,36.600 




g P-S 

Tne Authorised Capital of the Company is 1 , 00.000 Cu^m Preference 
cadi rnd 1.50 COO Ordinary Shares of Rs. 100 each. Half of Pixicrcnce Sha - i SO 
HiS.OOl Ordinars' Shares arc issued and fubscribed. The directms nave p 
Preference Shares for non-t' ••j-ment of calls. The calls made arc Rs. lu ncr * 13200. 

Shp'e end P,s. 13 per O’-d.mr;' Share. Provident Fund is to be mcreasea to jg 

Hie credit b'lancr* of MTirrg.ng A'lenJs’ Commission Rs. 41,200 (for in the 

not pr.yablo, nr llio s’lne iS foregone by them. It Is r.ece'sary, however, F_r_Bs. 50,000 
li-ibilitv to the I Pnof ing A'*ents ui respect of Commission for tlie current yem be 

(for Psre) ard Ri,. 4.PC9 (for Marine). The Hrc Fund at.tliC end -ndiuonnl 

tuch figure r.-" > equ d to 40 Fj of the current Net Fire Premium. L * 

dvprr e'lstisin on Pura.ture R'. 2^^ nnd depreciate Alotor Car by 10 .Misn- JStS. 
C'3”t*r.r'“.l Orl '.idv in recroct of Prcfciencc Share Dividend upto 31st Dcce- ■'* 
«r*ur.v:r,?t to It-. l^rritC-'). ■ 


KEVISIONAL PROBLEMS 
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KOYAI^S & SHORT WORiaNGS , 

On 1st January' 1940 the Sv/adeshi Collieries, Ltd. leased a niece of land fnr 
a minimum rent of Rs. 1,000 in the fust year, Rs. 2,000 in the second year and thereafter 
Es. 3,000 per annum, merEing into a royalty of 4 anna.s per ton, with power to recoun 
short-workings over the iin3t..jthree . yeats_only. The annual output for t!ie four veir? 
ending widi 31st Decomher 1943 was 1,000, C.OOO, 16,000 and 24,000 tons respect^elv 
Show how the accounts would appear m the hooks of the colliery.' ^ 

HIRC-PURCIIASE SYSTEM 

A firm of Coal Merchants purchased wagons on a hire-purchase system over 
a period of four years. Rs. 6,000 was payable on delivery, 1st January 1939 and the 
balance by annual instalments of Rs. 6,000 each on 31st December in each year. The 
vendois charged 5 per cent per annum interest on the yearly balances. The Cash’ value 
of tine Wagons on delivery was Rs. 27,300, Depreciation at the rate of 10 per cent on 
diminisliing balances was written off in each year. 

Write up the accounts concerned in the purchasers' books and show how tliev 
would appear in the firm’s Balance Sheet on 31st December 1940. ^ 

(Calculations to be made to the nearest rupee. Journal entries are not required ) 

CONTRACT ACCOUNTS 

122. The Contract Ledger of Ramlal & Co. showed the following expenditure in 
connection witii the contract for the erection of an Ice Factory : — 

Rs. 

Materials , . . . . . . . . . 80,000 , 

Wages . . . . > • . . . . . . . 40,000 

Overhead Expenses . . . . . . . , 15,000 

Plant (special) . . . . . . . . . . 30,000 

The contract price was Rs. 3,50,000 and it was estimated that the contract would 
take one more year to complete. The work certified so far was Rs. 1,60,000 and 80% 
of the Architect’s Certificates was received in cash. At the end of the first year the 
work done and not certified was estimated at Rs. 10,000 and Materials lying on site 
was valued at Rs. 4,000. , 

You are required to show how the Contract .Recount wordd appear after all the ' 
necessary adjustments are made and what profit you deem it desirable to bring into 
credit. Tlia Plant is to be depreciated by 10%. , 609 

123. The All -India Construction, Ltd. was icgisterod on 1st April 1943 and their 

Trial Balance a year hence was as under : — , 


2.000 6% Preference Shares of Rs. 100 each 

4.000 Ordinary Shares of Rs. 100 each 
L-’nd and Buildings 
Plant and SfoVes 
Sundiy Debtors 
Sundry Creditors 
Investments 

Contract No. 1 Account; — 

Materials .. •• , 

Wages . , 

Plant (specially acquired) 

Overhead Expenses .. -••.-it., 

Contractce’s Account — 80% of Work Certified R' 
Office Salary and Wages 
Sundiy Expenses ... *. 

Bank Balance 
Cash Balance 


ealised 


Rs. 


50.000 

60.000 
4,500 

' 4,00,000 

80.000 

75.000 

12 000 , 

3,000 

3, goo: 

1,500; 

85.000 
3,400 


Rs. 7,78,0001 


Rs. 

2,00,000 

4,00,000 


18,000 


1,60,000 


7,78,000' 


Interest on Investments -amounting to Rs. 12,500 is outstanding. Tlie cost of work 
done end not certified amounted to Es. 10,000 and there were materials of the value of 
Rs. 2,000 lying uncOnsumed on site. Of the Plant .used on the contract, Rs. l,500_ was 
returned to the stores which remains to be adjusted, and the balance is to bo dgireciated 
by 12J%. You are to depreciate Land and Buildmg by 2% and the Plant and Stores by 
5%. As the entire contract is for Rs. 3,00.000 you are required to bring into credit only 
thice-fourths of the profit ascertained on the v.ork done and tiwt too on the cash basis. 
Show the Contract Account, Work-in-Progress Account, tiie Profit and Loss Account 
the Balance Sheet as at 31st March 1944, Ignore Income-tax. < „ 
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DOUBLE 
124. 
Light and 
under the 


ADVANCED ACCOUNTING 


■^e^oikwtoJbS^es are extracted from the books of the 
Power Co., Ltd., as at 31st December 1943. Prepare therefrom Fmal Accounts 
Indian Electricity Act. 

Sharp Capital; — ,o 

8.000 Ordinary Shares of Ks. 100 each to 31-12-42 

2.000 Ordinary Shares issued during the year 

4.000 Ordinary Pref. Shares of Rs. 100 each to 31-12-42 
Cort of Licence 


1 , 00 , 000 ) 

3,00,000) 

3,50,000) 


Leaseholds 

Preliminary Expenses 
Buildings (Balance to 31-12-42 Rs. 

Plant ( ,, ,, ,, 

Mains ( „ „ « 

Transformers, Motors, etc. 

Meters (Balance to 31-12-42 Rs. 18,000) 

Dead and Live Stock (Balance to 31-12-42 Rs, 
Public Lamps ( „ „ „ 

Loose, Tools ( ,, ,, ,, 

Fuel consumed 

Oil, Waste and Engine Room Stores 
Salaries of Engineers, Superintendents and 
(Generation) 


10 , 000 ) 

50,000) 

6 , 000 ) 


Officers 


Salaries of Engineers, Superintendents 
(Distribution) 

Power House Salaries and Wages 
Management Expenses 
Establishment Charges 
Sale of energy for lighting purposes 
Sale of energy for power 
Public Lifting 
Rent of Meiers 
Miscellaneous Receipts 
Rents Receivable 
Transfer Fees 
Sale of Ashes 

Reconnection and Disconnection Fees 
Interest on Bank Deposits 
Repairs and Maintenance of Buildings 
Repairs and Maintenance of Plant 
Distribution Wages 
Repairs and Maintenance dl Mains 
Repairs and Maintenance of Public Lamps 
Repairs to Transformers 
Repairs to Switches, Cut-outs, etc. 

-Street Lighting Wages 
Rent Payable 
Rents and Taxes 
Directors’ Fees 
Auditors' Fees 
Legal Expenses 
Bad Debts 
Depreciation ; — 

Land (Leasehold) 

Buildings 
Blmit 
Mains 


and Officers 


Rs. 

8,00,000 

2,00,000 

4,00,000 

30.000 
1,00,000 

20.000 
1,10,000 

4.20.000 

4.60.000 

50.000 

24.000 
1,000 

15.000 

60.000 
8,000 

30,000 

4.000 

7,200 

4,800 

6.000 
9,600 

7.200 
1,00,000 

70,000 

70,000 

5.000 

3.000 

1.200 
lOO 

. 500 
400 

6.000 
500 

1,500 

1,200 

200 

1,820 

100 

50 

1,200 

1,680 

350 

1,200 

1,600 

50 

100 


2,000 
4 COO 
20 000 
24,000 


Income-tax 

Dividend on Ordinary Shares for 1942 
Divmend on Preference Shares for 6 months to 30-6-43 
ReT,-cnue Account Balance forward 
Reserve Fund 
Depreciation Fund 
Investments at Cost .. ” 

Interest accrued thereon II I 


50.000 

1.000 

48.000 

12.000 
80,000 
10,000 
70.000 

1,31,000 

6,14Cf 
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Rs. 

81,000 

37.000 

10.000 

24.000 

3.000 

5.000 
80,000 
10,000 
' 4,850 
11,140 


611 


BALANCES^CCorifd.) 

Stock of Stores, 31-12-42 
Sundry Consumers’ Accounts 
Amount transferred to Reserve Fund 
Creditors for goods supplied 
Unclaimed Dividends 
Expenses prepaid 
Fixed Deposits with Bankers 
Cash on Current Account 
Cash in Office 

Interest on Investments . . . . . . . . oxx 

125. The following are the balances of the Ballarpur State Railway for the year 
ended 31st December 1943. Make out in the prescribed form (1) Capital Account, 
(2) Revenue Account, (3) Net Revenue Account and (4) General Balance Sheet. 

Rs. 

Ordinary Share Capital 
4% Preference Share Capital 
Loan from State 
Premium on Shares 

Expended upon Permanent Way to 31st December 1942 
„ the above during 1943 
„ Rolling Stock to 31st December 1942 
„ Rolling Stock during 1943 
„ Buildings and Stations to 31-12-1942 
„ Buildings and Stations during 1943 
Maintenance of Permanent Way 


Upkeep of Locomotives 
Receipts from Passenger Traffic . 

Receipts from Parcel Traffic .. • 

Rates and Taxes 

Rent changes and chief rents paid 
Receipts from Mail Service 
Receipts from Goods Traffic 
Traffic Expenses 
Rent paid on Leased Lines 
Carriage and Wagon Repairs 
Interest on Loan . . 

Balance of Net Revenue Account, 1st January 1943 
Compensation Fund 
Debts due to other companies 
Preference Dividend . . . . \ , 

Sundry Accounts Payable 
Compensation Fund Investments ' . . 

General Stores — Stock on Hand 
Cash at Bankers 
Bank Interest received ^ ' 

Fire Insurance Fund .. .. 

Traffic Accounts due to the Company ' . 

Legal Charges ' .. ' 

MISCELLANEOUS 

126. State how you would deal with the following wliile' preparing Final Accounts 
of a business for the year ended 31st December 1943,- on 31st March 1944. 

(a) »Rs. 4,500 owing by a Customer which amoimt was considered good on 31st 

December 1943, but was found to be irrecoverable on 15th February 1944. 

(b) A contract for Sale of Goods to be delivered on 15th March entered into 
before 31st December 1943.. The contract was duly fulfilled. 

(c) A difference of Rs. 600 represented ' by an amount wanting on the debit of 

the Trial Balance. C13 

127. A fire occurred on 15th April 1944, and destroyed- the 'business premises of 
Johnson & Co. The books of account and Stock amounting to Rs. 18,000 were saved, 
and the following information was rendered available from the books: 


, 51,95,600 
, 27,03,825 
15,37,000 
5,36.828 
71,22,290 
45,214 
12,41,500 
41.209 
14,37,340 
51.380 

70.330 
99,090 

1,84.180 

40,780 

20,560 

5.330 
6,690 

2,79.990 

92,350 

20,620 

25,800 

42,170 

5,760 

5,970 

5,690 

26.020 

1,19,940 

5,020 

1,06,530 

1,10,380 

,800 

17.160 

72,690 

4,390 


612 


Sales. 


Gross Profit. 


Year 

ended 

31st December 

1939 

^ Rs. 

.. 3,60.000 

Rs. 

2,15,000 


do. 

do. 

do. 

1940 

. . 7,10,000 

243,000 


do. 

do. 

do. 

1941 

.. 6,00.000 

2,00,000 

do. 

do. 

do. 

1942 

.. 5,50,000 

1,87.000 

V* 

do. 

do. 

do. 

1943 - .. 

.. 4,80,000 

1,60,000 






■■ 

, ^ 
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Tlie Stock on 31st December 1943 wvs volued at Hs. 97,000. Tlic 
and Productive Wages from 1st January 1914 to ^Ih April - "tatc- 

■Rc; 7';fifi(y Us 159 000 and Rs. 30,000 respectively. You arc rcq,uircd to prepare a 
mmt fn su?porTofyour claim against the Insurance Company, together with any corn- 
may deem necessary to mrkc. 

of a business for the Inst tlirec years amounted to 


ments you 

The 

Es, 2,20,000, but on an 


19R Thp nvGrncc 'orolits oi a outuiuis lui mu 

128. “^""S°afu.slmcnt of certain items being emried out for .the purpo^s of 

^ . f j A. t o fin fiAA rtu vr.T^'rf»«r-rti inp the averasG 


goodwm vdS ;-a;e fomd to be Rs. 2.30,000 as representing the average 

formT profits. 7i% represented a f.-iir commercial return on ^ 

Pmnloved The book v.nlue of tlic Capital employed worked out at Rs. lo.-tS.UUU, cur 
upon a proper valuation having been made, Uic capital usefully employed 
to be v/mth Rs. 14,50,000. Valuing the Goodwill on the basis of five years smper profiU 
you are required to find out the purciiaso pneq of tiie business, on the basjs ot tne 
figures as adjusted. 

129. Tile Eastern Insurance Comp.any, Ltd., candcs on Fire, Marine and Accidmt 
Insurance Business. You arc requested to prepare Revenue Account of the Fire ins - 
ance Department from the following figures, and also state how certain ii^ms n 
included therein will he shown in the Profit and Loss Account for the year enaca iiis 
. December 1943; — 

R.S. 

Profit and Loos Account Balance, 1st January 1943 . . 2,50,000 

Reserve for un expired Rislss, 1st January 1913 .. 1,65,000 

Fire Insurance Premiums .. .. .. •• 4,00,000 

„ „ Claims Paid and Outstanding .. 2,10.000 

„ „ Commission . . . . . . 8,000 

„ „ Expenses of Management . . . . 85,000 

„ „ Contribution to Fire Brigades .. 2,800 

Additional Fire Insurance Reserve, 1st January 1943 .. 1,55000 

Dividends to Shareholders .. .. .. 50,000 

Transfer Fees . . . . . . . . . . 30 

Sundry General Expenses . . . . . . . . 12.000 

, Interest and Dividends less Income-tax . . , . . 25,000 

Interest and Dividends less (Fire Insurance Fund) . . 10,000 

Make provision for unexpired risks on the basis ot 40% of 
Income and carry forward the additional reserves. 

130.’ The Directors of the New Products, Ltd. find themselves in a very awkwa^ 
situation, and consult you in regard to the ways and means of reorganizing the financial 
position of the Company. The Profit and Loss Account for the year ended Slst December 
' 1343, showed a clear net profit of Rs. 45,000 but tlie equivalent Cash for the payment or 
Dividend was not available. They find a temporary loan from the bankers to be necess^ 
for this purpose and are anxious to Imow how the profits have been merged m the 
business. 

You are presented the foiloiving two Balamie Sheets for the purpose of placing 
before them the whole position in the shape of a Report: — 

BALANCE SHEET. 

As at 31st December 1942 

Capital & Liabilities Rs, 

Share Capital, Authorised, Issued 

Pmd up .. ..'3,00,000 

Redeemable Debentures .. 50,000 

Sundry Creditors 60000 

Rescue Fimd .. " sq’.ooo 

Rroti,. and Loss Appropriation 
Account 


tbe Fire Premium 
616 


40,000 


Re. 5,00,000 


Assets 

Rs.. Es. 

Freehold Land 

and 

Buildings 

.. 1,50,000 

Jess Depreciation 

, , 3,000 

1,47.000 

Plant and Machinery 

. .. 1,70,000 

less Depreciation 



V7 ork-in-Progress 
Stoclc of Materials 
Sundry Debtors 
Cash at Banks 


Rs. 


35.000 

75.000 
30,000 . 

5,00,000 
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BALANCE SHEET. 

As at 31s£ December 1943 


Capital & Liabilities 
Share Capital ; Authorised, Issued 
and Paid up 
Redeemable Debentures 
Sundry Creditors 
Reserve Fund 
Bank Overdraft 

Profit & Loss Appropriation A|c.- 
Bnlancc on 1st Jnn. 1943 40,000 
Less Dividend .. 30,000 


Ks. 

3,00,000 

45.000 

90.000 

50.000 
3,060 


4,000 

Net Profit during tlio 
year . . . . 45,000 

49,000 


Rs, 5,37,060 


Assets Es. Rs. 
Freehold Land & Bldgs. 1,47,000 
less Depreciation .. 2,910 


Plant and Machinery 
Additions 


less Depreciation 

Work-in-Progress 
Stoclc of Materials . 
Sundry Debtors ‘ 


1,44,060 

.. 1,53,000 
. . 67,000 


• 2 , 20,000 
.. 22,000 

1,98,000 

.. 55,000 
.. 45,000 

.. 95,000 


Rs. 5,37,060 


The additions to Plant and Machinery nre made up of Rs. 15,000 ordinary replace- 
ments and the balance represents actual additions to Plant. The Freehold Land and 
Buildings cor.l originally Rs. 2,00,090 when acquired ten years back! 017 

COST ACCODNTS 

■ -131. From the following figures, ascertain tire 

(n) Cost uf Materials used, ' 

(b) Value of output of manufactured goods, and 

(c) Percentage of gross profit on sales. 

TRADING ACCOUNT. 




Rs. Rs. 

( 

Es. 

Es. 

To 

Stock: — 


[ By Sales 

• • • • 

8,40,000 


Finished Goods 

.. 80,000 

„ Closing (Stock : — 




Raw Materials 

.. 24,000 

Finished Goods 

.. 70,000 



' 

1,04,000 

Raw Materials 

. . 28,000 


»» 

Purcliascs 

.. 2,40,000 

* 


98,000 

if 

Wages 

.. 4,00,000 

' 




Carriage 

.. 20,000 





Gross Profit 

.. 1,74,000 

1 





Rs. 9,38,000 

1 

Rs. 

9,38,000 




/ 


618 


132, Tire Accounts of tlie Modern Engineering Co., Ltd., show for 1943:— 

Rs. 

Materials used •• , V 

' Manual and Macliino Labour -Wagesi directly chargeable 13,50,000 ^ 

' Works Overhead Expenditure .. •• •• 3,71.250 

Establisiunent and General Expenses . . . . 2,32,500 • 

Show the Works Cost and Total Cost, the percentage that -the Works Overhead 
Cost bears to the Manual and Machine Labour Wages and the percentage that the 
Establishment and General Expenses bear to the Works Cost. 

What price .should the Company quote to manufacture a machine which, it is 
estimated will require an e-xpenditure of Rs. 7,500 in Material and Rs. 6000 in Wages so 
Hiafit will yield a profit of 25% on the total cost 'or 20% on the selling price? GI9 
133 In some industries a certain percentage of defective products is a normal- 
factor In the case of 30.000 articles being manufactured at a 'cost of Es. 80,000 of which' 
Re. 50 000 is Wages and Indirect Charges and Rs. 30,000 is Material and 1,500 articles turn 
out defective their only value being in tlie used metal of which they are composed, 
amounting to" Rs 3 500 what is the unit cost of the saleable products, in total, and in 
Wages and Indirect Charges, and Materials respectively? - . 620 

< 134. An Ironmaster produces 40,000 tons of Pig Iron in a year, at certain furnaces. 

From the following figures, prepare Production Account, showing the cost per ton 
of the various items of expenditure, and after crediting the Production Account with 
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Rs. 1,60,000, the amount received on the sale of Slag, show the cost per ton of Pig Iro® 
produced. 


Coal 

Coke 

Limestone 

Ironstone 

Sundries 


Stocks at beginning 
of year 
Rs. 

.. 95.000 

.. 73,000 

.. 30,000 

82,000 
56,000 


Purchases 
during year 
Rs. 

4,00,000 

5.70.000 

1 . 20.000 

3.50.000 

1.60.000 


Stocks at end 
of year 
Rs. 

. 80,000 

65.000 

35.000 

64.000 

60.000 , 


Works General Charges are to be taken at Rs. 95,000 and Wages at Rs. 3,50,000. 621 

135. The following particulars relate to certain contracts carried out by a firm of 
Engineers during the pionth of December 1943. 


Rs. 

6,400 

5,900 

2,800 

610 


Direct Wages paid during the month on Work-in-Progress 
Materials used as per Materials Day Book 
Materials Charged direct 

Direct Payments for Materials . . . . . • • 

Cost of completed work as per Sales Journal; — 

Time *. .. .. .. •• 

Materials . . . . . . ' 

Cost of. Time and Materials on: — 

Ehnshed Stock, Time . . . . ’ 

Materials 

Additions to Plant, Time .. •• 

Materials 

Patterns, Time 

Materials 

Unchargeable, Time 

Materials . . • • 

Uncompleted work for customers at close of month; — 

Time 

Materials . . . . . . > • . 

Time and Materials on Work-in-Progress at beginning 
of month as shown by Cost Ledger: — 

Time .. .. .. •• •• 

Materials • 

Write up Work-in-Progress Account. 

136. From the following particulars, write up Ae 'debit side of Contract No. 101 
Account and pass entries for charging Oncost: — 


5,900 

6,800 

1,800 

3,060 

440 

260 

490 

150 

380 

20 

1,990 

2,820 


4,600 

3,800 


622 


Rs. 

1,095 

1200 

60 


Materials used 
Productive Wages 

Chargeable Expenses ' •• •• ,1 -t 

Provide 60% on Productive Wages for Works Oncost and 12J% on Works Co^ 
for Office Oncost. “ 


137. 


Write up Contract Account No. 75 from tbe following particulars: — 

• Rs. 


Direct Materials 
Wages 

Spocihl Plant 
Stores Issued 
I/)Ose Tools 
Cost of Tractor — 

Running Material 
Wages of Driver, etc. 
Expenses of Workmen, etc. 


18,000 

12,000 

8,000 

3,200 

1,500 

1,000 

1,600 

1200 


The Contract v.’as completed in 20 weeks, at the end of which period 
relumed subject to a depreciation of 20% on the original cost. The values of 
Toals and Stores returned were Rs. 1.009 and Rs. 400 respectively. The value of tnc 
Tractor was Rr.. 19200,' and depreciation was to bo charged to this contract at the rat 
oi 20% per annum. ’ - 
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I 


You are required 'to provide for 
Total Works Cost. 


Administrative Expenses dt the rale of 7§% on 

624 


138, Prepare Manufacturing Account in the Cost Ledger from the following 
particulars and give the Trial Balance as it would appear after closing the Cost Ledger : — 


; Rs. 

Direct Wages .. .. 40,000 

Stores . . . . . . 24,000 

Direct Goods n .. .. 4,000 

Chargeable Expenses .. 2,000 

Works Onebst . . . . 8,000 

OiBce Oncost .. •. 5,200 


139. From the following particulars, 
“Black” and “Coloured" pencils: — 


, 

Rs. 

Works Oncost Suspense 

Account 2,000 

Office Oncost „ 

„ . . 1,400 

• Work-in-Progress 

. . 13,000 

Finished Stock 

.. 18,000 

Completed Contracts 

. . 47,800 

Sales from Stoclc 

.. 6,000 

j 

625 

prepare a Statement of Cost per Gross of 


Output during tlie year was “Black" 24,000 Gross and “Coloured” 8,400 Gross, 


Raw Materials — ^Factory— Opening Stock 

Purchases during the year 
Closing Stock 
Factory Wages— ^Black 

'Coloured 
Factory Charges 
Finishing Wages — Black 

Coloured 

Raw Materials — Finishing — Opening Stock 
Purchases during tlie year 
Closing Stock 
^ Finishing Charges 
General Expenses 


Es. 

.. 38,150 

.. 1,07,100 
.. 49,400 

.. 42,000 

.. 13,650 
. . 37,100 
. . 20,000 
.. 5,600 

, . 7,200 

... 33,700 ' 

. . - 8,900 
.. 19,200 

. . 36,450 


• Raw Materials in the Factory and General Expenses are to be apportioned in the 
ratio of output ; Factory Charges in the ratio of Factory Wages ; Finishing Raw Materials 
and Finishing Charges in the ratio of Finishing Wages. 

Also state what profit per gross is made if “Black" is sold at Rs. 10 per gross and 
“Coloured” at Es. 9-8 per gross. , 626 

140. From the following particulars, prepare (1) a statement of Cost of Manu- 
facture for tlie year 1943 ; (2) a statement of Profit as per Cost Account ; and (3) Profit 
and Loss Account in the' financial books, and show to what you would attribute the 
difference in the profits as shown by (2) and (3) 


Es. 

Of>ening Stock of Raw Materials . . ■ . . . . 60,000 

Opening Stock of Finished Articles .. .. 1,20,000 

Purchase of Raw Materials .. ' .. 3,60,000 

Stock of Raw Materials at end .. .. .. 90,000 

Stock of Finished Articles at end . . . . . . 30,000 

Wages •. •• •• .• •• •• 1,50,000 


Calculate Factory Oncost at 25% on Prime Cost and Office Oncost at 75% on 
Factory Oncost. 

Actual Works Expenses amounted to Rs. 1,16,250 and actual Office Expenses 
amounted to Rs. 91,500. ^ 

trtie Selling Price was fixed at 25% above Cost Price. ' 

In statement (1) also show what percentage does each individual item of cost 
bear to tlie Total, Cost. 627 

' 141. From the following particulars, prepare in comparison from! Cost Sheet and 
Working Account for the months of January and February, the output for these months 
bemg 12,000 and 11,500 tons respectively:— 

' January February 





'Rs. 

Rs. 

Wages, Undpground 


• • 

.. 7,800 

7,950 

Wages, Colliers 

. , 

. . 

.. 19,500 

38,750 

Wages, Surface 

Timber 

■- 

•• 

4500 

1,950 

4,200 

1,875 

Stores 


• • 

900 

’ 825 
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Royalties 

Horse and Stable Expenses 
Repairs and Renewals 
Depreciation 
Rent, Rates and Taxes 
Salaries and Management 
Bad Debts and Discount 
Simdry Expenses 


Rs.’ Rs. 

3,750 3^675 

1,200 1,125 

1,260 1,275 

2,190 2^00' 

1,290 1,275 

2,700 2,700 

600 525 

540 450 


628 


142. Prepare a Statement showing Cost per Cabinet and Profit per Cabinet sold, 
from the following particulars ; — 

The Cabinets manufactured are classed into “No. 1” and “No. 2”. There is no 
Opening or Closing Stock of the Cabinets. 

Materials No. 1 . . Rs. 2,400 No. 2 . . Rs. 3,232 

Labour No. 1 . . Rs. 4,560 No. 2 . . Rs. 5,656 

Works Oncost to be 100% on Labour, and OfGce Oncost to be 25% on Works Cost. 
120 No. 1 Cabinets were sold during the year at Rs. 150 per Cabinet whereas the 
price per No. 2 Cabinet was Rs. 110 and the number of No. 2 sold was 202. 

What is the total profit for the year as per the above particulars ? 

Also prepare a Profit and Loss Account for the year in the financial books of the 
Company, the following being additional particulars given'; — 

Works Expenses .. .. .. .. Rs. 9,920 

Office Expenses . . . . . . - . Rs. 6,760 

How would you account for the difference between the two figures of Profit ? 629 


143. From the following figures, prepare Fini^ed Stock Account of the* Advice 
Manufacturing Co., Ltd., showing distinctive accounts foi*different classes of finished 
products; — 


Summary Totals : — 

Productions — Small Forgings 
„ Castings 

Returns from Customers 
Transfers “B" to “A'* Rs. 3,750 
Finished Casting. Sales 
' Issues to Operating Departments 
Value of Closing Stock 
Value of Finished Stock at the 
beginning of the period 


A Rs. B Rs. 

22.500 

18,000 

2.250 

42,000 , 33,000 

3,000 3,750 

5.250 6,000 

10.500 9,000 


144. Two fitters, a labourer and a boy, undertake to work up 209 articles on a 
piece-v'ork basis for Rs. 900. The time spent by each of them is 220 ordinary worfcMg 
hours, and the rates of pay are for the two fitters Re. 1-2 each per hour, for the labourer 
12 annas per hour, and the boy 6 annas per hour. 

Ascertain the rmounl of the piece-work premium and jffiow the amount of it, 
which each worker wUl receive when it is divided proportionately to the wages paiffi 
and show in each case the percentage tlic premium bears to the wages payments at 
ordinary rates. 


^ To the amount paid for working up, add cost of Material Rs. 1,800, proportion of 
Oncost’ R.S. C75, of selling expenses Rs. 450 and for the Carriage charges Rs 300 and 
give the Total Co'-t. ‘ ’ 


To return the manufacturer 20% on the total cost, at what nricp must he sell. 
*nd what wiil the profit bo reckoned on the selling price? (21 


INDEX 


A 

Absolution of Company. 556 
Acceptance 
, of Bills, 122 

for Customers, 738 
for Honour, 125 
; General, 122 
Qualified, 122 
Acceptances Book, 740 
* Acceptor, 122 

Acceptor’s Liability, 123 
Accident Compensation Fund, 566 
Accommodation Bills, 125 
Account Current, 184-187 
Account Sales, 171 
Accrued ' 

Expenses, 67 

Income, 67 , . „ 

Actuarial Report and Valuation, 921 
Adjusting Entries, 71-73 
Advertising, 76, 121 
Agency 

Cash Book, 9l0 
Credit Journal, 912, 938 
Debit Journal, 911, 938 
Ledger, 740 

Allocation of Oncost, 851-861 
Allotment 

Book, Share Application and, 392 
Letter, 393 
of Shares, 390-393 
Restriction as to, 375 
Return as to, 377 
Alteration of Capital, 476 
Amalgamation 
of Cos., 556-567 
of Partnership, 244-248 
Analytical Petty Cash Book, 19 
Annual 

General Meeting, 383 
List and Summary, 413-414 
Annuity, 908 
Consideration for, 917 
Fund, 920 

Method of Depreciation, 610 
Application and Allotment 
Book, 392 
for Shares, 390-395 
Apprentice Premium, 76 
Arcliitect’s Fees, 100 
Arrears 

of Call, 336, 396 
of Cum. Pref. Dividend, 476 
Articles of Association, 372-373 

Assets, 78 
Circulating, 78 
Definition, 78 

Depreciation of, 66, 74, 668, 616, 625 
Fictitious, 79, 115 
Fixed 78, 107 
Floating, 78, 107 


Assets— Con td. 

Liquid, 79, 116 
Position in Balance Sheet, 81 
Valuation of, 80, 107, 464-465 
Wasting, 79, 115 
Assignment of Policy, 9Q9 
Assurance Co.s’ Accounts, 908-944 ^ 
Assurance Fund, 916 » 

Audit, Preparation for (Co.), 483-484 
Auditor 

1 Appointment of (Co.), 430-432 
Powers of (Co.), 433 
Auditor’s Report (Co.), 433 
Authorised Capital (Co.), 386 
Average due date, 185 


Bad Debts, 66, 74, 154 
Reserve, 66 

Balance Sheet, 78-80, 463-464 

and Statement of Affairs, 710 

Assurance Co., 920, 922, 925, 932-934 

Bank, 742, 744 

Company, 472-475 

Definition, 78, 463 

Electric Lighting Co., 635, 638 

Form of, 81, 472-475 

from Single Entry, 347 

Gas Co., 640, 642 

Railway, 633-634 

Bank 

Accounts, 736-744 

Acceptances < 

Book, 740 

and Endorsements for Customers, 738 
Agency Lodger, 740 
Balance Sheet, 742, 744 
Bills Discounted, 738 
Bills Journal or Diary, 739 
Business of, 736 
Cash Credits, 737 ' 

Circular Note, 739 
j Clearing, 738 

1 Current Account, 736 

Ledger, 740 

j Debtors in Balance Sheet, 740 

J Deposit Account, 737 , 

j Deposit Ledger, 740 

Draft, 125 

I Genera] Ledger, 740 

j Investment Ledger, 740 

Ledgers, 740 

j Letter of Credit, 739 

Liability of Customers for Acceptances, 

J . 738 

j Loans Ledger, 740 

Money at Call, 737_ 
of Issue. 738 
Overdrafts, 737 
Pass Book, 24 
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Bank — Confd. 

Paying-in-Book, 73G 
Post Bills, 738 
Principal Boolts, 739-740 
Private Ledger, 740 
Rebate on BiUs Discounted, 738 
Reconciliation, 24-31 
Returns, "738 
Securities 
for Loans, 737 
Register, 740 

Bankruptcy Accounts, 702-716 

Balance Sheet and Statement of Affairs 
710 

Contingent Liabilities, 703 
Creditors for Rent, 703 
Deferred Creditors, 704 
Deficiency Account, 704 
Fully Secured Creditors, 702 
Liability on BUls Discounted, 703 
Partly Secured Creditors, 703 
Partnership 710 

Preferential Creditors, 703, 710 
Schedules A to J, 705-709 
Statement K, 704 ' 

Statement of Affairs 
(English), 711, 712-13 
(Indian), 714-15, 716 
Unsecured Creditors, 702 

Bills of Exchange, 122-145 

Acceptance, 122 
for Honour, 125 
Acceptor, 122 
Accommodation, 125 
Advantages of, 130 
Bank Draft, 125 
'Bearer, -123 
Days of Grace, 123 
definition of, 

Discounted, 738 
Discounted, Rebate on, 733 
Discounting 131 ‘ 

Dishonour of, 124 
Documentary, 145 
Dra-wee, Drawer, 122 
Endorsee, TEndorscr. 123 
Endorsement of, 

Entries, 130-145 
Foreign, 224 
Forms of, 127-128 
Holder in due ’course, 123 

Inlanck 1^ 

LiaKiity 

of Endorser, 123 
of hlaker. Drawer, Acceptor, IZi 
Maturity of, 323 
Ncsotiable Instrument; l22 
Noting, 123 
Order, 123 
Pay f ye, 130 
Payable Book, 21-22 
Payee, 122 ■ 

Payment for Honour, 125 
Pfwr.tsscry Hoti;, 122 , 1 ^ 


Bills of Exchange — Contd. 

Protesting, 125 
Receivable, 21, 83, 130 
Receivable Book, 21-22 / 

Referee in case of need, 123 
Renewal of, 132 
Retiring under discount, 133 
Specimen Transactions, 133-136 
Usance, 124 
Bin Card, 814-815- 
Bonus ■' 

Shares, 480-481 

Method of Wage Payment, 825-828 
Books 

Bank, 739-740 
Financial, 7 
of Original Entry, 7 
Statistical, 420-421 
Statutory, 412 
Subsidiary, 7 
Bought Book, 7, 17 
Tabular, 725, 730 

Bought Ledger Adjustment Account, 151- 
, 153 

'Branch Accounts, 667-689 

Depreciation of Fixed Assets, 1681 
Foreign, 686 ' 

Goods in Transit, 682 
Inter-Branch Transactions, 681 
Remittances 
Account, 681 
in Transit, 682 

Brokerage on Shares, 100, 101, 377, 405 


i Calculation of Commission, 84 
4 Call Book (Share), 392 

1 Called up Capital, 386 

I Calls 

. j First Call, 395 

! j in Advance, 396 t 

in Arrear, 396 ^ 

Interest on, 396 - 
, HoUce of, 397 

Capital, 78, 84 
A.ccount, 24 
Alteration of, (Co.), 476 
A.uthorised, 386 
Called up, -336 
Circulating, 79, 106 
Definition, 78 
Expenditure, 79, 99 
Fixed, 79, 106 
Floating, 79, 106 
Increase of, (Co.), 476 
Interest on, 63 
Issued. 385 
^ Kominal, SS6 
Paid up, 280 
Partnership. 201-203 
Payment of Interest out of, 469 
Profits, 503-.512 
Receipt',. 115 
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Capital — Contd. 

Reduction of, (Co.)) 477-478 

Registered, 386 

Reserve. 386, 620 

Share, 386 

Subscribed, 386 

Trading, 115 

Uncalled, 386 

Watered, 115 ' 

Working, 79, US 

Capital & Eevemie Ejcpenditure, 98-106 

Capitalised Profits, 115, 479 

Card Ledger, 974 
System, 974-976 
Carriage, 54, 74, 101 
Case of Need, 123 
Cash Book, 8-15 
Columnar, 722-724 
Petty, 16, 19 
Cash Credits, 737 
Cash Discounts, 9, 14 
Certificate 

of Commencement of Business, 376 
of Incorporation, 371 ' 

Share, 387 ' 

Cheques, 122 
Crossing of, 125-126 
Circular Notes, 739 . 

Circulating 
Assets. 78 

Capital, 79, 106 / 

Claims 

by Death, 909 
by Maturity, 919 

Cash Book, 911 ' 

OutstaridiAg, 918 

Register, 912. 937 , 

Clearing Charges, 74 
Clearing House, 738 
Clients’ Disbursements Ledger, 954 
Closing Entries, 73-74 ' 

Closing Stodr, 55, 75, 83 

Columnar 

’Book-keeping, 722-734 
Cash Book, 722-724 
Journal, 722, 725, 

Ledger, 726-727 
Petty Cash Book. 16, 19 
Purchase Book. 725, 730 
Sales Book, 728-730 
Commission, calculation of, 84 
on Shares, 405 ^ 

Company 

Absorption of, 558 
Accounts, 368-5S5 
Allotment of Shares, 375, 390 
Amalgamation, 556-567 
Annual General Meeting, 383 
Annual List & Summary. 413-414 
Application & Ailotment of Shares, 390- 
394 

Articles of Association, 372-373 
Assets, 465-470 


Company — Contd. 

Audit, 430 , 

Auditor 

Appointment of, 430-432 
Powers of, 433 . ' 

Auditor’s Report, 433 
Balance Sheet, 426-427 
Filing, 429 

Prescribed Form of, 428, 468, 472-475 
Signing, 429 
Bonus Shares, 480-481 
Books of Account, 426 
Brokerage on Shares, 377, 405 
Calls, 395-397 
in Advance, 39S 
in Arr&, 386, 396 
Capital, 386 
Alteration of, 476 
Authorised, M6 
Calied-up, 386 
Entries, 391-398 
Issued, 386 
Nominal, 386 
Paid-up, 386 
Profits, 509-512 
Reduction of, 477-478 
Registered, 386 

Reserve, 386 , 

Reserve Fund, 462, 617 
Subscribed, 386 
Uncalled, 386 

Capitalisation of Reserves, 479 
Certificate of Incorporation, 371 
Classes of Companies, 370 
Commencement of Business, 376 ' 
Commission, calculation of, 84 
Commission on 'Shares, 377, 405 ^ 

Consolidation of Shares, 457 , 

Contingent Liabilities, 476 
Cumulative Dividend, 476 
Debentures, 389 

Application & Allotment Book, 422, 424 
as Collateral Securities, 455 
Bearer, 389 
Call Book, 422, 424 
Holders’ Register, 425 
Interest Book, 422, 461 
Mortgage, 389 
' Redemption of, 450-454 
Transfer Register, 422-425 
Directors, 378-350, 382-383 
Report, 380, 428 

Discount ’ 

on Debentures, 447 
on Shares, 377-378, 412 
Dividend, 458 
Book. 461 
Entries, 459 ' 

Equalization Fund, 462 
baterim, 458 

on Partly-paid Shares, 460 
Divisible Profits. 501 -.508 
Fixed Capital Expenditure 
Forfeited Shares, ■407-40" ^ 

Goodwill, 465, 783-800 . - ^ 

Index of Members, ^ 
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Company-— Cowtd. 

Indian Co.s’ Act, 368-369 


Interest 

on Calls in Advance, 396 
on Calls in Arrear, 398 
on Capital dnring construction, 469 
on Debentures, 460 
Loss Prior to Incorporation, 482 
Managing Agents, 380-3B2 
Meetings, 383-385 

Memorandum o£ Association, 371-372 

Minimum Subscription, 376 

Minute Book, 417 

Net Profits, 381 

Opening Entries, 398-401 ^ ^ 

Partnership, and, 370 

Preliminary Expenses, 404 


Premium 

on Debentures, 446 
1.71 Shares, 405 
Private, 371, 386 
Profit and Loss Accoimt, 427-429 
Profit & Loss Appropriation A/e., 457 
Profit prior to Incorporation, 481-483 
Prospectus, 373-375 
Statement in lieu o£, 375 
Public, 371 

Purchase of Business by, 438-446 
Qualification of Directors, 383 
Reconstruction, 556, 567-570 
Redeemable Preference Shares, 378, 
455-456 


Reduction of Capital, 477-478 
Redemption of Debentures, 450-454 
Register 

of Contracts ivith Directors, 418 
of Debenture-holders, 420, 425 
of Debenture Transfers, 422, 425 
of Directors & Managers, 418-419 
of Members, 412-413, 415-416 
of Mortgages, 419-420 
of Share Transfers, 421, 423 
of Share Warrants, 422, 423 
Registration, steps for, 371 
Report of Directors, 380, 428 
Reserve Fund, 462, 017 
Capitalisation of, 479 
Investment of, 462, 617 
Resolutions, 385 ' 

Restriction on 

Appointment of Directors, 382 
Allotment, 375-376 

Commencement of Business, 376-377 
Return as to Allotment of Shares, 377 


Share Capital 
Deferred, 38S 
Founders,' 3S8 
Ordinasy, 387 
Preference, 387 
Cumulative, 38S 
Guaranteed, 288 
Participating, 3S8 
Preferred. 3SS 
Redeemable, 3SS 
Shares. S87-3K 

Application £• Allotment Boolt, 332 


Company — Contd. 

Call Book, 392 
Capital, 386 
Entries, 390-398 
Certificate, 387 
Consolidation of, 457 


First Call, 395 
Holders’ Register, 415-416 
Sub-division of, 457 
Transfer Book, 421, 423 


Warrant, 389 
Sinking Ehind, 618 
Statistical Books, 420-421 


Statutory 
Books, 412 
Meeting, 383-384 
^Report, 383-384 
Steps to Register, 371 ' 

Stock, 388 

-Stock-in-Trade, 466-467 
Underwriting Commission, 377 
Valuation 

of Assets, 464-465 
of Shares, 493-495 
Comparative Trading Account, 52 
Compensating Errors, 33 


Consignment Accounts, 170-178 

Account Sales, 171 
Consignee, 170 
Consignor, 170 
Inward, 173 

.Outward, 171 , _ 

Consideration for Annuities granted, 91i 
Consolidated Balance Sheet, 592- w4 
Construction of Total Accounts, 165-166 
Consumable Stores, 55 
Contingency Fimd, 566 
Contingent Liabilities, 476 


Contract 

Accounts, 957-965 
Profit on Incomplete, 958 
Copyrights, Depreciation of, 83, 616 

Cost Accounts 

I Advantages of, 851 

1 Allocation 

of Factory Oncost, 858-861 
Office Oncost, 866 
Methods, 861-866 
Basic Cost, 853 
Bin Card, 814-815 
Chargeable E^gaenses, 853-871 
Chaiging 

of Material, 855-857 
of Labour, 857-858 
Cost of Material, 857 
Departmental Costing, 851 
Different Methods, 851-852 
Direct 

I Expenses, 853 

I Labour 852, 857 
j Cost Basis, 861 

I Hour Method, 862 

i Material, 852 
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Cost Accounts — Contd. 

Elements, 852-853 

Essentials of a good system, 849-851 
Establishment Charges, 855, 866 
Expense 
Building, 860 
Laboratory, 861 
Plant, 860 
Power, 860 
Stores, 861 

■ Tools, 861 ' 

Worlrs Administration, 861 
Works Supeiwision, 861 
Factory Charges or Oncost, 853, 854, 855 
Factory Cost, 853 
Factory Organization, 867-870 
Finished Goods Account, 875 
Flat Cost, 853 
Gross Cost, 853 
Indirect 
Expenses, 853 
, Labour, 853 
Material 852 
Issue of Stores, 855 
Job Cost Ledger, 873 
Labour Cost Method, 861 
Labour Hour Method, 862 
Machine Hour Method, 863 
Man-hour Method, 862 
Manufacturing Cost, 853 
Materials, 852, 855, 857 
Multiple Cost, 851 
Objects, 849 

Office Oncost, 853, 855, 866 
Oncost, 853, 858, 861 
Operating, 852 
Output, 852 

Output Method of Oncost, 866 
Overhead Burden, 853 
Pricing of Materials, 856 
Prime Cost, 853 , , 

Method, 864 
Process, 852 
Production I 
Account, 886 
Unit, 854 

Productive Labour, 852 
Reconciliation with Financial Books, 
870-877 

Returned Stores, 856 

Selling Cost, 853 ’ ! 

Single, 852 

Stores Issues, 817 

Stores Returned Note, 856 

Stores Transfer Note, 856 

Terminal, 851 

Total Cost, 853 

Wages 

Jtealysis, 871-872 
Bonus Metliods, 825-828 
Gantt System of Payments, 827 
Halsey System of Bonus, 826 
Job Cards, 820 
Piece Work System, 824 
Premium Method, 825 
Rowan System of Bonus, 827 
Time Rate System, 823 


Cost Accounts — Cor.td, 
i .Time Record, 819-820 ’ 

Works Cost, 853 
Works Oncost, 853, 854, 855, 872 
Work-in-Progress, 874 
Cost of Issue of Debentures, 101 

Counting House Organization, 838-847 

Credit Balance, 2, 3, 23 
Credit Note, 20 
Creditors 

Fully Secured, 702 
I Partly Secured, 703 
Preferential, 703, 710 
Reserve for Discount on, 68, 71 
Unsecured, 702 
Crossed Cheques, 125 
! Crossing, 125 
General, 125 
Special, 125 
Specimen, 126 

Cumulative Pref. Dividend, 476 
Cumulative Pref, Shares, 388 , 

Current Account ^ 

Bank, 736 
Ledgers, 740 
Partners’, 204-205, 302 


D 


Day Book, 18 ’ <• 

Days of Grace, 123 

Dead Rent, 758 i 

Debentures, 389 

Application & Allotment Book, 422, 424 
' As Collateral Security, 455 
Bearer, 389 
Call Book, 422, 424 
Cost of Issue of, 101 
Discount on, 101, 447 
Holder and Shareholder, 389 
Holders’ Register, 420, 425 
Interest Book, 422, 461 
Irredeemable, 389 

Issued at par repayable at premium, 449 

Mortgage, 389 

Premium on issue of, 446 

Redeemable, 389 

Redemption of, 450-454 

Registered, 389 

Simple or Naked, 389 

Stock, 389 

Transfer Register. 422, 425 » 

Debit Balance, 2, 3i 23 ' 

Note. 20 
Debtors, 82, 467 


Deferred" 


Creditors, 704 
’Revenue Expenditure, 
Shares, 388 
Deficiency, 78 
Account, 704 
ot Capital, 78 
Del Credere •• ‘ • 


79, 101-102, 438 
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Departmental Accoimts, 664-667 

Advantages, 665 
Direct ikpenses, 664 
Indirect Charges, 665 
Ledger Accounts, 664 
Fiurdiase Book, 664 
Sales Book, 664 

Trading and P. & L. Account, 666 
Deposit 
Account, 737 
Ledger, 740 

Depreciation, 66, 74, 608-616 

Annual Valuation, 615 
Annuity System, 610 
' Branch Fixed Assets, 681 
Copyrights, 83, 616 ' 

Diferent Methods of, 609 
Diminishing Balance Method, 609 
Double Account System, 625 
Engine and Boiler, 615 
Fixed Instalment System, 609 
Fund 

Account, 613 

' Investment Account, 614 
Method, 612 
Furniture, 83, 616 
Goodwill, 465, 616 
Hire-Purchase System, 752 
Horses, 616 

Insurance Policy Method, 614 
Irfvestments, 82, 468, 616 
Land and Buildings, 83, 465, 615 
Leases, 83, 465, 615 
Live Stock, 466 ' 

Loose Tools, 83, 466, 616 
Machinery, 83, 465, 615 
Mines, 616 % 

Patents, 83, 466, 616 
Patterns, 466, 616 
Periodical Valuation, 615 
Plant, 83, 465, 615 
Reducing Balance System, 609 
Stock-in-trade, 65-'66, 83, 466-467 
Trade Marks, 83 

Development Expenses, 101, 102 

Difference in Books Account, 35 
Difference in Exchange, 687 
Direct 

Expenses, 853 
Labour, 852 

Labour Hour Method, 862 ' 
Materials, 852 
Directors, 378-380, 382-383 
CoiSract Register,' 380 
‘ Qualification of, 383 
Register of, 418-419 
Restriction on, 379-380 
Discount, 

Cash, 9, 14, 54 
Reserve for, 68 
Trade, 14, 54, 74 
Unexpired, 471 
^ Dpeounting B/E, 131 

Discount on Issue of Debentures, 101 


Dishonour 

by Non-acceptance, 124 
by Non-pa 3 maent, 124 
Notice of, 124 ' 

Dishonoured Cheque, 126 
■dlissolution of PartnerAip, 282-284, 301 

Dividend, 458-460 
Arrears of Cumidative, 476' 

Account Book, 461 
Entries, 459-460 
Equalisation Fund, 462, 619 
Interim, 458 

on Partly-paid Shares, 460 
Provision in Table A, 460 
Record of Payment of, 459 '' 

■Unclaimed, 458 
Divisible Profits, 501-508 
Dock Charges and Duty, 54, 74 
Documentary Bills, 145 
Double Account System, 624-656 

and Double Entry, 625 
Capital Account and General Balance 
Sheet, 624 

Capital Account Forms, 633, 635, 640, 646 

Depreciation, 625 

Exteirsions or additions, 626 

Fixed Assets, 621 

Floating Assets, '621 

General Balance Sheet Form, 634, 638 
642, 649 

« Net Revenue Account, 632, 639, 649 
Repairs and Renewals, 625 
Revenue Account, 632, 636, 641, 647 

Douhle Entry 
Advantages of, 6 
from Single Entry into, 349-351 
Theory of, 3 

Doubtfvd Debts Reserve, 66, 68 
Drawer and Drawee, 122 
Drawer’s Liability, 1^ - 
Drawings 

Account, 24, 204 j 

Interest on, 68, 202 
of Partners, 201 > 

Due Date, Average, 185 
Duty and Dock Charges, 54, 74 

E 

Electric Light’mg Co.’s Accounts, 629-630, 
635-639, 646-650 
Endorse, 123 

Endorsee and Endorser, 123 
Endorsement, 123 
Facultative, 123 ' 

in Blank, 123 
in Full, 123 
Restrictive, 123* 

Sans Recours, 123 
Special, 123 

Endorser’s Liability, 123 
Entries 

Adjusting, 71-73 
Closing, 73-74 
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Entries — Contd. 

.Bills 

Accommodation, 142-145 
Bills Payable, 132 
Bills Receivable, 130-131 
Dishonour of Bills Receivable, 131 
Renewal of Bills, 132 
Retirement under Discount, 133 
Business Purchase by Coi^ipaBy, 438, 439 
Consignments 
Inwards, 173-174 
Outwards, 171-172 
Dividend, 459-460 
Hire Purchase, 752 
Instalment System, 755-756 
Partnership Dissolution, 283-284 
Redemption of Debentures, 451 
Royalties, 759 
Sale or Return, 749-751 
Self-Balancing, 160-161 
' Share Capital, 398 
Erasures, 846 

Errors 

in Trial Balance 32-33 
of Commission, 35 
of Omission, 35 
of Principle, 35 
Rectification of, 34-43 
Steps to discover, S3 ' 

Examinees, Hints to, 982-985 
Expenditure, 

Capital, 79,199 

Deferred Revenue, 79, 101-102, 468 
Revenue, 79, 99 

Expenses, ' " 

Direct, 853 ' - j 

Indited, 853 
Pre-paid, 67 

Extraordinary Meeting, 385 
Extraordinary Resolution, 385 

F 


Factory 

Charges, 60, 854 
Cost, 853 


Factory Organization 


Advances to workmen, 823 
Auxiliary Services, 804-805 
Bin Cards, 814-815 
Bonus Method, 825 
Buying Department, 807-808 
Contract wiUi Suppliers, 808 
Purchase 
Order, 809 
Requisition, 809 
Book, 809 

Counting House Organization, 838-847 
Costing Service, 836 
Day Rate and Piece Work, 824 
Day Rate System, 823 
Departmentjd Manager, 829 
Drawing and Design Service, 807. 834- 
835 


I Factoiy Organization — Contd. 
Equipment of Works, 804 
Essentials for a good system, 801-803 
Estimating Department, 806 
Foremen, 829 
Gantt System, 827 
General Manager, 828 
Goods Received 
Notes, 814 
Sheets, 813' 

Halsey System, 826 
High Wage Plan, 827 
Inspection '& Progress Dept., 835-836 
Internal Cheek Dept., 805, 838-842 
Inward Orders, 842-843 
Job Cards, 820 
Laboratory Service, 834 
Labour Department, 818 ' 

Engagement of Labour, 819 
Job Cards, 820 

Mechanical Time Recorder, 819 
Metal Discs, 819 
Overtime Slips, 821 
Pass-out Slips, 822 
Payment of, 822-823 
Piece Work Cards, 820 
Remunerating, 823 
Routine, 818-823 
Time Cards, 820 
Time Recording, 819 
Material Issue 
Requisitions, 811-812 
Organization, 812-817 
Methods of Remunerating Labour, 823 
Bonus Method, 825 
Combination of Day Rate and Piece 
Work, 825 
Gantt System, 827 
Halsey System, 826 
High Wage Plan, 827 
Output Bonus Plan, 828 
Piece Work Method. ,824 
Premium Methods, 825 
Profit Sharing Schemes, 827 , 

Rowan System, 827 
Time or Day Rate System, 823 
Operation Cards, 820 
Output Bonus Plan, 828 
Overtime Slips, 821 
Pass-out Slips, 822 
Personnel, 828-831 
Piece Work 
Cards, 820-821 
Method of Payment, 820 
Register, 821 

Planning Department, 807 
Premium Method, 825 
Profit-Sharing Scheme, 827 
Progress & Inspection Service, 835-836 
Publicity Department, 805 
Purchase Control, 809-810 
Purchase Order, 809 / 

Purchase Requisitions, 809 
Purchase Routine, 803 
Remunerating Labour, 823 
Research Service, STl 


r- 
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Factory Organization — Confd. 

Rowan System, 827 
Sales Management, 830-&S1 
Statistical Reports, 831-833 | 

Stock-taking, Continuous, 817 , 

Stores Department, 812-817 
Accountant, 815 
Control of Stores, 812 
Issue Requisitions, 817. 

' Record 

Cards, 815, 816 . t 

of Stores i 

Issued, 817 ' 

Received, 813 , 

Retams from Jobs, 817 I 

Testing Department, 805 
Time Cards, 820 ' 

Tools Service, 834 ' 

Welfare Department, 836-837 
Work Tickets, 820 
Works Manager, 829 
Works Order, 806 
Works Routine, 806-807 
Facultative Endorsement, 123 
Fictitious 
Accounts, 3 
Assets, 79, il5 
„ Filing System, 846 
Final Accounts, preparation of, 65 
Finance Companies, 592 
Financial Books, 7 
Finished Goods Account, 875 
Finished Products, 60 
Fire Claim Accounts, 969-974 
Fire Insurance 
Accoimts, 931-932 
Fund, 619 
■ Fixed Assets, 78 

Valuation of, 80, 107, 464-465 
Fixed Instalment Method of Depreciation, 
609 ' 

Flat Cost, 853 ^ ' 

Floating Assets, 78 
.Valuation of, 80, 107, 464-465 
Foreign 

Buis of Exchange, 124 
Branch Accoimts, 686 
Forfeited Shares, 407-408 
Re-issue of, 410 
Formation Esipenses, 101 
. Founders’ Shares, 388 
Freehold Land and Building, 83, 615 
Freight, 54, 74 
Fully Secured Creditors, 702 

Fund 

Accident Compensation, 566 
Annuity, 920 
Capital Reseiwe, 620 
Contingency, 566 
Debenture Redemption, 450-435 
Depreciation, 612-613 
Dividend Equalisation, 462, 619 
Insurance, 619 
^ ^ ' uAice, 566 


Fund— Contd.® , 

Investment Fluctuation, 619, 921 
Life Assurance, 916, 920 
Marine Assurance, 619 
pension (Staff), 567 
Provident, 567 
Reserve, 462, 617 
Sinking, 618 
Superannuation, 567 
Workmen’s _ 

Compensation, 566 

Profit-Sharing, 567 . 

Furniture and Fbetures Depreciation, 83. 
616 

G 

Gantt System of Differential Payments, 827 
Gamer v. Murray, 301-314 
Gas Co.’s Account, 640-642 
General 

; ea, «, 633, 6«, 

! 649, 642 . X 

i Ledger Adjustment Account, 155 

Meeting, 3& 

Goods , 

in Transit, 682 
on Consi^ent, 467 
on Sale or Return, 749-751 

Goodwill , 

Definition, ’88-789 

Depreciation.' of, 

Future Competition, 792 
in Books of Account, 790^ 
in Company’s Books, 465, 221 

in Partnership Accounts, 212-213, n^i-. 
i 231, 284, 796-798 
I Location, 792 , 

' Monopolised Trade, 792 

Rights of Purchaser, 796 
Skill in Management, 791 
Valuation, 793-795 
Gross Profit, 50 
Decrease in, 53 

Increase in, 53 ' 


Hidden Reserve, 621 
Hints to Examinees, 982-985 

Hire-Parchase^ System, 751-755 
Depreciation, 752 
Holder 

of a BUI, 123 
In due course, 123 

Holding Companies’ Accounts, 586. 604' 

Hospital Casli Book, 723 

Hotel 

Cash Book. 723 

Purchases Journal, 725 

Visitors’ I^edger, 731-734 ^ 
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I 

Imprest System 6f Petty Cash, 16 
Income 
Accrued, 67 

Received in Advance, 67 
Income and Expenditure Account, 108-109 

Incomplete Contracts, Profits on, 958 
Index of Members, 413 
Indian Co.s’ Act, 368-369 
Indirect Expenses, 853 
Inland Bills, 124 

Instalment System, 755-758 
Insurance 

Companies Accounts, 908-944 
Fund, 566 

Inter-Branch Transactions, 681 
Internal Reserve, 621 
Interest on 
Calls, 396 

Capital, 68 ' - 

Debentures, 460 
Drawings, 68 
Loan, 74 

Interest paid out of Capital, 469 
Interim j&ividend, 458 
Investments, 82, 468, 470, 920 
^ Accounts, 966-968 
Depreciation of, 82, 468, 616 
Fluctuation Fund, 619, 921 
Ledger, 740, 913, 937 
Valuation of, 468 
Invoice Book, 17-18 
Inward Consignment, 173 
Inward Orders, 842-843 ' 

Irredeemable Debentures, 389 
Issued Capital, 386 

J 

Job Cards, 820' j 

Joint Venture Accounts, 178-184 j 

Joint and Several Pro, Notes, 129 | 

Joint Promissory Note,_ 129 
Joint Survivorship Policy, 253-258 | 

Journal I 

Uses of, 21, 23 

Columnar, 722, 725 | 

Postings, 23 ^ j 

L I 


Labour 

in Cost Accounts, 852, 853 
Organization, 818-823 
Land and BuUdmgs, 465, 615 
Lease, Depreciation of, 83, 465, 615 
Leasehold 


Land, Depreciation of, S3, ^65, 615 
Building, 83, 615 
Ledger, 23, ^ 

Accounts, Classes of, 2-3 
Customers’, 24, 844 
Impersonal, 24, 844 


i 

I 


1 

I 

! 


1 Ledger— Contd. 

Private, 24, 844 
Purchases, 24, 844 
Sales, 24, 844 
Suppliers’, 24, 844 ' 

Legal Costs, 100 
Letter of 
Allotment, 393 
Application for Shares, 391 
I • Credit, 739 
j Regret, 395 

Liabilities, 78, 84 

Contingent, 476, 703 
Fixed, 624 
i Floating, 624 

I of Customers for Acceptances, 738 

on Bills Discounted, 703 
Outstanding, 67 

Life Assurance Accounts, 908-944 

Accrued Interest, 918 

Actuarial Report, 921 

Agents, 911 
Agency < 

Cash Book, 910 
Credit Journal, 912, 938 
Debit Journal, 911, 938 
Annuities, 908 
Annuity Fund, 920 
Ascertainment of Profit, 921 
. Assets in India, 926 
Assignment, 909 

Audit of Accounts, 934 , 

Balance Sheet, 920, 922-925, 932-934 

Branch and Agency Accounts, 912 

Bonuses, 919 

Books of Accounts, 909 

Cash Book, 911,- 939 

Claims 

fay Death, 909 
by Maturity, 919 
Cash Book, 9U 
Paid and Outstanding, 918 
Register, 912, 937 
Commission Book, 912 
Common Expenses, 919 
Consideration for Annuities granted, 917 
Contingent Liahilities, 920 
Deposits, 914 
Directors’ Debts, 920 
>. Dividends, •932 

Endowment Policy, 908 
Expenses of Management, 919 
Filing of Accxiunts, 915 
Forms of Accounts, 922-931 
Fund, 916 

General Cash Book. 911, 933 
Guarantee in respect of Policies, SCO 
Indian Act, 913-W6, 922-930^ ^ 

Interest Dividends and K ’’’"l ^ 

Investment Fluctuation F * 

Investment ledger, S13, 

Investments, 920 ^ 

Lapsed Policies j 


f 
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Life Assurance Accounts— Confd. 

Loans on 
Life Interests, 920 
Policies, 909 
Keversions; 920 
New Premiums, 910 
Register, 910 
Outstanding 
Claims, 918 
Interest, 918 
Premium, 917 

Policyholders’ Register, 912, 938 
Policy Loans Ledger, 913 
Premiums, 917 
Profit and Loss 
Account, 913, 927, 93S 
Appropriation Account, 913, 927 
Profits, how ascertained, 921, 932 
Proposal Register, 910, 936 
Re-insurance, 909 
Register of 

Claims advised, 912, 937 
Policyholders, 912, 938 » 

Renewal Premiiun, 910, 937 
Revenue Account, 916, 928-929, 935-936 
Salaries, 919 
Subsidiary Cos., 920 
Surrenders, 919 
Surrender Value, 909 
Valuation of Securities, 468 
Liquid Assets, 79, 116 

Liquidators’ Accounts, 767-782 

Compulsory Liquidation, 771 
Cost ’of Winding-up, 768 
Distribution of Assets, 767 
Distribution of Surplus, 768 
Preferential Payments, 767 
Voluntary Liquidation, 767 
’ Live Stock, 466 
Loan 

by Partners, 203 
Ledger, 740 
on Policies, 909 
Secured, 471 

' Unsecured, 471 i 

Loose Tools, Depreciation of, 75, 83, 466, 
616 

Loose Leaf 
Ledger, 974 
System, 974 

Loss prior to Incorporation, 482 
M 

Machine-Hour Method, '863 
Macliincry, 465 
» Depreciation, 83, 463, 615 
Repairs, 100. 625 
Man-Hour Method, 862 
hlanaging Agents, 380-382 

Manufacturins 
Account, 55-58 
Expenses, GO, 75 
Wages, 59 


Marine Insurance' 

Accounts, 930 
Fund, 619 > 

Materials consumed, 59 ^ 

Materials in Cost Accounts, 852, 855-857 
Maturity of a Bill of Exchange, 123 
Meeting 

Extraordinary, 385 
General, 383 

Statutory, 383-384 ' 

Memorandum of Association, 371-372 
Mines, Depreciation of, 616 
bimimum Rent, 758 
Minimum Subscription, 376 
Mining Royalties, 758 
Minute Book, 417 

Money at C^ and Short Notice, 737 
Mortgage Debentures, 389 r 
Mortgages, Register of, 419-420 
Multiple Costs, 851 

N 

Naked Debentures, 389 
Negotiable Instrument, 122 
Negotiation of Bills, 122 
Net Profit, 75 

Net Revenue Accoimt, 639, 643 
New Premiums, 910 
-Nominal 

Accounts, 3 

, Capital, 386 ‘ ■ 

Non-acceptance, Dishonour by, 124 
Non-payment, Dishonour by, 124 
Non-productive Wages, 59 
Not Negotiable, 125 
Notice of Dishonour, 124 
Noting a BUI, 125 

O 

Office Oncost, 853, 855, 866, 872 
Old Works, Replacement of, 104 
Oncost, 833, 858, -861, 872 ^ 

Operating Costs, 852 
Order Cheque, 125 
Ordinary 
Resolution. 385 
i Shares, 387 
I Organization of , 

Counting House, 838-847 
Factory, 801-838 • 

Output 
Costs, 852 

Method of Oncost, 866 
Outstanding 
Claims. 918 
Ehepenses, 67 
Income, 67 
IdabiliUes, 67 

Outward Consignment, l7l 
Overdrafts, Bank, 737 
Overhead Expenses or Burden, 853 


1 
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Packing Materials, 55 
Paid-up Capital, 386 
Parliamentary Expenses, 100 
Partly Secured Creditors, 703 

Partncrsliip ’ 

Accounts, 196-323 
Admission of a Partner, 214 
Agreement, 198, 200 
Amalgamation, 244-248 
Bankruptcy, 710 
Capitals, 201, 203 
Clauses affecting Accounts, 200 
Conversion of, into Ltd. Co., 315 
Current Accounts, 204-205, 302 
Death of a Partner, 239-244 
Deficiency of Capital, 301 
Dissolution of, 282-284 
Distribution of Cash, 320 
Drawings. 201 
Account, 204-205 
Duties of Partners, 196 
Fixed Capital, 203-204 . 

Fluctuating Capital, 203-204 
Gamer v. Murray, 301-314 
Goodwill, 212-213, 221, 231, 284, 706-798 
Guarantee of Assets and Liabilities, 229 
Guarantee of Minimum Share, 229 
Interest 

on Capital, 202 
on Drawings, ^202 
Joint Assurance Policy, 253-258 
Loan by Partners, 203 * 

Profit & Loss Adjustment Account, 218 
Profits and Losses, 201 
Property of Firm, 197 
Purchase by one of the Partners, 248- 
253 

Ecalisation Account, 283 , 

Retiring Partner, 231-239 
Rights of Partners, 197, 282 
Salaries, 203 
Single Entry, 354-380 
Pass Book, 24 

Patents, Depredation of, 83, 46G, 616 
Expenses relating to, 101 
Patterns, Depreciation of, 460, 616 
Payee, 122 

Payment of Honour, 125 
Pension Fund, 567 f 

Percentage on Turnover, 52 
Periodical Statements, 845 
Personal Accounts, 2 
Petty Cash, 16, ' 

Account, 17 
Book, 16, 19 ‘ 

Imprest System of, 16 
Petty Disbursements Book (Solidtors’) 954 
Piece 'Work Wages System, 824 
Plant, Depreciation, 465, 615 
Policy 

Endowment, 908 ■ * 

Loans on, '909 . > 

Loans Ledger, 913 




1 Policy — Contd. 

of Insurance, 908 
Whole Life, 908 

Pohcyholders’ Register, 912, 938 
Post Bill, Bank, 738 
Preference Shares, 387 
Cumulative, 388 
Guaranteed, 388 
Ordinary, 388 
Participating, 388 
Redeemable, 388, 455-456 
Preference Shareholders, 387-388 
Preferential 

Creditors, 703, 708, 710 
Preliminary Expenses, 101, 404 
Premium 

Cash Register, 910 
' Debenture at a, 446 
Insurance, 903 
Method of Wages, 825 
New, 910 
Renewal, 910 
Shares at a, 405 
Prepaid Expenses, 67 
Pricing of Materials, 856 
Pr^e Cost, 853 
Principles of Double Entry, 3 
Private Company, 371, 386 
Private Ledger, 740 
Process Costs, 852 
Productive Wages, 59, 100 

Profit and Loss 

Account, 75-77 
Adjustment Account, 218 
Appropriation Accoimt, 457 
Departmental, 605-666 
Form of, 77 

Profit on incomplete Contracts, 958 
Profits 

available for Dividend, 501-508 
Capital, 509-512 

' Prior to Incorporation, 481-483 
under Single Entry, 348 
Profit-Sharing, Workmen’s Fund, 567 
Pro-jonna Invoice Price, 170 
Promissory Note, 122, 129 
Property Accounts, 2 
Proposal Register, 910, 936 
Prospectus,' 373 

Facts to be disdosed in, 373-375 
Protest of a Bill, 125 
Provident Fund, 567 
Provision for 
Discounts, 68 
Doubtful Debts, 66 
Public Company, 371 
Purchase Returns Book, 20 
Purchases, 53 r 
Purdiases Book, 17 
, Tabular, 725, 730 

^ >» 

Q 

Qualified Acceptances, 
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B 


Railway Co.’s Accoiints, 626-628j 631-634 
Raw Materials, 59 
Real Accounts, 2 
- Realisation Accounts, 283 
Rebate on Bills Discounted, 738 


Receipts and Payments Account, 108-109 

Received Waste Book, 739 
Reconciliation Statement, 24-31 
Reconstruction of Company, 566, 567-570 
Rectification of Errors, 34-43 
' Redeemable 

Dead Rent, 758 
Debentures, 389 
Preference Shares, 378, 455-456 
Redemption of Debentures, 450-454 
Reduction of Capital, 477-478 
Referee in case of need, 123 
Registered 
Capital, 386 
Debentures, 389 
Register of 

Claims advised, 912, 937 
Contracts with Directors, 418 
Debenture-holders, 420, 425 
Debenture Transfer, 422, 425 
Directors and Managers, 418-419 
Members, 412-413, 415-416 
Mortgages, 419-420 
Policyholders, 912, 938 
Proposal, 910, 936 
Securities, 740 
Shareholders, 418-419 
Share Transfers, 421, 423 
Share Warrants, 422, 423 
Re-insurance, 909 
Re-issue of Forfeited Shares, 410 
Remittances in Transit, 682 
Renewal Premium, 910 
Renewal of Bills, 132 
Repairs, 100, 623 
Replacement of Old Works, 104 
RequisiUon Note, Stores, 811 
Reserve 

Capital, 386, 620 ? 

ior Discounts, 6S, 70, 71 
for Doubtiul Debts, 66, 68 
mr Repairs and Renewals, 619 
Fund Account,' 462, 617 
Secret, 617 


Reserves and Reserve Fimd, 617 

Reserves and Sinking Fund, 618 
Rcsolufions, 385 
Restrictive Endorsement, 123 
Retiring under discount, 133 
Returns, 

Annual, 413-414 
Book, 

Inwards, 20 
Outwards, 20 
Efwcnuc Account, 107 
' HccfcrJe Lighting Co., 630, 635-637 
fire Insurance Business, 931 


I Revenue Account — Contd. 

{ Gas Co., 641 

Life Assurance Co., 916-919, 928-929 
! Marine Insurance Business, 930 

' Railway Co., 632 

' Water Co., 631 
Revenue 

, Expenditure, 79, 99 
Receipts, 115 

Revisional Problems, 986-1054 
Rbwan System, 827 
I Royalties, 60 

Royalties & Dead Rents, 758-763 

'' S 


Sale or Return, 749-751 
, Books, 749-751 

Sales, 54 
' Book, 18 

Tabular, 728-730 
, Returns Book, 20 

I Sans Recours Endorsement, 123 
• Secret Reserve, 621 

Self-Balancing System, 150-166 
Advantages of, 159 

j Arrangement of Ledger Accounts, 
Bought Ledger, 151-153 
I General 'Ledger, 156 

' Private Ledger, 158 

Sold Ledger, 153-155 
j Subsidiary Books, 158 

' Total Accotmts, 165-166 . 

> Transfer from one Trade Ledger to 

j 'another, 157 

Share Capital, 386, 387-388 
, Alteration of, 476 

' Reduction of, 477 

1 Share Register, 412-413, 415-416 
Share Warrant, 389, 423 
j "Shares, 387-389 

Allotment of. 390-395 
Application for, 390 
' at a Discount, 377-378, 412 

‘ at a Premium, 405 

j Bonus, 480-481 

Certificate, 387 

' Commission on, 377, 403 

Consolidation of, 457 
Cumulative Preference, 388 
, Deferred, 388 

1 Founders’ 388 

. Ordinary 387 

Preference, 387 
Redeemable Pref. 388, 455 
Sub-division of, 457 
' Transfer Register, 421, 423 

Warrant, 389, 423 
I Short Bills Book, 740 
I Short Workings, 758 
i Simple Debentures, 389 
, Sin^e Costs, 852 

; Single Entry, 347-360 
! Conversion of, into Double''Entry, 349- 

' 351 
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Single Entry — Confd. 

Disadvantages of, 347 
Partnership Accounts, 354-3G0 
Profits from, 348 
Statement of Affairs, 347-349 
Sinking Fund, G18 

Solicitors’ Accounts, 953-957 
Bills of Costs Bpok, 955 
Clients Disbursements Ledger, 954 
Petty Disbursements Book, 954 
Special Resolution, 385 
Staff Pension Fund, 567 
Standing Order Book, 740 
Statement 

in lieu of Prospectus, 375 
of Affairs and Balance Sheet, 710 
of Aflairs, in Bankruptcy, 711-716 
Statistical Books, 420-421 
Statutory 
Books, 412 
Meeting, 383-384 
Report, 383-384 
Stock-in-trade, 55 
Valuation of, 65, 83, 466-467'' 
Stores 

Consumable, 55 
Consumed, 75 
Internal Check on, 812 
Issued Book, 817 
Issue Requisitions, 817 
Purcliase Requisitions,, 809 
Received Book, 813 
Requisition Note, 811 
Returned, 817 

Structural Alterations, 102-103 ' 
Sub-division of Ledger, 24 
Subscribed Capital, 386 
Subsidiary 
Books, 7-8 
Companies, 587 
Sundry Debtors, 82-467 
Superannuation Fund, 567 
Supra Protest, 125 
Surrenders, 919 ' 

Surrender Value, 909 
Suspense Account, 35, 41, 43, 976-977 

T 

Tabular 

Book-keeping, 722^34 
Cash Book, 722-724 
Journals, 722, 725 
Ledgers, 726-727 
Purchase Books, 725, 730 
Sales Books, 728-730 
Terminal Costs, 851 
Time Rate, System, 823 
Total 

Accounts, 165-166 
Creditors’ Account, 166 
Debtors’ Account, 165 
Trade Discormt, 14, 54, 74 • 

Trade. Marks, 83 


j Trading Account, 50-51 ' 

Advantages of, 51 

and Manufacturing Accotmts, 55-59 
Comparative, 51-52 
Departmental, 666 
Manufacturer’s, 55-58 
Transit 
Goods in, 682 
' Remittances in, 682 

Trial Balance, 31 

- Errors disclosed by, 33 

Errors not disclosed by, 32-33 
i Steps to agree, 33-34 
Trust Companies, 592 

U 

Uncalled Capital, 386 / 

Unclaimed Dividends, 458 
Uncompleted Contracts,, Profits on, 958 
Underwriting Commission, 101 \ 

Unexpired Discounts, 471 
Unsecured Creditors, 702 
Usance, 124 

* "V 

Valuation 
Actuarial, 921 
of Assets, 80, 107, 464-465 
of Finished Products, 60 
of Securities, 468 , 

of Shares, 493-495 
of Stock-in-7Vade, 65, 466-467 
of Uncompleted Contracts, 958 
of Work-in-Progress, 60 
Visitors’ Ledger, 731-734 ^ 

W 


Wages 

Analysis Book?* 857-858, 871-872 
Job Cards, 820 
Manufacturing, 59 
Non-productive, 59 
Payment of, 822 
Productive, 59 
Record of, 819-823 
Time Record, 819-820 
VVasting Assets, 79, 115 
Water Company’s Accounts, 630 
Watered Capital, 115 
Window Ledger (Hotel), 731-734 
Working 
Accounts, 60-64 
Capital, 79 

Work-in-Progress, 59-60 
Account, 904 
Valuation of,' 60 
Workmen's 

Compensation Fund, 566 
Profit-Sharing Fund, 567 . 

Works Oncost, 852, 858-801, 
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